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CHAPTER 1
THE INTERNAL AND
EXTERNAL BUSINESS
ENVIRONMENT

Learning Objectives
1.1 Types of enterprise
Understand the characteristics, advantages and disadvantages of
different types of enterprise in the public and private sectors.
1.2 The business environment and the enterprise
Understand how the enterprise operates in a competitive market.
1.3 Stakeholders
Understand the power, influence, impact and competing interests of
stakeholders on an enterprise.
1.4 The impact of globalisation on the business environment
Understand globalisation and its impact on large and small enterprises.
1.5 Business structure and culture
Understand how the structure of the enterprise changes as it grows and
the impact it has on business culture, corporate image and identity.
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Types of enterprise

The purpose of business enterprise
The purpose of a business enterprise is to supply goods and provide services to meet the needs of consumers.
Every business enterprise 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 out to gain from being in business.

Add value

Satisfy
consumer
demand

Business
purpose

Satisfy
customer
needs

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 its aims and objectives
(for example, to make a profit, to increase its sales revenue, to have the largest market share or to control
its costs), and it helps to identify new markets for expansion. Prospective lenders look closely at a business
enterprise’s purpose to help them to decide whether or not to provide finance.

The differences between the public sector and the private sector
Businesses operate in either the public or private 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 later in section 1.2.) The aim of many businesses in the private sector is to survive by making
a profit. 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. Examples of not-for-profit
businesses include charities, voluntary and community organisations, public arts organisations and housing
organisations.
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Figure 1.2 Businesses operating in the public and private sectors

Types of enterprise
Entrepreneurs have to decide on the best legal structure for their business. They can decide to run as a sole
trader, as a partnership, or as a private limited company (Ltd). As the business expands and starts to
employ large numbers of staff it may decide to become a public limited company (Plc). The advantages and
disadvantages of each ownership type are described below.
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 classed as 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 businesses debts and, if the business
does not have enough money to pay its debts, may have to pay for losses made by the business out of their own
pocket. For example, the owner may have to sell their possessions (such as their house or car) to pay off the
debts. This is called unlimited liability.
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.
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Partnerships
A partnership is a business that is 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.
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 partners 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.

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 owners of a limited company are not personally liable for the business’s debts. Instead, the debt is
divided up between 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 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 onto 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 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 on
page 5.
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Public limited companies (Plc) – These are usually large, well-known businesses, such as a manufacturer

or a chain of retailers with many branches. Shares are traded to the public on the stock exchange. This
is called ‘stock market floatation’. Each Plc has a Board of Directors to oversee the activities of the
business. 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 on 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.

Characteristics of public corporations
A public corporation is a statutory body that serves the general public but is owned by the 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.
Social enterprises
Social enterprises are businesses that aim to make a profit, which they reinvest or donate to create positive
social change. They have clear social objectives – to serve and benefit the public. For example, the coffee
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company Café Direct invests 50% of its profits into the Café Direct Producers’ Foundation, a charity run by
farmers that works directly with farmers to improve sustainability and livelihoods right across the coffee
growing world. Another social enterprise is Divine Chocolate which is 100% Fairtrade and owned by cocoa
farmers in Africa who are given a share of the profits.

Case Study 1.1

An example of stocks and shares in PLCs
(Virgin Group Ltd)

One of the major problems is that the people who buy stocks and shares (called ‘stock market
investors’) place great importance on short-term financial rewards and gains. The shareholders
want a return on their investment; they want to make money whatever the cost, and they want
to maintain their share price and dividends.
As a result, shareholders are less likely to favour long-term business goals (such as trying to enter
new markets and working on social and/or environmental policies).
Because of this, in the 1990’s, Richard Branson withdrew Virgin from the stock market as a Plc,
becoming a private limited company (Ltd). This was because Richard Branson felt that as a Ltd
company he would not face the same pressure to achieve short-term profit maximisation.

Case Study 1.2

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 characteristics, advantages and disadvantages of different 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.

The changing nature of enterprise
As the way in which people choose to shop changes, the nature of business enterprises are shifting in order
to react to the changes around them (for example, through the growth in online trading and ‘pop-up’ shops).

The Internal and External Business Environment
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Online (E-commerce)
Customers purchasing goods or services online has become a natural part of the consumer buying experience.
Trading online (e-commerce) is the fastest growing retail market in Europe and North America. Online trading
takes less time and uses fewer resources (such as staff) than traditional bricks and mortar (physical) stores, so
it is a cost-effective way to grow an enterprise. For many small businesses, e-commerce has allowed them to
explore and trade in new markets all over the world, and this increase in trading has enabled them to grow.
Pop-ups
As more people use the internet to find and buy goods, many high-street retailers find themselves fighting a
losing battle as they are now often used by customers who have ordered online and only visit the store to collect
these goods (‘click and collect’). This has led to businesses closing on the high street. There has however been a
rise in a different type of physical retail space, called ‘pop-ups’. A pop-up business will typically move into an
empty space, often quickly and for a short length of time. The space might be a stand-alone shop or restaurant;
a space within a building, a department store or market; or a temporary installation.
The pop-up might be a business wanting to try selling without taking out a long-term lease on premises.
Examples of pop-ups could include a shop, bar, café, restaurant, art gallery, show-room, exhibition space or
film location. Pop-ups have the flexibility of temporary occupation and could be a seasonal operation, a oneoff trade tied to a specific event (such as a sports tournament), or someone just trying out a product to see if it
will sell.

1.2

The business environment and the enterprise

The 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.
One reason sellers have very low bargaining power in a competitive market, is that the goods or services
being sold in these markets are similar, and as such, buyers view all of the products as being substitutes for one
another. Through marketing, businesses seek to establish brand value around their differentiation, and advertise
to gain pricing power and market share.
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 competitive market and start to
produce and sell mobile phone covers.
When markets work well, enterprises succeed by providing their consumers with a better and more costeffective product than their competitors. Effective competition provides significant benefits for consumers
through greater choice, lower prices and better-quality goods and services. However, left to their own devices,
markets will not necessarily deliver the best outcomes for consumers, companies or governments. Because
of this, governments intervene by setting legal frameworks for markets and businesses to operate in. This
means it puts in place rules and regulations for the appropriate conduct of businesses and individuals, and sets
taxes and subsidies. This can have an impact on enterprises. For example, if they raise tax rates, the profits of
the enterprise will go down; if they change the law, entrepreneurs and staff will need to be retrained to ensure
they are complying with these new laws.
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A government may intervene if consumers’ behaviour is having adverse effects on society (for example,
through alcohol misuse or obesity). It may use education, raise taxes on products like sugary goods or alcohol,
set prices or restrict supply. Setting prices or restricting the supply of particular goods can significantly reduce
competition in a market, raising prices for all consumers, which in turn, may decrease demand.

The role of the entrepreneur
An entrepreneur is 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. This is often done through innovation which is the
developing of new goods and services, methods or ideas. Entrepreneurs spend time and money to make their
ideas a reality.
Entrepreneurs develop enterprises for many different reasons but they are all taking a risk. They take the
profit if the enterprise is successful but are responsible for the losses of the enterprise if it is not, and not all
enterprises are successful.
Entrepreneurs develop ideas and market opportunities by looking for gaps in the market and use this
information to define what the enterprise will be. Entrepreneurs need to identify who in the market will buy
them and then, through promotion, try and persuade them to buy the product. They will identify the competition
and try to offer customers a better or more unique product in order to give it an advantage over the competitors’
product.

Case Study 1.3

An example of entrepreneurship
(LoveFilm and Amazon)

LoveFilm was set up by Paul Gardner and Graham Bosher in 2002. They identified a gap in the
market; supplying DVDs by mail and streaming video on demand in the UK and Germany. The
enterprise quickly became the market leader. When the enterprise was bought by Amazon.com
in 2011, the service had reached 2 million subscribers. LoveFilm was renamed and is now known
as Amazon Prime Instant Video.

Once an entrepreneur has come up with an idea for a product, and checked that it really is a new idea and that
it could sell, it is important that they protect it to stop others stealing or copying: the names of the products or
brands, the inventions, the design or look of the products and the things written, made or produced to support
the product. Protecting an idea prevents competitors from directly copying it, which means that entrepreneurs
can get all the financial benefits from the product and maintain its competitive advantage. Allowing competitors
to use an idea may mean that they are able to develop it cheaper and faster, allowing them to compete at a more
favourable market price.
Different countries have different laws to govern intellectual property but copyright, patents and trademarks
are the most common:
•

Copyright – This protects original work and is useful when it comes to creative works such as illustration,
photography, literary pieces, web content and music. If an entrepreneur owns the copyright to their
work, they can licence the use of it to others. The licence is a contractual agreement in which the owner
of the copyright outlines the ways in which the work can be used, if it can be changed and if it will
cost anything to use it. The © symbol is used to show the work has been copyrighted. The duration of a
copyright varies according to the country.

The Internal and External Business Environment
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•

Patents – These are used to protect inventions. Patents give the owner the right to take legal action
against anyone who uses or sells their inventions without permission. A patent can take 2-3 years to
be issued, and has a maximum life of 20 years in most countries. There is no symbol to indicate that a
product is patented.

•

Trademarks – Entrepreneurs will decide on a brand, and these can be protected with a trademark. This
protects the name and visual identity of the goods or service. With a registered trademark, the owner can
take legal action against anyone who uses or copies the brand without permission. Putting the ® symbol
next to a brand name shows that the brand is registered with a trademark. An unregistered trademark
will use ™, which can provide some protection in some countries.

The main factors of production
Factors of production are resources that are the building blocks of an economy. They are what people use to

produce goods and services.

In a market economy (also known as a ‘free enterprise system’ or ‘capitalism’), businesses sell goods and
services at the highest price consumers are willing to pay, while staff demand the highest wages businesses are
willing to pay for their services. Private individuals or businesses own the factors of production, as opposed to
the factors of production being owned by the government. Most parts of the world operate in a market economy.
Physical land or other extractable
natural resources such as
coal, oil and gas, or
renewable energy
sources. These are
Land
owned by private
Natural physical
individuals or
resources
businesses.

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 1.3 The main factors of production

Importance of entrepreneurs to the economy
Once an entrepreneur has decided on an idea, they combine the factors of production to create goods and
services that satisfy customer needs, hopefully in a social and ethically responsible way. Entrepreneurs often
improve products through innovation, and replace older, inefficient technologies with up-to-date technology.
The design and sale of successful products can lead to the enterprise making a profit which allows them to have
the money to grow. This can create employment opportunities, bring in tax for the government and support
other businesses who supply them, and in doing so, generate economic wealth by increasing the national
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income. Economic growth can lead to higher living standards because if there is more money in the economy,
enterprises can make more profits which can pay employees higher wages or allow businesses to hire more
employees. If the income of employees rises, they can purchase more goods and services with their income.

Examination Tip
You need to be able to understand the role of the entrepreneur and their importance to the
economy. You also need to know the features of a competitive market and how an enterprise
can operate within one.

1.3

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 enterprises have stakeholders, and the larger the enterprise is, the more stakeholders they are likely to
have. They are split into two groups:
•

Internal stakeholders – owners/shareholders, employees

•

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

Stakeholders have different interests in a business, these may or may not be financial. Some stakeholders
have a bigger influence on an enterprise than others. As stakeholders have different and possibly competing
interests in the business, it is inevitable that conflicts arise between stakeholders.
Conflicts may occur because shareholders want dividends from the profits but the other stakeholders (such
as employees) want higher wages, which would reduce the overall profits. The owners of an enterprise often
have to balance their own wishes against those of the other stakeholders or risk losing their ability to generate
future profits. For example, employees may go on strike or customers may refuse to buy the products.
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).

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 Internal and External Business Environment
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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.

PRESSURE GROUPS

• They are people who are interested in whether the business is
acting appropriately.
• They attempt to influence the way in which a business operates
through lobbying, picketing or boycotting products. They create
publicity, circulate petitions and conduct research.

The impact of government on business enterprises
As outlined above, governments can have a considerable impact on an enterprise, through the likes of tax and
interest rates, government expenditure, but governments also pass legislation (laws) and regulations that
impact on the way a business is run. For example:
•

Health and safety legislation to protect employees and customers

•

Data protection legislation to govern the way an enterprise processes, stores and uses information it

•

Employment legislation to ensure that people are employed fairly and paid a fair wage

•

Consumer protection to ensure that customers are not hurt by faulty goods and have rights (for

holds on employees and customers

example, to a refund if the item they have bought is not fit for purpose or does not arrive after purchase).
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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.
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.

The Internal and External Business Environment
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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.

Examination Tip
You will need to understand the power, influence, impact and competing interests of stakeholders
on different types of enterprises. You will also need to know the impact of CSR on a business.

1.4

Globalisation

Features of globalisation
Trade is the buying and selling of goods and services between different countries around the world. Goods that
are brought into a country are called imports and those that are sold to another country are called exports.
Trading happens in a number of international currencies (this is covered in more detail later in the chapter).

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. Globalisation means that the world is becoming increasingly interconnected as a result of
a huge growth in trade and cultural exchange, where countries throughout the world communicate and share
their cultures and goods. Improved communications enable products to be moved around the world rapidly.
Globalisation of business is the change in an organisation from one that is linked to a single country, to one
that operates in multiple countries. 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. This has resulted in an increase in international trade and
the easier movement of capital, goods and services.

Sets of countries that trade together internationally are called ‘trading blocs’. Some organisations (such
as the World Trade Organisation (WTO)) promotes free trade 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.
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.
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Improvements in international communication systems (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 capital, 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 specialist skills has increased.
Countries that have low labour costs and high skill levels (such as India), tend to be the location for more
labour intensive industries (such as clothing) as enterprises can take advantage of cheaper labour costs and
reduced legal restrictions in such countries. Many businesses have also begun to outsource their workplace
activities once performed inside the business, and moving them outside of the business (for example call
centres).
Globalisation does however lead 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 business competitors.

The impact of multinational corporations (MNCs) within the global economy
Globalisation has resulted in many businesses setting up or buying operations in other countries. When a
foreign company invests in a country it is called ‘inward investment’.
Companies that operate in several countries, are called multinational corporations (MNCs). These
companies are based in a single country but operate globally, with fixed facilities and employees in several
countries (for example Nokia from Finland). The majority of MNCs come from developed countries such as
the USA, (for example the American fast-food chain McDonald’s).
The parent corporation in the home country is only subject to the laws and regulations of the home
country. Parent corporations may be engaged in manufacturing, finance or services. They may be:
•

Industrial corporations that manufacture goods (such as cars or electronics) and sell them in various
countries

•

Financial corporations, such as banks, that operate in several countries

•

Service corporations that provide services (for example, telephone services and airlines).

Subsidiaries of an MNC are the companies owned by and operating in another country, and are subject to
the laws and regulations of that country and not the home country. A subsidiary is ‘incorporated’ (i.e. a limited
company) in the host country but the majority control is still held by the parent company.

MNCs will have revenues in the billions. For example, Shell made profits in excess of $19 billion in 2016
and their operations can have a significant impact on the economy of a country. MNCs can be an important
source of foreign direct investment (FDI) in countries but can also mean that a country may lose control
over its economic foundation to the foreign countries. Some feel that FDI is a threat to national security and
sovereignty, as well as to the overall economic well-being of a country as the profits and control of economic
activities are in the hands of foreign nationals. Others feel that the FDI is needed to develop the economy; that
it spurs growth and produces jobs.

The business opportunities for small enterprises within the global economy
If an enterprise decides to enter an international market it will need a plan for how it will reach this market – it
needs a market entry strategy. There are number of strategies to choose from:
•

Exporting – This is selling into a chosen/specific market. Many business enterprises, once they have
established a sales program, turn to agents to represent them further in that market. Agents work
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closely with enterprises to represent their interests, and in doing so, become the face of the enterprise.
As such, choosing the right agent is very important.
•

Licensing – This is an arrangement where one enterprise transfers the rights or the use of a good or

•

Franchising – This is a method for expanding a business and distributing goods and services through a
licensing relationship. Someone who has come up with a good idea for an enterprise (the franchisor)
grants the rights to use the business name and sell a product (franchise) to others (franchisees) in a given
place. Franchisors specify the products that will be offered by the franchisees and provides them with an
operating system, branding and support. Franchising is one of the most important ways to expand business
internationally. The enterprise will be able to grow across countries and will have the advantage of the
franchisee`s knowledge of their own country, and be able to make the necessary adaptations. The capital
investment made by franchisees to the franchisor is an important source of growth finance for an enterprise.

service to another for a fee. This is a particularly useful strategy if the purchaser of the licence has a
relatively large market share in the same market that the enterprise wants to enter.

Case Study 1.5

An example of the positive and negative
impact of globalisation (Coca-Cola India)

Positive impact of globalisation – The MNC Coca-Cola in India directly employs over 25,000
people and has created indirect employment for more than 150,000 people in related industries.
It is amongst the largest domestic buyers of certain agricultural products. Its operations in India
also led to a growth in demand for products such as glass, plastic, refrigeration, transportation,
and industrial and products.
Negative impact of globalisation – In 1993, the largest Coca-Cola plant in India was being
accused of putting thousands of farmers out of work by draining the water that feeds their wells,
and poisoning the land with waste sludge. Thirteen years later, after many years of campaigning
by local farmers, the soft drink giant decided to suspend its bottling operations in three plants
leaving many locals out of work.

Case Study 1.6

An example of franchising (McDonald’s)

McDonald’s has been franchising since 1955. It now has 35,000 restaurants in more than 100
countries around the world.
It has a rigorous selection process to ensure it chooses the right people. To become a franchisee
you need to buy a restaurant, pay a one-off franchise fee, and then pay to train at Hamburger
University in the USA, Tokyo, London, Sydney, Munich, São Paula, Shanghai or Moscow. The
training covers everything from how things should look in the store, how customers should be
served, how long things should take, and how to treat employees. Over almost 60 years, more
than 275,000 people have attended a Hamburger University.
Once the franchise restaurant is up and running, the franchisee pays monthly fees to the
franchisor (McDonald’s) based on the sales it has made, as well as towards the use of McDonald’s
systems and the amount spent on marketing.
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Although the world is becoming more integrated, different countries use different international currencies
and each currency has its own value. An exchange rate is the price of one currency in terms of another,
or the purchasing power (the amount of goods or services that one unit of money can buy) of one currency
against another. The exchange rate plays an important role for enterprises that export goods and import raw
materials from a number of different countries. There can be a positive or negative impact on the enterprise
when currencies fluctuate (go up or down).
Exchange rates go up or down every few seconds, and in just a few minutes, the rate can move in either
direction very quickly and without warning. If a currency is strong, imports become cheaper but exports will
seem more expensive to customers from other countries.
If exchange rates fall, enterprises may end up paying more for its imports. This might make it harder for
enterprises to compete with the prices offered by exporters from other countries. On the other hand, if exchange
rates fall, then the goods it exports will appear cheaper and could result in higher sales and increased profits
from abroad.

Examination Tip
You will need to understand the features of globalisation, how this has impacted on trade
between different countries and the issues that arise (such as using different currencies and
operating in different cultures). You will also need to understand the impact of multinational
companies and the business opportunities for smaller enterprises within the global economy.

1.5

Business structure and culture

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. A business 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?
A business 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.

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 on sales. Hierarchies and flat structures are examples of functional
structures.
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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 the 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 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.

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

Produce
Manager

Frozen Food
Manager

Grocery
Manager

Produce
Supervisor

Frozen Food
Supervisor

Grocery
Supervisor

Staﬀ

Staﬀ

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

There are advantages and disadvantages to this type of structure, as seen on page 18.

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 a 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 in page 19. This type of structure is often
found in small businesses and could look like this.
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When the business expands, they employ more managers and staff and so the hierarchy develops more
layers and gets bigger. If more and more layers are added, it becomes a tall structure.
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.

Matrix structures
The matrix structure is a more complicated structure usually shown in a grid. A matrix structure is mainly used
in the management of large projects or product development processes, drawing employees from different
functional areas to a team without removing them from their respective positions. In a matrix structure,
individuals work across teams and projects as well as within their own department or function. For example, a
project or task team established to develop a new product might include research and design specialists, as well
as those with production, HR, marketing and financial skills.
These teams can be temporary or permanent depending on the tasks they are asked to complete. For
example, a person might be a member of both the marketing division and the foods division. A team might be
put together to develop a new product and would include engineers and design specialists as well as those with
HR, financial, marketing and production skills. Matrix structures have advantages and disadvantages. These
can be seen on page 20.
Human
Resources (HR)

Finance

Marketing

Production

Human Resources
Manager

Finance Manager

Marketing Manager

Production Manager

Project X
Team
leader

HR
Team X

Finance
Team X

Marketing
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Production
Team X

Project Y
Team
leader

HR
Team Y

Finance
Team Y

Marketing
Team Y

Production
Team Y

Project Z
Team
leader

HR
Team Z

Finance
Team Z

Marketing
Team Z

Production
Team Z

Figure 1.5 An example of a matrix structure for a project
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Advantages of a matrix structure

Disadvantages of a matrix structure

It can motivate team members as it allows
individuals to use their skills across the business.

It is difficult to co-ordinate with team members
potentially reporting to two line managers.

It helps to share ideas, resources and good
practice across an enterprise.

Team members take time to get used to working
in a matrix.

It can help to break down barriers between
departments and so improve communication in
the entire organisation.

Team members may neglect their roles in their
original department due to the team work
pressure.

Factors influencing business culture
Business culture represents the beliefs, ideologies, policies and practices of an enterprise. It gives employees
a sense of direction and controls the way they behave towards each other. Business culture determines how staff
communicate with one another and so can bring employees together. The culture and traditions of a country
make people behave differently. National culture relates to our values, rules and behaviours. International
businesses need to have knowledge of the values, rules and behaviours that are considered acceptable within
the national culture they are operating in. For example, Japanese manufacturer Toyota’s culture is called ‘The
Toyota Way’. It is a set of principles and behaviours that lays out the Toyota Motor Corporation’s managerial
approach and production processes.

There are a number of factors that influence the culture of a workplace. In some enterprises the managers
allow the employees to make their own decisions and let them contribute to decision making. With this
management style, employees may become attached to their managers and look forward to working longterm with the enterprise. If the managers do not respect the employees, the culture may change to one where
employees are motivated by money rather than job enjoyment, and may only stay with the enterprise in the
short-term.
The size and type of a business, and the type of product they are selling will also effect the culture. For
example, is the enterprise a start-up or a MNC? Does it have 50 employees or 500? Is it a private enterprise or
a public corporation? As an enterprise grows or shrinks it will change in structure and size, and this will have
an impact on the culture of the enterprise.

Corporate image and identity
Corporate image is the public perception of an enterprise (what the public thinks of it) and is determined by

what the enterprise does. The role of the Public Relations (PR) team is to protect and promote the corporate
identity of an enterprise to create a strong image of the business in people’s minds. Corporate image is very
important to an enterprise as it creates customer loyalty, which allows the enterprise to charge higher prices
for their goods and services. It can also be used as part of its marketing strategy so that customers recognise
the enterprise from its competitors. It should therefore be treated as a valuable asset and must be developed,
established and maintained. For example, German car manufacturer Volkswagen has previously been in dispute
with the US Environment Protection Agency. The agency claimed that Volkswagen had been cheating on
emissions tests from their vehicles. In 2016, this damaged Volkswagen’s corporate image and sales fell by 28%.
Corporate identity is a visual identity that helps distinguish an enterprise to the public, its customers and

from other competitors. It is an easily recognisable symbol, logo or trademark that appeals to the audience. It
appears on websites, social media, videos, signs, brochures, press releases, advertisements, in catalogues, on
price sheets, clothing, giveaways, presentations, vehicles, boxes, stationery and a lot more.
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Once a corporate identity is developed, many enterprises will create a set of guidelines with concise and
clear standards and instructions for employees (and suppliers) to ensure that its corporate identity is controlled
and used in the correct way.
An enterprise will aim to match its corporate identity with its corporate image, so that the public views the
enterprise exactly as it wants to be seen. Both are aspects of establishing a brand. In a global marketplace that
has thousands of brands, a strong corporate image and identity are important to enterprises of all sizes as they
attract attention, maintain consumer loyalty and support overall business success.

Examination Tip
You will need to understand why different enterprises have different structures, how these
structures may changes as the business grows, and the features influencing, and impacting on,
business culture, corporate image and identity.

Chapter 1 Summary
What you have learned:
• The characteristics of different types of enterprise in the public and private sectors, and the
advantages and disadvantages of each.
• The business environment and how enterprises operate in a competitive market.
• The power, influence, impact and competing interests of stakeholders on an enterprise.
• The impact of globalisation on the business environment and both large and small
enterprises.
• How the structure of a business changes as it grows and the impact this has on business
culture, corporate identity and corporate image.

Activities
1.1

Give two roles of the entrepreneur.

1 ............................................................................................................................................................................
2 ............................................................................................................................................................................
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How can management style influence the culture of an enterprise?

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

Practice questions
1.1

Which one of these can sell shares to the public?
(1)

1.2

□ A

Sole traders

□ B

Partnerships

□ C

Private limited company (Ltd)

□ D

Public limited company (Plc)

Celestine runs a gardening enterprise. A market research company wants to find out about people’s buying
habits of plants and trees, and offers to buy Celestine’s customer list containing the contact information of
each of her customers.
(a)

Explain what Celestine should do before she sells her list.
(2)

...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
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Name one stakeholder that will be interested if Celestine does not stick to legislation and regulations.
(1)

...............................................................................................................................................................................
...............................................................................................................................................................................
(c)

Discuss what might happen to the corporate image of Celestine’s enterprise if she sells the personal
data of her customers.
(6)

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

CHAPTER 2
BUSINESS PLANNING
FOR SMALL AND
ESTABLISHED
ENTERPRISES
Learning Objectives
2.1 The purpose and components of planning
Understand the purpose of business plans. Understand the features of
each of the components of a business plan for an enterprise start-up
and a corporate business.
2.2 Market research and market analysis
Understand the purpose and methods of market research, market
analysis and the role of the marketing mix.
2.3 Human resource planning
Understand the contribution of the human resources function as the
enterprise increases in size.
2.4 Financial planning
Understand the sources of finance available to large and small
enterprises, the techniques of budgeting, how to calculate breakeven
and complete cash flow forecasts.
2.5 Production planning
Understand the importance of resource management in the production
planning process for large and small enterprises.
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The purpose and components of planning

The purpose of business plans
An entrepreneur preparing to start an enterprise will first write a business plan to outline and identify the
opportunities in the market; the human, financial and physical resources needed; any risks that need to be
considered and the opportunities for growth.

Opportunities in
the market

Resources
needed

Risks

Opportunities for
growth

Figure 2.1 The purpose of business plans

Many entrepreneurs will start by writing a test business plan to find out if their business idea is any good. If
there are opportunities in the market, if they can gather the resources needed, if there will be opportunities for
growth, and what the potential risks are. By writing a business plan, the entrepreneur will know if their business
idea is likely to be profitable before they invest in an enterprise.
A business plan allows an entrepreneur to work through all the details to get an enterprise up and running.
Its purpose is to serve as a start-up guide and a plan for the first years of the enterprises’ life. A business plan
typically covers the next one to three years, or sometimes up to five years, of the business. Once the new
business is up and running, the business plan is used as tool for planning and managing the enterprise. It serves
as a framework and provides targets to see if it is reaching its goals. These are key in helping entrepreneurs
think through the business, spot potential problems and measure progress.
Sometimes the plan is aimed at people outside the business. For example, the entrepreneur may be trying to
raise finance from a lender, or attract business partners. Prospective lenders look closely at business plans in
order to decide whether or not to provide financial investment.
A business plan should define the strategies the business will use to meet its goals and missions. It should be
kept short and focus on what the reader needs to know. A professionally presented plan will be clearly laid out
with a contents page and section numbering. It should start with a summary that is no longer than two pages long
(an ‘executive summary’) that summarises the key points of the plan. The executive summary is usually written
last but is the first section that people will read, so it is important for it to be informative, clear and concise. Any
detailed information can be put into an appendix at the end of the plan (for example, detailed financial forecasts).
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Examination Tip
You will need to understand the importance for entrepreneurs to fully identify and outline their
business plan/proposition.

The features of each of the components of a business plan for an enterprise
start up
A business plan for an entrepreneur is usually split into the following parts: evidence, details of the products
and services offered, market research, promotional plan, financial plan, risk analysis and business targets.
Evidence of the personal experience of the entrepreneur
This will include education, qualifications and previous work experience, industry knowledge and experience,
and other personal information relevant to the business (for example, family history in this industry, existing
connection with suppliers or customers etc.).
Details of the products (goods and services) offered
This will include how the good(s) will be produced or how the service(s) will be carried out. It will show the
costs to produce and deliver the good(s) or service(s) and how much the good(s) or service(s) will be sold to
customers for. It will also show any legal and insurance requirements necessary to start this enterprise. It will
outline if additional products might be offered in the future, as well as the growth potential of the enterprise.
Market research
This will include an overview of the market the enterprise is trying to enter, its competitors and the amount of
market share it may be able to get. It will describe the target customers of the enterprise and why they will buy
from this enterprise rather than from its competitors. This part of the plan demonstrates that the entrepreneur
is fully aware of the marketplace that they are planning to operate in, and can prove that the enterprise will be
able to attract customers despite potential competition.
Promotional plan
This will include the marketing and pricing strategies of how the product(s) will be sold to the customer (for
example, selling goods in shops or taking online orders).
Financial plan
This will include an explanation of the predicted costs, revenue and profit for the next few years of the enterprise.
The start-up costs will show the physical items (such as equipment or vehicles) that are necessary for the
enterprise, plus other non-physical costs (such as rent, electric/gas bills, the costs of producing the good/service,
the costs of developing a website, transporting the product to customers, insurance for the business and staff
wages/salary). It should also include a personal survival budget for the entrepreneur in order to summarise their
current monthly income and expenses, and calculate the amount of money they need to make from the enterprise
in order to live. Finally, a financial plan will outline what the enterprise plans to do if the business fails and how
any loan repayments will be paid (a ‘contingency plan’). (This is covered in more detail in Chapter 4.)
Risk analysis
This includes potential risks and challenges to the enterprise. While it is not possible to identify and address
every risk, highlighting and discussing the most significant ones is important. For example, a start-up enterprise
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may face a challenge when it comes to obtaining start-up capital that will affect its operations, or a risk may be
major competitors. Knowing these risks and challenges helps the business be better prepared.
Business targets
This will include the targets that have been set to allow the business to monitor its success. Targets help
everyone within an enterprise to understand what they need to achieve and by when.

Components of a corporate business plan
Business planning defines the strategies the business will use to meet its goals and missions. Corporate
planning defines the strategies that the employees will take to meet the business’ goals and missions. This type
of planning, also known as ‘strategic planning’, focuses on staff responsibilities and procedures. Corporate
business plans sets out the plans and ambitions of a business over a set time period. They include strategic and
operational plans. A strategic plan outlines the mission and vision of the business, and high-level goals for the
next three to five years. It also takes into account how they will be measured, and the major projects that will
be taken on to meet them. An operational plan (also known as a ‘work plan’) outlines what each department
will focus on for the near future, usually the upcoming year operational plan. Put simply, the strategic plan
shares the vision for the future, while the operational plan shows how the business will get there on a daily,
weekly or monthly basis.
Where strategy refers to a direction toward a goal, business tactics are the actions taken to support the
strategy. Where strategy is long-term, tactics tend to be short-term, and responding to opportunities and threats.
For example, setting the mission statement is part of the strategy but making day-to-day decisions on customer
service would be a tactic.
A timeline outlines all the necessary actions of a business and identifies the person responsible.

Examination Tip
You need to be able to understand why an enterprise needs to write a business plan and the
features/components that need to be included in a business plan both for a start-up and a
corporate business.

2.2

Market research and market analysis

One of the first things an enterprise has to do when considering a new enterprise, or if an established enterprise
is considering the production of a new product or service, is to carry out market research. Market research
will tell the enterprise if there is a gap in the market, what type of good or service customers want, and whether
the planned product matches this. Market research may be carried out internally by the entrepreneur or by an
external market research business/agency or marketing consultants.
Whichever way is chosen, the enterprise will have to pay for the market research it undertakes. If it employs
an outside agency, it will have to pay for their services. If the enterprise carries out its own market research, it
will need to pay for:
•

The time of the person carrying out the market research – Even if that person is already employed by
the enterprise, the time spent on market research for the new good or service is a start-up cost of that
new product.
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•

Materials – All market research involves the use of some materials, such as paper for questionnaires or
producing reports analysing the findings of the research.

•

Other costs – These include postage for sending out questionnaires, travelling costs for visiting
customers or interviewing people, telephone charges, especially if a telephone survey is carried out, the
cost of using published reports from research organisations.

Market research methods
There are many ways to perform market research. The method chosen may be determined by the type of data
needed by the enterprise and the amount of money they have to spend but most enterprises use one of the
following methods:
Surveys
Surveys are a structured sets of questions used for collecting information. A sample group will be chosen that
represents the target market. The larger the sample group, the more reliable the results will be. In-person
surveys are one-to-one interviews often conducted in busy locations (such as shopping centres). They allow
an enterprise to present samples of products, packaging or advertising, and can gather feedback immediately.
Because of the labour and time it take to obtain feedback, in-person surveys are expensive. Telephone surveys
(telemarketing) are less expensive than in-person surveys and allows the enterprise to ask scripted questions
directly to the customer to gain instant feedback but, over the years, this method has become more difficult as
customers have become unwilling to participate in telemarketing. Mail (postal) surveys are a relatively cheap
way to reach a broad audience. They are much cheaper than in-person and telephone surveys but they usually
generate small response rates. Despite the low return, mail surveys remain a cost-effective choice for small
businesses. Online surveys are a simple, inexpensive way to gather customer opinions and preferences but can
generate unreliable data, because the enterprise has no control over who responds.
Focus groups
Focus groups differ from surveys because a moderator is required to read a series of scripted questions or topics
to lead a discussion amongst a targeted group of people to find out more about their personal opinions and
attitudes. A focus group usually lasts one to two hours but usually require a minimum of three focus groups to
get reliable results. 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.
Responses given to surveys and focus groups do not always capture a person’s actual behaviour. As such,
enterprises may observe its customers in action in its stores to see how they interact with and buy a product.
This gives a more accurate picture of a customers’ habits and behaviours.
Interviews
Interviews may be conducted via telephone or face-to-face. They use unstructured, open-ended questions and
usually last for around an hour. They are typically recorded so that they can be referred back to at a later stage.
Trials
Placing a new product in selected stores to trial, tests customer responses under real-life selling conditions,
which can help a business to identify product modifications, adjust prices, or improve its packaging, for example.

Examination Tip
You need to be able to understand the purpose of market research and the different methods
that can be used to obtain different types of data.
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Market analysis using Porter’s Five Forces Model
Porter’s Five Forces is a tool used to analyse competitor strength within an industry and therefore, its
attractiveness and likely profitability for a business. It does this by looking at five factors (forces) that make up
the competitive environment as shown in figure 2.2 below.

Threat of
new entry

Supplier
power

Competitive
Rivalry

Buyer
power

Threat of
substitution

Figure 2.2 Porter’s Five Forces Model
Competitive rivalry – This is the number and strength of competitors that may be present in the market.
In markets with many rivals/competitors, suppliers and buyers can go elsewhere if they feel that they’re not
getting a good deal from an enterprise. The enterprise needs to know how many rivals it has, who are they, and
how the quality of their products compare. Where rivalry is strong, enterprises can adopt methods to attract
customers (such as price cuts and marketing campaigns). On the other hand, where competitive rivalry is
minimal, and no one else is doing what the enterprise does, then the enterprise may have healthy profits.
Supplier power – This is how easy it is for suppliers to increase their prices. The enterprise needs to know
how many potential suppliers it has, how unique the product is that they provide and how expensive would it
be to switch from one supplier to another. The more suppliers an enterprise has to choose from, the easier it will
be for the customer to switch to a cheaper alternative. But, the fewer suppliers there are, the stronger position
the supplier’s ability to charge more, reducing the profits of the enterprise.
Buyer power – This is how easy it is for buyers to drive prices down. The enterprise needs to know how
many buyers are there, how big their orders are and how much would it cost them if customers switch from
their goods and services to those of a competitor.
Threat of substitution – This is how likely it is for customers to find a different supplier for what the
enterprise provides. If a similar (substitute) good or service is available, customers may switch to a competitor.
Threat of new entry – This is the ability of the enterprise to enter the market. The enterprise needs to know
how easy is it to get a foothold in the market, and how much would it cost.

If an enterprise has strong barriers to entry (is difficult for them to enter), then it can keep a favourable
position and take advantage of it. If it takes only a little money and effort to enter the market and compete
effectively, then rivals can quickly enter the market and weaken the position of the enterprise.
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An example of a business using Porter’s
Five Forces

Ali has found out the following for her proposed new enterprise of opening a clothing store:
•

Competitive rivalry is very high. If a business raises prices, a competitor can charge less
(undercut them).

•

There are many suppliers in the market but the threat of new entry is high. This means new
competitors can come into the industry easily, reducing the profits for Ali.

•

Buyer power is strong, pushing prices down.

•

There is some threat of substitution from other clothing stores.

This appears to be a very difficult industry for Ali’s business to survive in, and as such, she may
decide not to continue with this proposal.

Examination Tip
You will need to understand how market analysis is conducted through Porter’s Five Forces
model.

The marketing mix
The marketing mix is a marketing tool that combines a number of components in order to strengthen a product’s
brand and to help sell the good or service. The 7Ps are product, price, promotion and place.
Product
Product is the most important aspect of the marketing mix. Products (goods and services) must match the
people they are aimed at. An enterprise must firstly identify who will be interested in buying their goods and
services by using the results of their market research. The market research data will allow them to look more
closely at what the market wants before looking at the products to see if they are satisfying their customer’s
needs. Products have both tangible and intangible benefits. Tangible benefits are benefits that can be measured
(such as the top speed of a car) whereas intangible benefits are benefits that cannot be measured (such as
the enjoyment the customer will get from the product). It is also important that the product is improved as
necessary to bring it up to date and prevent it from being overtaken by competitors.
Price
Price is the amount of money paid by customers to purchase the product. There are a number of pricing
strategies that an enterprise can choose from based on the product itself, competitive environment, customer
demand and other similar products that are on offer. The following pricing strategies can be used:
•

Competitive pricing – This is where the amount of competition in the market is strong giving customers

a wide choice of suppliers to buy from. As such, enterprises must set their prices close to the prices of
competitors (sometimes called ‘going rate’ pricing) in order to stay competitive.
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Cost-plus pricing – This is the simplest pricing strategy and is aimed at ensuring the enterprise covers its

costs and makes an acceptable profit. The total costs of producing one unit of the product are calculated
and the required profit margin is added. This gives the product’s selling price.

•

Penetration pricing – This is where the product’s price is set significantly lower than a competitors’s
price. This pricing strategy is used where the objective is to enter or capture a larger share of the
market, but the enterprise may have low profits or even a loss in the short run. The price is usually
raised later.

•

Price skimming – If a new product is likely to generate a high volume of sales (for example, because it

is new) a high price is charged in order to maximise profits. The price will be reduced when the initial
high demand has gone down.

•

Psychological pricing – This is where pricing is decided based on what looks more attractive to
customers in the market. For example, $5.99 looks more attractive than $6.00 although the customer is
only saving a single cent.

•

Premium pricing – This is where the price is set higher for certain goods in the hope that the higher

price will give the impression the product is of a higher quality.

Promotion
The main objectives of promotion are to inform prospective customers of the product and the business,
show them the benefits of the product, persuade potential customers to buy the product and present a good
corporate image. Other objectives of promotion may be to increase market share, enter a new market or
market segment. The success of a promotional campaign will be measured against these objectives. Promotion
may use media (such as television, newspaper and magazine advertising) to raise awareness; brochures and
catalogues to inform customers about a product and present an image of the business; point of sale promotion
(such as in-store displays) to encourage impulse buying; promote the business and/or product on the Internet
through websites and e-mail; and offer after-sales support to provide service backup and information, as well
as warranties and guarantees.
Place
Place is also known as channel, distribution or intermediary. It is the way that goods and services are moved
from the manufacturer/service provider to the user or consumer. Wholesalers buy in bulk from producers and
resell in smaller packages to retailers. Agents are mainly used in international markets. They typically secure
an order for a product and take a commission. Many goods and services are now sold through the internet as it
has a huge geographical reach.
Physical evidence
The physical evidence of a business should give a good impression and be in line with the expectations
of the customer. This may be a clean, tidy and well-decorated reception area, well-dressed staff, or clean
company vehicles. If the physical or digital premises are poor, the customer is likely to think the product is
also poor. For example, a customer at a bank would expect a professional and formal setting, and customers of
a high-quality restaurant with excellent food, a strong positive brand image and high prices, would expect the
restaurant premises to be high quality also. Poor use of language in digital communications from a business
or an unprofessional web landing page can harm the reputation of a business, as can poor product packaging.
People
Everyone who comes into contact with customers will make an impression, and so the people within a business
are very important. Many customers cannot separate the product from the member of staff who provides it, so
the people in a business have a positive or negative effect on customer satisfaction. The reputation of a brand
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rests in the hands of staff. If they are not well-suited to the role, motivated, trained appropriately, and do not
have the right attitude, the reputation of the business could be damaged.
Processes
The customer experience starts from the moment a customer discovers a business, and lasts through to purchase
and beyond. This means the process of delivering the product, and the behaviour of the staff who deliver it,
are vital to customer satisfaction. To keep customers happy, a business needs to have a user-friendly internet
experience, short waiting times, provide good information to customers and have helpful of staff. As more and
more people use technology, businesses must make sure that their websites are fast enough and available on the
right devices (such as mobile phones and tablets). An example of a poor process is when customers are trying to
reach a business by phone but are left on hold. These customers may give up, go elsewhere and tell their friends
to go elsewhere, causing loss of revenue for the business.

How the marketing mix can be adapted to the different stages of the
product life cycle
The product life cycle (PLC) can be compared to the biological life cycle. For example, a seed is planted
(introduction), it begins to sprout (growth); it grows leaves and puts down roots as it becomes an adult
(maturity), but after a long period as an adult the plant begins to shrink and die (decline).
In theory it’s the same for a product. After a period of development the product is introduced or launched
into the market (although many products fail in the introduction phase), it gains more and more customers as
it grows, until eventually the market stabilises and the product becomes mature. After a period of time the
product is overtaken by new developments and the introduction of superior products from competitors. At this
point it goes into decline and is eventually withdrawn.
In reality very few products follow such a rigid cycle, and the length of each stage varies enormously. Not all
products go through each stage – some go from introduction straight to decline – and so it is not always easy to
tell which stage the product is in. The decisions made by marketers (such as increasing or decreasing the price
or level of promotion) can also affect the stage of the lifecycle. For example, if an enterprise is launching a new
product into a market, the amount spent on promotion will be high as the enterprise will focus on building a
brand. As the product goes into decline, the enterprise may decide to increase promotion to extend the life of
the product and regain customers, or to reduce spending to cut costs and so increase profits.

Examination Tip
You will need to understand the role of the marketing mix and how the mix can be adapted to
the different stages of the product life cycle.

2.3

Human resource planning

Purpose of human resource planning
A human resources (HR) department is responsible for the workforce planning process. This 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. Good recruitment is vital for every business as it ensures that its workforce has
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the relevant skills and abilities for the business’s current and future needs. The recruitment process involves
working through a series of stages:
•

Defining the role – Before recruiting for a new or existing position, a business will gather information
about the job, the job’s purpose, what is required by the job holder and how it fits into the organisation
structure. The job analysis leads to writing a job description. This explains the job to candidates and
helps the recruitment process by providing a clear guide to all involved about the requirements of the
job. This is accompanied by a person specification (or job profile) that states the necessary and desirable
criteria for selection.

•

Attracting applications – Applicants may be internal (already employed by the business) or roles may be
advertised to external candidates (individuals currently working outside of the business). The business
may use employment agencies, the internet and/or specialist publications aimed at specialist
professionals to advertise the job. Financial rewards, flexible working arrangements and financial
rewards can also be used to attract potential candidates.

•

Managing the application and selection process – Candidates make an application in the format
required by the business. Applicants are then shortlisted and assessed to decide who will be offered a
job.

•

Making the appointment – Before making an offer of employment, employers have responsibility
for checking that applicants have the right to work in the country and are appropriate for the work.
References will be checked and an offer of employment made.

For many enterprises, the most expensive assets they possess are their human resources. These resources are
hired for the value that they add to a business. As a result, it makes sense to ensure that the business gets the
best out of those resources, something that can be done by considering how they can be motivated.

Financial rewards and methods of increasing workforce motivation
In return for their labour, an employee will expect a financial reward (to be paid/remunerated). For some
employees, the remuneration package offered may be the most important part of their job. The most common
method of financial reward is time-rate pay where employees are paid for the amount of time they spend at
work (for example, wages (usually associated with hourly/weekly rates of pay) or monthly salaries (usually
associated with annual rates of pay for professional positions)).
Strategies used to improve motivation are usually associated with financial motivators and many enterprises
have now introduced creative ways of rewarding staff financially such as through:
•

Bonuses – A sum of money is added to an employee’s wage or salary as a reward for good performance.

•

Profit sharing – Employees receive a share of the profits each year in the form of bonus payments.
They may also be offered share options giving them the right to buy a certain number of shares at a fixed
price at some time in the future, or share-award schemes that offer actual shares rather than options, for
free or for less than their market value.

•

Overtime pay – Pay for hours worked in excess of their working week, usually paid at a higher hourly

•

rate.

Piece-rate pay – Employees are paid a fixed rate for each item they produce.

Non-financial methods of increasing workforce motivation
What if the main motivation at work is not money? HR managers no longer believe that someone will turn up
able and willing to do any job if the pay is right and offer additional benefits (sometimes called ‘perks’) that
are non-cash additions to the employee’s wage/salary. This could be as annual leave/paid holidays; membership
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of a pension scheme; sick pay whilst on medical leave; paid personal leave; free or discounted membership of
sports clubs and discounts for purchases from the business or at other businesses.
A business may also set up employee of the month programmes that recognise the hard work and
achievement of employees in the workplace to help boost morale and to engage and motivate employees.
Offering training can also help employees understand how their work fits into their business’s structure,
mission and goals. Employees often become more motivated when they understand how their work matters.
Businesses often offer a variety of ‘perks’ to get employees interested in working for them, and to try to
keep them satisfied. These could include joining bonuses, housing allowances, use of a company car, health
insurance, paid volunteering days, daycare facilities, GP and dentists on-site and on-site sports facilities.
As more and more parents work, they have to balance their professional and childcare responsibilities.
Businesses need to support parents (and carers) in the workplace and make provisions to help them.
Employers are keen to help employees to find the right work/life balance because they want them to be
happy and focused on their work. The most common types of support offered are parental leave, to allow
them to spend more time with their children, and flexible working options (such as job-share, term-time
working, shift-working, working from home or working part-time hours). A part-time worker is someone
who works fewer hours than a full-time worker. There is no specific number of hours that makes someone
full or part-time, but a full-time worker will usually work around 35 hours or more a week). Even a small
change such as allowing a parent to change their working hours to allow them to drop off or pick up children
from school can be helpful.
As enterprises grow in size, the difficulty of managing employees increases. With size comes an increase
in layers of management with the top managers becoming further away from the large numbers of employees.
Communication processes become less personal and the connection between the well-being of the enterprise
and the needs of its employees can be lost. As the enterprise grows, experimenting with new approaches to
recruitment and training becomes riskier.
Enterprises must constantly change as they grow to take advantage of new opportunities and technologies.
HR managers must make sure that they offer ongoing training that gives all workers the knowledge and skills
to be successful and do the best possible job. HR managers face a further problem as the enterprise grows and
changes its strategies, as it must make sure that the attitude of its existing employees match that of the changing
enterprise.

Examination Tip
You will need to understand the contribution of the Human Resources (HR) function to an
enterprise, and how this might change as the enterprise increases in size.
You will also need to understand the purpose of HR planning, the different recruitment strategies
that can be used, as well as the financial and non-financial methods to increase employee
motivation.

2.4

Financial planning

Entrepreneurs do not always have all the money they need to meet their short-term or long-term needs, and
this means they may need to find additional money. If they are setting up a business they will need start-up
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finance to cover the start-up costs of the enterprise. These are the costs that have to be met before the enterprise

can begin producing and selling its new product(s). Typical start-up costs include:
•

market research

•

premises

•

machinery and equipment

•

fixtures and fittings

•

raw materials.

When an enterprise is setting up, it is not gaining any revenue from sales. In a very small enterprise, it may
be possible for the owner to finance some of these items out of their own capital. However, in larger start-up
enterprises or where larger items of expenditure are necessary (for example, to buy premises, machinery or
vehicles), the owner of the enterprise may have to look at other ways of sourcing of finance.
Once the enterprise has started trading, finance is needed to keep operating on a day-to-day basis (for
example, to pay the wages and salaries of employees, to buy materials for production, to fund research and
development and pay for the running costs of the business). If there is a problem with cash flow, perhaps
because a large customer has not yet paid for goods they have bought, the business itself still has to pay for its
own costs, and therefore finance may be needed to bridge the gap until the payment from the customer has been
received. Also over time, some of the original machinery and equipment will wear out and need replacing, and
this may also require finance.
An objective of many enterprises is growth. This often involves increasing production capacity with
additional machinery, a larger workforce and possibly larger premises. Or an enterprise may grow by taking
over another business. A successful enterprise may be able to fund some of the costs associated with growth
from its own resources and it may be necessary to obtain finance from other sources.
However, borrowing money can be expensive, and choosing the most appropriate source of finance is
important considering the amount required and the length of time over which the finance has to be repaid:
•

Short-term (less than one year)

•

Medium-term (one to five years)

•

Long-term (more than five years)

Sources of finance
There are different sources of finance a business may choose from:
Owner’s capital
This is the money that the entrepreneur has saved themselves; their personal savings. The more of this they
have, the more likely banks and other investors will be willing to lend money to them. The advantage of using
finance provided by the owner is that there is no interest or other charges on the money. The disadvantage is
that the owner risks losing the money they put into the enterprise.
Bank loans
This comes from a lender. Here, an amount of money will be borrowed for a set period of time within an agreed
repayment schedule, and is usually secured against the assets of the enterprise. For example, a loan to purchase
a new vehicle may be secured on that vehicle so that if the enterprise is unable to repay the loan, the bank will
sell the vehicle in order to recover its money. The repayment amount will depend on the size and length of the
loan, and the rate of interest. When considering making a loan to an enterprise, a bank will normally want to
see a business plan including budgets and cash flow forecasts to ensure that the enterprise will be able to repay
the loan. Loans may provide short, medium or long-term finance.
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Bank overdraft
This is a short-term way to borrow money up to an arranged limit. It can be thought of as short-term safety net,
but there is a cost to the business if used. Interest on overdrafts is high compared with other forms of borrowing,
and overdrafts are really only appropriate for short-term finance to cover cash-flow problems.
Trade credit
Most business purchases are made on the basis that the item being purchased is delivered by the supplier and
an invoice sent to the purchaser requesting payment either within 30 days of purchase or by the end of the
following month. This is called ‘trade credit’. If the customer is trusted by the supplier, it may be possible to
extend the period of credit. While this may give the enterprise some additional finance for a short time, it is
only appropriate for very short-term finance.
Leasing
As an alternative to buying items (such as property, machinery and vehicles), it is possible for an enterprise to
lease them from the supplier or a specialist leasing company. A lease is for a set period of time and while the
enterprise leasing the asset (the lessee) has full use of the asset during that time, the asset remains the property
of the leasing company (the lessor). Leasing assets allows an enterprise to avoid paying large sums to purchase
assets, enabling the money to be used for other purposes. The length of leases tends to make leasing appropriate
as a source of medium to long-term finance.
Hire purchase
This is a form of credit that may be arranged through a manufacturer or another finance house (such as a
bank). Hire purchase can be used to buy and pay for an item (such as a vehicle, large machine or other item
of equipment) through a number of instalments. Each instalment will include an element of interest on the
purchase price. Although the enterprise making the purchase has use of the item, it does not become the
property of the enterprise until the final payment is made.
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 business in exchange for their investment.
Peer to peer (P2P) lending
This is where individual investors lend money directly to borrowers, often through online peer-to-peer lending
platforms. These websites match borrowers with investors and carry out the chasing of the repayments. The
borrower pays a slightly lower interest rate than would be offered by a bank. Likewise, the investor gets a
higher interest rate than with a bank, but is taking a risk because this type of loan is generally unsecured and
so may not be repaid.

The features of types of shares issued by large enterprises (public limited
companies)
A public limited company (Plc) may raise finance by issuing shares. Any person or organisation (such as a
financial institution) can purchase new shares in a Plc. Plc are therefore able to obtain very large amounts of
finance in this way. The biggest advantage of raising finance by issuing shares is that the money raised does
not have to be paid back.
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An ordinary share gives the right to its owner to share in the profits of the company (dividends) and to vote
at general meetings. Preference shares are shares in a business that are owned by people who have the right
to receive part of the company’s profits before the holders of ordinary shares are paid. They also have the right
to have their capital repaid if the company fails and has to close.
A debenture is a type of bond or long-term loan issued by a business. It usually carries a fixed
rate of interest over the course of the loan. Debenture holders (investors) do not have any rights to vote
in the company’s general meetings of shareholders, but they are allowed separate meetings or votes (for
example, on changes to the rights attached to the debentures). The main advantage of debentures to Plcs is
that they have a lower interest rate than overdrafts, and are usually repayable at a date far in the future for
example.

Examination Tip
You will need to be able to understand the features of the sources of finance available to
enterprise start-ups and the features of types of shares issues by large enterprises (PLCs).

Calculating breakeven
Breakeven is the point at which you make neither a profit nor a loss. The break-even point of a new product is
the level of production and sales at which costs and revenues are exactly equal. It is the point at which revenue
exactly covers costs.
Having calculated the break-even point of a product, the enterprise can decide whether it is able to produce
and sell this number of units of the product in the time period. It needs to determine whether it has enough
resources (such as machinery and employees). If the enterprise can produce and sell more than the break-even
level, then it will make a profit. This information helps the enterprise decide whether or not to produce the
product.
To calculate the break-even point of a new product a business must identify costs as either variable or fixed.
Rises in costs make it more difficult for an enterprise to break even.
•

Variable costs are those directly related to production (for example, raw materials or wages of the
production employees). They are called variable costs because they vary directly with the level of
production.

•

Fixed costs are those related to the day-to-day running of the business but not to the actual production
of the product (for example, rent, rates, insurance, telephone and electricity). These are sometimes
called ‘overheads’, and are costs that must be paid even if nothing is produced at all.

In addition to these costs, an enterprise must calculate the revenue that will be generated from the sales of
the product. In order to do this, it must know the products selling price per unit.
Calculation of the break-even point by formula
Break-even point =

Fixed costs
Selling price per unit – Variable cost per unit
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Example of a business calculating
breakeven

Hopkirk & Sons make wooden cabinets. The selling price of each product is $50 each.
The variable costs of producing each cabinet is $7.50 for wood and $12 for labour, coming to a
total of $19.50 per unit.
Hopkirk & Sons has calculated its fixed costs at $166,000 per year.
With the fixed and variable costs, the business is able to calculate its break-even point:
Break-even point =

$166,000
$50 – $19.50

= 5,443 cabinets

This means that Hopkirk & Sons has to produce and sell 5,443 cabinets in order to breakeven
(make no profit or loss).

Examination Tip
You will need to be able to understand the sources of finance available to large and small
enterprises and how to calculate breakeven.

The purpose of cash flow forecasting
The money entering or leaving an enterprise is called cash flow. Cash inflow is the money that the business
receives, whereas cash outflow is the money that the business pays out.

Money coming
into the business
is called INFLOWS

Money going out
of the business is
called OUTFLOWS

Cash inflows may include:
•

Sales revenue – Enterprises receive payments from customers for selling goods and services.

•

Loans from banks – All enterprises borrow money from the bank at some time.
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Grants from the government – In some countries the government gives grants to enterprise if they create
jobs in areas of the country where many people are out of work. This is an important inflow for new
and growing enterprises.

Cash outflows may include:
•

Buying raw materials – Manufacturing businesses spend large amounts of money on raw materials and
components. This is a major cash outflow for these businesses.

•

Paying wages – Wages causes a major outflows of cash for all businesses but particularly businesses
providing services as this is very labour intensive.

•

Rent – If an enterprise leases, rather than buys, its premises it will pay rent. This will be a regular
outflow of cash for the enterprise.

•

Interest on loans – The interest that must be paid on loans leads to a regular cash outflow.

•

New machinery – All enterprises need to buy machinery; large enterprises may require larger, more
expensive products (such as production line robots), whereas smaller enterprises may need to buy
computers or photocopiers. Buying new machinery can cause a large outflow of cash.

•

Taxes – Enterprises have to pay sales taxes and taxes on profits, both of which cause cash outflows on
a regular basis.

Cash flow forecasts
A cash flow forecast allows an enterprise to see when money is expected to be received and when it needs to be
paid out, and from this, if there will be a time when there is not enough money coming in to cover the payments
due. Knowing this means that an enterprise can make appropriate arrangements for obtaining additional finance
to cover costs (such as arranging loans or overdrafts with the bank).
A cash flow forecast shows all expected inflows and outflows in the month in which they are expected to
be received or paid out. Cash flow forecasts are usually constructed to cover a full year, but a year is a long
time for a business and so the forecasts are usually broken down into smaller periods. By comparing the cash
flow forecast with the actual cash flow statement for a period as soon as possible after the end of that period,
appropriate action can be taken (such as securing an overdraft to cover future cash shortfalls).
July ($)

August ($)

Sept ($)

Total Receipts

2100

2000

2100

Total payments

2000

1875

2800

Net inflow/outflow

100

125

–700

Opening balance

1600

1700

1825

Closing balance

1700

1825

1125

Figure 2.3 An example of a three month cash flow forecast

In figure 2.3 above, the opening balance shows the amount the enterprise expects to have in the bank
at the beginning of a period. The inflows (receipts) and outflows (payments) are put in for each month.
The total of inflows minus the total of outflows will be the closing balance, and shows the amount the
enterprise expects to have left in the bank after all inflows and outflows during that period have been
taken into account. The closing balance for the first month becomes the opening balance for the next
month, and so on.
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If the forecast shows a negative closing balance, the enterprise does not have enough money coming in to
pay its bills, and so it may not survive. If the enterprise’s suppliers do not receive payment on time they may
force the enterprise to close down. Therefore it is very important for an enterprise to manage its cash flow
carefully.
Cash flow forecasts can help to:
•

spot times when the business might be short of cash

•

see the causes of cash flow problems

•

decide whether to produce new goods or services or to stop selling existing products.

If an entrepreneur has a cash flow problem, there are different options which can be taken, such as to:
•

arrange an overdraft for any months when the enterprise is short of cash

•

reduce their costs (for example, by purchasing fewer raw materials or cutting wages)

•

increase cash inflows (for example, by creating more sales from customers).

Examination Tip
A cash flow forecast is only an estimate of the amount of money that will come into and go out
of a business. It shows the money flowing in and out and has no links to profit. You will need to
be able to calculate cash flow.

The importance of net current assets
Current assets (also called ‘liquid assets’) are items that can be easily changed into money (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 enterprise. Current assets can
change on a day-to-day basis.
Current liabilities are what the enterprise owes to others (for example, money owed to suppliers for

inventory purchased).

Net current assets are the funds available to an enterprise for use in day-to-day operations. Without working

capital, it would not be able to stay in business. Net current assets are calculated using a simple formula:
Calculation of the net current assets by formula
Net current assets = Current assets – Current liabilities

An enterprise will want its net current assets to be positive as this is a good indication that it has the
financial capacity to pay off short-term debts, whereas negative net current assets means it is unlikely to
be able to pay its bills. On the other hand, too many net current assets means that some assets are not being
invested for the long-term, so they are not being put to good use in helping the enterprise to grow as much as
possible.

42

LCCI LEVEL 3 CERTIFICATE IN BUSINESS PRINCIPLES AND ENTERPRISE

Budgeting techniques
A budget is a financial plan that identifies, estimates and itemises future spending. A budget is a planning tool
to help an enterprise manage and control its finances more effectively. Budget creation can be complex and
usually previous budgets are used to forecast for the next budget.

Production
Overheads

Sales

Types of
budget

Labour

Cash

Capital
expenditure

Purchases
Master
Figure 2.4 Types of budgets

By comparing a forecasted budget against what actually happened, a business can check its performance and
identify areas of weakness. This can help control finances by restricting unnecessary spending and allows an
enterprise to take action before problems get out of hand.
The person managing the budget is known as the ‘budget holder’. They will plan by looking at previous
budgets to see if they overspent or underspent, and the lessons that can be learnt from these. They will forecast
the expected level of sales, and the goods or services that can realistically be produced or offered. They will
look to see if any savings can be made.
The budget will then be monitored. Any difference between the budgeted figures and the actual figures is
known as a ‘variance’. There are two types of variance: favourable (positive) and adverse (negative).
An example of favourable variances
Spend:
Sam’s Café planned to spend $1 000 on producing meals in January. It actually spent $800.
Variance = $1 000 – $800 = $200 (FAVOURABLE variance)
This means $200 less was spent than was budgeted for.
Revenue:
Sam’s Café planned to generate $1 500 of revenue from sales of meals in January and actually
received $1 600.
Variance = $1 500 – $1 600 = $100 (FAVOURABLE variance)
This means $100 more revenue was made than was budgeted for.
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An example of adverse variances
Spend:
Sam’s Café planned to spend $800 on producing meals in February and actually spent $900.
Variance = $800 – $900 = $100 (ADVERSE variance)
This means $100 more was spent than was budgeted for.
Revenue:
Sam’s Café planned to generate $1 500 of revenue from sales meals in February and actually
received $1 300.
Variance = $1 500 – $1 300 = $200 (ADVERSE variance)
This means $200 less was made than was budgeted for.

Item

Planned monthly
expenditure
$

Actual monthly
expenditure
$

Variance
$

Material for seats

10 000

13 000

3 000 adverse

8 000

7000

1 000 favourable

12 000

11 000

1 000 favourable

2 000

2000

32 000

33 000

Steel
Wages
Electricity
Total

0
1 000 adverse

Figure 2.5 An example of a budget for one month for a car manufacturer

Overall the figures in the table above show the budget for month was unsuccessful as even though the
electricity budget was on plan, and both the wages and steel came to less than was budgeted for, the costs for
the material for seats was much more than was budgeted for. Overall the month had an adverse variance of
$1 000.

Examination Tip
You will need to understand the different budgeting techniques and the importance of net
current assets to large and small businesses.
Remember that favourable variances occur when the actual figures are better than planned
(budgeted for). This leads to increased profits. However, adverse variances occur when the
actual figures are worse than planned (budgeted for). This leads to decreased profits.
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2.5

Production planning

Purpose of resource management
Production involves combining the factors of production to produce products. Productivity measurement

looks at how good a business is at taking raw materials, machinery, paperwork and groups of employees,
and turning out useful goods or services. It is a relationship between physical inputs and outputs, and a
business will always be trying to increase its productivity. Most businesses involved in production will
set production targets (for example, the level of output they aim to achieve in a set period of time).
Effectiveness measures the extent to which the production targets are achieved; if they are met, the
business is said to be effective. However, effectiveness does not take into consideration a business’s
costs, so efficiency will also need to be measured. Efficiency is a measure of how well the business uses
the productive factors in the production process. A business will aim to maintain its effectiveness whilst
increasing efficiency.

For a manufacturer to operate efficiently, effectively and economically, it has to have a production planning
system. Production planning includes details of what needs to be produced, when it needs to be produced by,
how much needs to be produced, and so on. It involves taking a long-term view at overall production planning.
A well thought out production plan means that the business can deliver a product in a timely, regular manner
and can control costs. Its objectives are to:
•

ensure the right quantity and quality of raw material and equipment, for example, are available during
times of production

•

ensure the business is working at 100% capacity at all times.

Production planning may be long-range (for example, dealing with capital investment and location planning),
medium-range (for example, dealing with demand forecasts and capacity planning), and/or short-term (for
example, dealing with day-to-day operations).

Examination Tip
You will need to understand the purpose of resource management and its importance in the
production planning process for large and small enterprises.

Features and benefits of just in time (JIT) inventory management
Just in time (JIT) inventory management means that a business holds no inventory, and instead relies upon
deliveries of raw materials and components to arrive exactly when they are needed. Instead of occasional large
deliveries to a warehouse, components arrive as and when they are needed, and are taken straight to the factory
floor.
The benefits of JIT means that it avoids the waste from overproduction, avoids waiting for material and
of holding excess inventory. JIT means that a manufacturer makes only what is needed, when it is needed,
and only in the amount that is needed. JIT also lets manufacturers reduce their overhead expenses as holding
excess inventory can be expensive, but ensures that parts are available to manufacture their products at all
times. This allows a business’s customers to be better served, while, at the same time, lowering the cost of
doing business.
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An example of just in time ( JIT) (Toyota)

The original concept of JIT was created by the founder of Toyota. Toyota’s founder used the
American supermarket as his model for what he was trying to achieve in his factory.
When shopping for groceries, a customer takes what they want from the shelf and purchases it.
The store restocks the shelf with enough new product to fill up the shelf space.
In a manufacturing situation, a worker would go to an inventory storage location and remove the
quantity of material needed for production. The inventory storage location would then replenish
just the amount of the material taken.

The role of technology in the production process
New technology plays an increasingly important role in the production process. It brings a reduction in
production costs and increased profitability, as well as an improvement in product quality and therefore greater
customer satisfaction. These are major advantages for a business.
The two main applications of new technology in the production process are computer-aided design (CAD)
and computer-aided manufacture (CAM).
Before the development of new technology, product design drawings and specifications were drawn by
hand. If changes were made to product specifications, drawings would have to be re-drafted resulting in time
delays and extra costs. It was also difficult to visualise the impact of small design changes on the overall
product. Today, specialist computer-aided design (CAD) software packages allow designers to see the impact
of any changes in design and produce 3D pictures of the end product which can be rotated on the screen so that
the product can be viewed from different angles. CAD software can also be linked to other software packages
in order to calculate costs of production using different types and amounts of raw materials and other factor
inputs.
However, by far the biggest impact of new technology has been on the actual production process itself in
the form of CAM. CAM involves the use of computer software to control the flow of production along the
assembly line, and the use of new technology in the form of industrial robots (robotics) to perform repetitive,
programmed, assembly tasks on the production line.
Costs and quality are critical to the efficiency and effectiveness of business operations. CAM provides two
key advantages as robots can work non-stop without a break (impacting on costs and efficiency), and can be
programmed so that they do not produce any defective goods (impacting on effectiveness).

Examination Tip
You will need to understand the features and advantages of just in time (JIT) inventory
management and the role of technology (CAM and CAD) in businesses production processes.
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Chapter 2 Summary
What you have learned:
• The purpose and features of each component within a business plan and how this differs for
an enterprise start-up and a corporate business.
• The purpose and methods of market research and market analysis (Porter’s Five Forces).
• The role of the marketing mix and how it can be adapted to the different stages of the
product life cycle.
• The purpose of human resources and the ways in which it contributes to an enterprise.
• Financial planning for small and large enterprises, and how to calculate breakeven and
complete cash flow forecasts.
• The importance of resource management, just in time inventory management and the role
of technology in the production planning process for large and small enterprises.

Activities
2.1

The figure below shows the expected receipts and payments for January, February and March. Using the
figure, complete the cash flow forecast for January to March.
Month

Expected/Forecast
receipts
$

Expected/Forecast
payments
$

January

5 600

3 000

February

6 000

2 750

March

5 500

2 800

Cash flow forecast for January to March
January
$

February
$

March
$

Total receipts
Total payments
Net inflow/outflow
Opening balance

1 000

Closing balance

2.2

State two types of resources found in a business plan.

1 ............................................................................................................................................................................
2 ............................................................................................................................................................................
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Practice questions
2.1

State two elements of the marketing mix.
(2)

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

Olé Café wants to see how profitable it could be if it were to offer music nights.
Extract of monthly financial information for Olé Café
Rent

$180

Salaries

$100

Variable costs per person
Entry price per person

$2
$10

Calculate the number of people who must attend the music nights each week to reach the break-even
point.
You are advised to show your workings.
(3)
Working box

…………………………………………………….people

CHAPTER 3
MANAGING BUSINESS
RISKS AND GROWTH

Learning Objectives
3.1 Business risks
Understand the importance to enterprises of identifying and managing
business risks and how these risks might change as an enterprise grows.
3.2 Business analysis tools
Be able to use and apply business tools to analyse and evaluate business
risks relating to growth strategies and the product portfolio.
3.3 Managing change
Understand how economic, market and social trends impact on the
enterprise.
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Business risks

All businesses will make long-term plans or strategies. A business strategy is how a business intends to
achieve its business vision and chosen objectives. It will also consider the risks to a business. A business
strategy is different from a business plan as it is longer term and looks further ahead, typically over three to
five years. All businesses need a strategy in order to succeed as it can help the business to know where it is
heading and how to get there, understand the challenges and opportunities it faces and the best ways to address
them and improve the overall performance of the business. However, any long-term strategy can be influenced
by changes in market conditions or government policies. The business will therefore analyse the external
factors that may influence it using a number of tools including SWOT and STEEPLE (discussed in more detail
below in section 3.2). If the business has a number of functional areas or departments (previously discussed
in Chapter 1) own targets and objectives, each will need its own operational plan. If there are changes in
business strategy, this will have an influence on the plans of each functional area/department. Tactics are the
immediate, specific actions that a business can take to respond to changes in market conditions. Tactics tend to
be short-term, and respond to opportunities and threats.
A strategy for growth should cover how the business will improve its existing sales and processes to achieve
the business growth it wants. As the business changes and grows there will be risks. These may be an increase
in existing risks or new risks created due to growth.

The impact of different types of business risk
Types of risk vary from business to business but all need to be identified and managed. The process of identifying
risks, assessing risks and developing strategies to manage risks, is called risk management. By understanding
potential risks to the business and finding ways to minimise their impacts, a business may recover quicker if an
incident occurs. Risk may be financial, legal or reputational.
Financial risks
These are related to the financial structure and systems of the business, and the transactions the business makes.
Identifying financial risk involves looking at the financial operations, especially cash flow management. For
example, if a business is dependent upon one customer and they could not pay, this could have a serious impact.
To balance this out, a business can market and sell to a range of customers. A business will also need to look
at who owes the business money, the credit it offers to customers, how debts can be recovered and insurance
to cover large or uncertain debts or periods where the business cannot trade. Financial risk assessment should
also take into account external factors (such as interest rates, foreign currency and exchange risks). Exchange
rate changes will affect debt repayments and the competitiveness of goods and services compared with those
produced abroad.
Legal risks
Businesses must comply with laws and regulations. Legal risk is the potential for losses due to regulatory or
legal action. For example, businesses must comply with employment and health and safety laws. These will
affect the way a business operates and may cost money to implement changes in the workplace or increase
training but the business must comply. Changes to laws on how a product is made or packaged could also
increase costs.
Reputational risk
Businesses are judged not only on the quality of its products but on how they are managed, their financial
performance and their ethical and social commitments. These areas all come under the term ‘reputation’. If the
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reputation of a business is damaged, it can affect how the business is seen by the consumer and customer, the
business might lose sales and this can result in large financial losses. For example, if a business is charged with
breaking the law or receives bad publicity, the businesses may lose customers, employees and investors due to
reputational damage. A bad reputation may also impact on the value of the business.

Case Study 3.1

An example of reputational risk on a
business (Samsung)

Samsung suffered a huge blow to its reputation in 2016 after problems with its Galaxy Note 7
smartphone. Faulty batteries led to dozens of devices malfunctioning, and even a recall and
supposed fix could not solve the problem. The business found itself a target of jokes after at
least one person was hospitalised, and airlines issued warnings against taking the smartphone
on planes. This led to Samsung discontinuing the device completely.
In an attempt to ease doubts that potential customers may have, advertising for its smartphones
has since focused on reliability and repeated testing.

Responding to business risks and minimising their impact
Businesses may look at ways to avoid, reduce, accept or transfer a risk.
Avoid the risk
A business may decide not to proceed with an activity that is likely to generate risk, or may think of another
way to reach the same outcome that does not involve the same risks. This could involve changing processes,
equipment or materials.
Reduce the risk
A business can reduce a risk by reducing the possibility of the risk happening. This might be done through
quality control processes, auditing, complying with legislation, staff training, regular maintenance of equipment
and vehicles or a change in procedures. A business could also reduce the impact of risks occurring by putting
emergency procedures in place, backing up data or minimising exposure to sources of risk.
Accept the risk
A business may accept a risk if it cannot be avoided, reduced or transferred. Some risks may be extremely
unlikely and therefore too impractical or expensive to treat. A business will need to develop an incident response
plan and a recovery plan to help it deal with the consequences of the risk, if it occurs.
Transfer the risk
A business may be able to move some or all of the responsibility for the risk to another party through buying
insurance.

The purpose and features of different types of business insurance
Getting the right insurance is essential for a business. Insurance is a contract in which an insurer promises to
pay the insured party a sum of money if one or more specified events occurs in the future in return for regular
small payments. These payments are called ‘premiums’.
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A business may decide to insure its premises, fixtures, fittings, equipment and stock against disasters (such
as fire, flood or theft of key equipment) that could damage its operations. Some businesses may also insure
against legal liabilities, and also buy insurance to cover staff illness. The purpose of insurance is to reduce the
effects of risks on a business. These insurances could include:
•

Property insurance – Buildings, contents and equipment insurance covers damage to, or the loss of,
physical assets (such as property or equipment) in the event of disasters (such as fire or theft) and allows
the business to pay for repairs and replacements.

•

Key person insurance – This covers the illness or death of key persons. The business insures against

•

Public liability insurance – This covers claims against the business or its directors from employees or

•

Employers liability insurance – This covers claims from employees who have been injured or

•

Product liability insurance – This covers claims for personal injury or property damage caused by
a product the business designed, sold or supplied. It can cover legal fees and compensation costs if
someone sues the business.

•

Business continuity or business interruption insurance – This covers a temporary closure of a
business caused by disasters (such as a fire or a flood). If material damage disrupts the business, causing
loss or difficulty in paying employees, trading may become impossible for a period of time. Business
interruption insurance provides the business with the financial support for this period by helping to pay
employees and keeping the business going whilst it rebuilds.

•

Motor insurance – This covers claims for motor vehicle accidents on the road or other public places.

the financial loss it would suffer if important members of staff within the business died or were
diagnosed with a specified critical illness. It can use the insurance proceeds for expenses until it can
find a replacement person. If the business owner died, the business receives a payment which can be
used to pay off debts and/or close the business.
customers in the event that a member of the public is killed or injured, or if their property is damaged
and where the business is at fault. It can cover legal fees and compensation costs.

become seriously ill as a result of working for the business. It can cover legal fees and compensation
costs.

Business motor insurance can cover a wide range of uses, such as travelling between different work
locations, visiting customers or driving around other employees, or any travel that is on behalf of the
company.

Almost all businesses buy insurance but the type and amount of cover purchased will vary according to
the particular risks the business is exposed to and how much risk the owners are personally willing to take. A
business is legally obliged to buy certain insurances (such as employers’ liability insurance).

Examination Tip
You need to be able to understand the importance to enterprises of identifying and managing
financial, legal and operational risks to a business and how these risks might change as an
enterprise grows.
You will also need to know the different types of insurances a business could take out to insure
against risks, and why they would do so. You will only need to know the types of insurance listed
above.
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Business analysis tools

Both large and small business owners need to conduct various analyses on their businesses. There are many
methods, which help to determine the businesses’ current state before taking an informed decision. A business
analysis looks at both internal and external factors. SWOT analysis is perhaps the most commonly used
technique; STEEPLE is another.

SWOT analysis
A SWOT analysis looks at the strengths, weaknesses, opportunities and threats of a business. For example, are
staff skills one of the strengths of the business, or are they a weakness? Is the amount of competition in the
market an opportunity or a threat?
INTERNAL ANALYSIS

EXTERNAL ANALYSIS

STRENGTHS and WEAKNESSES

OPPORTUNITIES and THREATS

•
•
•
•
•

•
•
•
•

core competencies
production capacity
branding
product portfolio
staff skills

market demand
international expansion
changing technology
strength of competitors

Strengths and weaknesses are part of the internal analysis. It asks questions about the strengths and
weaknesses of the business such as:

•

What does the business do better or worse than others?

•

What advantages or disadvantages does it have?

•

What factors help or hinder it when selling products?

•

What could the business improve on?

•

What should the business start doing or stop doing?

Opportunities and threats are part of the external analysis. It asks questions about the opportunities the
business could profit from and the threats that could adversely affect business such as:

•

What opportunities or threats are there?

•

What are some interesting trends in the market?

•

What are competitors doing?

•

Are advancements in technology threatening or strengthening the position of the business and/or the
product?

STEEPLE analysis
A STEEPLE analysis is simple to carry out and gives an understanding of the wider business environment. It
can enable a business to predict future business threats and take action to avoid or minimise their impact, and
can enable it to identify business opportunities and take advantage of them. On the other hand, a STEEPLE
analysis will not be of much use if the businesses uses a limited selection of data only, or has too much data
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that they cannot analyse. A STEEPLE analysis should be done on a regular basis or it will not be effective. One
problem of STEEPLE is that businesses and their environment are constantly changing, and so it is difficult to
accurately predict developments that may affect the business in the future. In addition, businesses may use data
based on assumptions that later prove to be untrue.
A STEEPLE analysis looks at social, technological, economic, political, legal, environmental and ethical
factors that are external to the business. (Examples of how these might impact on a business are discussed
further in section 3.3.)
STEEPLE analysis of
external factors

What does it include?

SOCIAL

Social factors include demographics, lifestyle, age distribution, education
levels and the composition of families. Changes in the structure and
attitudes of society can have major implications in markets and for
businesses. For example, behavioural change such as an increase in
health consciousness.

TECHNOLOGICAL

Technological factors include automation, the rate of the technological
advancement and trends in technology. Technology has an impact on
manufacturing costs, on the type of goods and services available, on
distribution channels and on the promotion of products.

ECONOMIC

Economic factors include inflation rates, interest rates, currency
fluctuations and exchange rates. Economic factors are key in determining
demand. For example, a recession would affect the amount customers
have to spend on the products of a business, and currency fluctuations
would also impact the international trading of a business.

POLITICAL

Political factors include the impact of pressure groups, pressure from
government and the impact of lobbying. Alternatively, financial support
from the government could also benefit a business.

LEGAL

Legal factors include legal restraints and regulations, and environmental
regulations. Businesses must comply with legal restraints and regulations
in the markets within which they operate or face legal issues.

ENVIRONMENTAL

Environmental factors include pollution, resource depletion, appropriate
disposal of waste materials and emissions from transportation.
Businesses will try to minimise their environmental impact. For
example, through monitoring and eliminating hazardous substances
from production, instead choosing to use natural materials in their
products.

ETHICAL

Ethical factors are about social values which govern the behaviour
of a business. Many businesses have implemented corporate social
responsibility (CSR) policies outlining their commitment to society and
the environment. This impacts on marketing activity as more businesses
use marketing to emphasise their ethical behaviour and membership of
ethical associations (such as Fairtrade).

Growth strategies and their impact on business risks
The Ansoff matrix is a strategic tool used for product portfolio planning to help established enterprises develop
strategies for future growth. When a business considers its growth strategy, it will use the Ansoff Matrix to
look at market penetration, market development, product development and diversification. In order to identify

Managing business risks and growth

55

which strategies it will focus on, the business first needs to consider where to focus its growth. This could be
in new and/or existing markets, on new and/or existing products, or both. The Ansoff Matrix has two aspects;
market share (meaning relative to the competition) and market growth.
Existing product

New product

EXISTING MARKET

Market penetration strategy

Product development strategy

NEW MARKET

Market development strategy

Diversification strategy

Market penetration
A market penetration strategy focuses on selling existing products into existing markets. The marketing strategy
for market penetration does not need a great deal of investment in market research as it uses information it has
on competitors and customer needs, and focuses on markets and products it knows well. This strategy carries
the lowest risk in comparison to the other as it advertises existing products and attracts its existing customers
to buy more. For example, a business could advertise to its existing customers the benefits of upgrading their
club membership from silver to gold. This reduces the amount of time and effort spent on selling a gold club
membership.
Market penetration
Objective

Examples of how this could be achieved

Maintain or increase the market share of current
products

Pricing strategies, advertising, sales promotion

Increase usage by existing customers

Loyalty schemes

Drive out competitors

Hard-hitting promotional campaign and pricing
strategy that makes the market unattractive for
competitors.

Market development
A market development strategy tries to sell its existing products into new markets to increase the number of
sales and get new customers. As the business is targeting new markets this makes the strategy more risky than
market penetration.
Market development
Objective

Examples of how this could be achieved

New distribution channels

Selling online instead of from physical stores

Attract new customers

New pricing policies

New geographical markets

Sell the product in a new country

Product development
A product development strategy aims to introduce new products into existing markets. This may mean that
the business needs new skills to allow it to develop adapted products that can appeal to existing markets and
allow the business to remain competitive. Most businesses do not try to develop new products and sell them
in the existing markets unless they are well established. If a new business adopts this strategy, it is taking a
higher risk approach as it is highly likely to experience a fall in the sale of its existing products if it is selling
new ones.
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Diversification
Diversification is marketing new products in new markets and so can lead to a new source of income. This is
the most riskiest of all of the strategies in the Ansoff Matrix because the business is taking new products to
new customers, which means it is developing new products and entering markets in which it has little or no
experience. The expenses in adopting this strategy are high because of the investment required in developing
new products and also the additional advertising budget needed to sell them. It is therefore really important for
the business to have a clear idea about what it expects to gain from the strategy and to assess the risks.

Case Study 3.2

An example of a business using the
Ansoff Matrix

Think about a manufacturer based in Asia and the strategies it could adopt from lowest to highest
risk:
•

It wants to develop and sell electric bikes (its existing product) in Asia (its existing market).
This is an example of market penetration.

•

It also wants to develop and sell electric bikes (its existing product) in Europe (a new market).
This is an example of market development.

•

It decides to sell electric cars (a new product) in Asia (its existing market). This is an example
of product development.

•

It plans in the future to sell electric cars (a new product) in Europe (a new market). This is an
example of diversification.

Case Study 3.3

An example of diversification
(Foster’s Group)

The Foster’s Group was an Australian brewer with a portfolio of over 100 brands and operations
on five continents. As a very successful company known for its beers it was a surprise to some
when it decided to diversify into wine.
The move was very expensive to the business and did not become as successful as was hoped.
The business struggled to operate in both the beer and wine markets at the same time, and the
business eventually split into two separate companies; Treasury Wine Estates and the Foster’s
Group. The weakened beer brewing part of the business was then bought out by another larger
business Anheuser-Busch InBev SA/NV.

Boston Consulting Group (BCG) matrix
A product portfolio is the range of products sold by a business. A product portfolio may include different
categories of products, different product lines and finally the individual product itself. Think about Apple and
its product portfolio:
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APPLE HARDWARE

APPLE SOFTWARE

APPLE SERVICES

Categories

Product lines

Computers

Mac Mini, iMac, iMac Pro, MacBook,
MacBook Air, MacBook Pro

Portable digital media players

iPod Shuffle, iPod Nano, iPod touch

Smartphones

iPhone

Tablets

iPad, iPad Mini, iPad Air, iPad Pro

Smartwatch

Apple Watch

TV

Apple TV

Operating systems

OS and iOS

Media player

iTunes

Web browser

Safari
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iTunes Music Store
App store
iCloud
Apple SIM

Having a product portfolio with a number of goods and services allows a business to spread the risk; if the
sale of one product is going down, another may be rising. It allows the business to sell to different segments of
the market, and revenue is gained from a range of products not just one. On the other hand, a product portfolio
needs to be managed as the business needs to decide which products to develop and which to discontinue.
To help it to decide on which products it should focus on, the product portfolio can be analysed using a

Boston Consulting Group (BCG) matrix (sometimes called the ‘Boston Matrix’ or ‘Boston Box’). This helps

with long-term strategic planning as it can help a business to think about growth opportunities by studying its
portfolio of products to decide where to invest, where to discontinue or which products to develop.

The matrix is divided into four boxes or categories; star, problem child or question mark, cash cow and dog.
The business uses data on the market share and growth rate of its products compared to its largest competitor
and places each product from the portfolio into the appropriate box based on where they rank in market share
and growth. Ideally, a business wants a balanced product portfolio with products spread across all of the boxes
(although not in dog).

Case Study 3.4

An example of product portfolios (Rovio)

Games and entertainment companies may develop hundreds of games before having success. It
is not always easy to spot the star of the future and this can result in the business wasting money.
For example, Rovio, the creator of the very successful Angry Bird games has also developed many
other games (such as Fruit Nibbler) to add to its portfolio, but due to the success of Angry Birds,
are not so well known and therefore many customers may not heard of them.
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Star

Problem child/Question mark

Stars have a high market share in a fast
growing market. These are products that have
successfully reached the growth stage in the
product life cycle. Although they still require a
great deal of cash support, they also provide
high returns and can be a good prospect for the
future.

Problem children (also referred to as question
marks) have a low market share in fast growing
markets. These are newly-launched products,
and so a business needs to consider if it can
offer them the financial support needed to
develop them and turn them into the cash cows
of the future. Many problem children fail to
reach the required targets and so do not move
any further in the matrix.

Cash cow

Dog

Cash cows have a high market share in a slow
growing market. These products have reached
the maturity stage. They require little money to
be spent and produce a positive cash flow.

Dogs are products with a low market share in
slow growing markets. They are products in
decline and, as they are a drain on resources
and can produce a negative cash flow, they will
usually be discontinued.

Figure 3.1 The Boston Consulting Group (BCG) matrix

Examination Tip
You need to be able to use and apply SWOT, STEEPLE, the Ansoff matrix and the BCG matrix
to analyse and evaluate business risks relating to growth strategies and the product portfolio.
Remember, the BCG matrix looks at the market as a whole, whereas the product life cycle
(covered in Chapter 2) concentrates on only one product.

3.3

Managing change

Factors influencing changes to businesses may be internal or external. The internal environment refers to events,
factors, people, systems, structures and conditions inside the business that are generally under its control. The
external environment refers to the factors that occur outside of the business that cause change and are usually
outside of the control of the business.

Internal factors likely to cause change
Technological changes
Technology changes (such as the introduction of computers, telecommunication systems and flexible
manufacturing operations) can impact on the businesses that use them in a positive way (for example, better
software programmes and computing power), but implementing new technology into a business would come
at a cost. New technology can also impact negatively on a business as it might replace a business’ product (for
example, fax machines have mostly been replaced in businesses due to the use of email, the internet and the
advancement in computing technologies).
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An example of technological changes
(The death of the floppy disk)

In 1970, floppy disks were introduced to store computer data. The first disks could store 80
kilobytes of data only but their storage capacity grew, and by the mid-1980s a floppy disk could
store around 1.4 MB of data.
By the 1990s, the increase in the size of software programs meant a great number of disks were
required for most applications with some programmes requiring over a dozen disks to run it. As
a result, CD-ROMs took over.
Today, people download software using the internet not floppy disks or CD-ROMs. Although no
longer used, the floppy disk can still be found as the save icon in most software applications.

Cash flow management
Cash flow management problems can develop when a business experiences rapid growth. Generally,
suppliers do not like giving businesses too much monetary credit especially if they do not have a track
record with a new larger business. If more employees are needed to do the work, more money would be paid
out in salaries. Often the result is a cash flow problem as money has to be paid out as wages and payments
made to suppliers before any money comes into the business from customer sales. Cash flow management
is therefore very important to a business as a lack of cash can mean the business has to borrow money to
continue trading.
Industrial action
Industrial action is when employees go on strike, walk out or take other action (such as refusing to work
overtime). This can be costly and damaging to both the business and employees. If conflict does arise in a
business, there should be procedures in place for resolving the cause as soon as possible. This can reduce the
cost impact the conflict has on the business, minimise the damage done to the reputation of the business and to
the relationship between employers and employees, and help the business to remain productive.
Poor leadership and management
Poor leadership and management can impact on a business. Strong leadership and a sense of direction are part
of almost all successful businesses. Good leaders offer direction to employees, get them to share their vision
for the business and aim to create the conditions for them to achieve results. If employees feel they are being
poorly managed, they may leave and the profits of the business may be reduced due to poor business decisions
being made by leaders and managers.
Demand for skills
Businesses need skilled employees to operate but may struggle to find appropriate employees with the correct
skills for a job as the demand for skills rises. For example, as the number of technological employment
opportunities grow, there are more vacancies for IT professionals but there may not be enough skilled employees
to fill them. This can leave a business with unfilled vacancies and unable to produce the quantity of products it
needs to match orders or break even.
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Growth or decline of a business
Growth can be an important factor for a business, whether it is established or a start-up, and may form part of a
business strategy. As a business grows, it has two benefits over its smaller competitors. Firstly, large businesses
often enjoy economies of scale. This means that a business has lower unit costs because of its large size. They
can buy raw materials cheaply in bulk and also spread the high cost of marketing campaigns across a larger
number of sales. For example, if a large business can produce hats for $35 but it costs its smaller competitor
$40, then the larger business has a $15 per unit cost advantage. The larger businesses can then decide to charge
lower prices or enjoy a higher profit margin.
A business can grow in size through hiring more employees and getting more equipment to increase
its output. This is called internal growth. If a business merges with or takes over another business, this
increases the size of the business. This is called external growth. A business may also lease to franchisees
(this is covered in more detail in Chapter 1), allowing new branches to be opened across the country and
internationally. Alternatively, the business could reduce it operations and the number of employees. This is
called a decline.

External factors likely to cause change
Interest rate changes
Interest is the cost of borrowing money. The rate charged for lending can change; when demand is weak, banks
charge less for lending but when demand is strong they charge more. For example, during a recession where
demand is low and fewer people are looking for new mortgages or loans to start-up or grow their businesses,
banks may have money to lend but not enough borrowers. In this case, they will lower interest rates to find
more borrowers. On the other hand, if banks do not have a lot of money to lend, they will raise interest rates to
make sure they get the best return on their money. Because they know there are more buyers than lenders, they
are still going to find someone to borrow money at the higher rate.
Governments also use interest rates to manage the economy. For example, low interest rates can help the
economy which is important when the economy is growing slowly or if there is a recession. On the other hand,
when the economy grows too much, inflation also increases which is bad. Raising interest rates slows the
growth of inflation and brings inflation back under control.
Banks also take into account the risk when setting the interest rates for loans. If a business seems to be a bad
credit risk, they will charge a higher interest rate because there is a possibility that the loan will not be repaid. A
change in interest rates will have an impact on a business as they will have to pay more or less interest on their
loans, and their customers will have more or less money to spend after they have paid their loans.
Competition and demand
There are a number of factors that contribute to business decline. Businesses that do not develop products to
meet the changing needs of customers start to gradually lose their customers. Demand falls as the customers
find competitors who better meet their needs. If a business does not take on new technology and new production
techniques, it could allow competitors to produce goods cheaper than them, which means they may charge
lower prices, attract more customers and increase their share of the market. An increase in the number of
competitors in the market can also have a negative effect on a business, and may mean it will need to review
and maybe change its strategies to survive.
Action from pressure groups
A pressure group seeks to influence government policy or business activity. This could range from trying to get
a business to make a simple change or something much bigger (such as stopping production and making goods
eco-friendly). Pressure groups can have both positive and negative impacts on the reputation of a business. If
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a pressure group carries out protests, tries to physically disrupt production of a business, or puts up posters,
banners and posts on social media, they can damage the reputation of the business or its brand. This may
mean customers leave and buy from a competitor, or it may force the business into making changes which can
increase its costs. For example, negative publicity generated by a pressure group (such as Greenpeace) about
the over use of man-made chemicals in farming, could decrease the demand for the products of these farming
businesses. Alternatively if a business works with pressure groups to make changes, they can receive praise
from these groups which is likely to improve the reputation of the business.
Availability of raw materials
Raw materials are the resources used by a business to make its products. Raw materials can be divided into
two groups: direct and indirect. Direct materials are used within the final product (for example, the wood used
to make furniture or the fabric used to make clothing). Indirect materials are used throughout the production
process but are not directly included in the final product (for example, the lightbulbs in a factory or the oils
used to maintain machinery). Businesses may find themselves dependent on a large number of suppliers from
varying locations, even around the world. A natural disaster can affect the availability of raw materials, or an
increase in demand may make it difficult for a business if the materials are in limited supply, which can push
up the purchase price and so increase the production costs of a business.
Changes in legislation
Legislation is a law or set of laws suggested by a government and made official. Changes in legislation may
force the business to make costly changes to equipment and their premises. For example, a food manufacturer
has to follow strict regulations for handling and packaging food, as well as all local and regional laws and any
global regulations if operating internationally. If these laws were to change, the business will have to apply the
new laws. For example, a change in the laws applying to the storage of food could result in additional costs to
the business in staff training and the costs of changes that need to be made to the equipment and the premises.
Changes in lifestyle
Businesses are interested in consumer attitudes and lifestyle changes as this affects how customer behave and
what they buy. An example of behavioural change might be an increase in health consciousness which has
changed people’s attitude towards diet and health. Businesses will often try to take advantage of these changes.
For example, the Wii Fit from Nintendo attempted to deal with a societal concern around children’s lack of
exercise.
Technology
Technological factors relate to the existence, availability and development of technology. Businesses today
have increased computer speed and power, access to 3D technology, better internet connectivity, wireless
charging and automation. For example, the automation of unskilled tasks can allow businesses to replace
human production lines with automated ones, and so reduce costs. Due to the increasing use of social media,
customers can now use apps to order and pay for a product online which also benefits businesses as it can
increase trade. Businesses can use technology to attract customers (for example, coffee shops offering free
Wi-Fi to its customers). On the other hand, a manufacturer of desktop computers may find the demand for their
product is falling as more people are attracted to more mobile technology. Advances in technology also mean
that businesses are becoming more flexible with their working habits, allowing employees to work from home
and abroad.
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Examination Tip
You will need to understand how factors inside the business (internal) and outside the business
(external) can have a positive or negative effect on a business. Remember, the factors inside the
business are generally under its control, whereas the factors that occur outside of the business
are usually outside of its control.

Chapter 3 Summary
What you have learned:
• The different types of business risks (financial, legal and reputational), and how a business
may respond to these risks.
• The different business analysis tools (SWOT and STEEPLE), how the Ansoff matrix is used to
analyse growth strategies, and how the Boston Consulting Group (BCG) matrix is used with
product portfolios.
• How businesses manage change in relation to economic, market and social trends, and how
the internal and external factors of these trends impact on an enterprise.

Activities
3.1

Think of a large business you know well. Carry out some research into the different products the business
sells and try to put the products into the correct box/category of the Boston Consulting Group (BCG)
matrix.
Star

Problem child/Question mark

Cash cow

Dog

Managing business risks and growth

3.2

63

Mousson Fashion is a popular clothing store in the city centre. Each day a group of protesters from a
pressure group gather outside with posters and banners protesting that some of the items on sale are made
with real fur. Try to answer the following questions:
•

How could these protests affect the business?

•

What business decision might Mousson Fashion need to make if it is faced with continued protests?

•

How might this affect the future of business?

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

Practice questions
3.1

Ali is 18 and very conscious of having a healthy lifestyle. There are a range of businesses responding to
her needs. Which one of the following influences is impacting on these businesses?
(1)
□ A

Legal

□ B

Economic

□ C

Behavioural

□ D

Technological
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Explain two advantages and two disadvantages for a business of carrying out a STEEPLE analysis.
(4)
Advantage 1

...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
Advantage 2
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
Disadvantage 1
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
Disadvantage 2
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................

CHAPTER 4
MEASURING AND
IMPROVING THE
PERFORMANCE OF
THE ENTERPRISE
Learning Objectives
4.1 The purpose of performance measurement
Understand the importance to enterprises of measuring performance
and prepare specific, measurable, achievable, relevant, time-bound
(SMART) targets for a start-up enterprise.
4.2 The role of management information
Understand the purpose of management information in business
planning, monitoring and decision making.
4.3 Quality systems
Understand the features and the impact of different quality systems on
business performance.
4.4 Workforce management and development
Understand how the enterprise can promote and support workforce
development.
4.5 Financial statements
Calculate accounting ratios and interpret the information provided in
the statement of comprehensive income and the statement of financial
position of a sole trader.
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4.1

The purpose of performance measurement

Financial and non-financial performance indicators
Every business must be able to measure its performance otherwise it will not know what is happening
in the business and whether it is meeting targets, improving or declining. The use of financial and nonfinancial performance indicators are essential for this. Financial performance indicators are generally
based on elements of the statement of comprehensive income and statement of financial position (such as
profitability).
Non-financial performance indicators are other measures used to assess the activities that a business

sees as important to the achievement of its strategic objectives (such as customer satisfaction). Typical
non-financial performance indicators measure labour turnover, operations and productivity, customer
satisfaction and the quality of its products. Non-financial performance measures are important as they are
used to improve the business as a whole, adding to the business’ strengths. 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:
•

Labour turnover – Businesses want to retain their employees as it costs the business money to recruit

•

Productivity – Productivity measurement looks at how good a business is at taking raw materials,
machinery, paperwork, and groups of employees, and turning out useful goods or services. Businesses
would like productivity to be high. This measure shows the relationship between physical inputs and
physical outputs.

•

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

•

Number of faulty products produced/returned – Are the products produced by the business of

and train new staff. Businesses would like labour turnover to be low. A business will measure how many
employees leave by calculating labour turnover. This means that they work out the proportion of the
workforce that leaves during the course of a year.

business? Making customers feel valued encourages them to give an enterprise additional business in
the future. Businesses would like customer complaints to be low.
the highest quality; how many are being returned? Poor-quality products can ruin the reputation of a
business and so adversely affect sales and profits. Businesses would like faulty products and returns to
be low.

Leading and lagging performance indicators
Leading and lagging performance indicators are two types of measurements used when assessing performance
in a business. A leading performance indicator is a predictive measurement that tries to influence the future
but does not provide a guarantee of success. For example, if a building business wants to reduce the number
of accidents it has, it could instruct all employees on its building sites to wear hard hats. The percentage
of people wearing hard hats on a building site is a leading safety indicator. A leading indicator is used to
influence change. A lagging performance indicator is an output measurement (for example, the number
of accidents on the building site is a lagging safety indicator). A lagging indicator can only record what has
actually happened.
A business must choose the right leading performance indicators to help improve its lagging performance
indicators. For example, a business may have a lagging performance indicator of increased sales, the leading
performance indicator could be to make more sales calls or run more marketing campaigns. The business
predicts that making more sales calls will increase sales but this is not guaranteed.
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Business aims and objectives
For any business, however small, it is important that the entrepreneur knows where the business is going and
can identify when they have been successful. This can often be done by setting aims and objectives. Business
aims and objectives are what the business wishes to achieve in the future. They are a statement of purpose
which outline the goals of the business. Business objectives could be to:
•

maximise profitability

•

maximise revenue/sales

•

maximise return on investment (ROI)

•

increase market share

•

improve reputation

•

increase brand awareness

•

increase customer satisfaction

•

be ethical and socially responsible

•

provide a service to the public.

Setting SMART targets aimed at meeting the business objectives of a
start-up enterprise
SMART stands for specific, measurable, achievable, relevant and time-bound. SMART targets are used to help

the business to meet its objectives.
•

Specific and measurable targets provide a definition of success. For a business to say they want more

customers is too general an objective. It is difficult to for a business to measure whether the target has
been achieved unless a specific number or percentage of customers is given.

•

Achievable and relevant targets can engage and motivate employees, but the targets must be possible
for the business to achieve and focussed on the specific business, not what another competing businesses
may do or else the business may be setting itself up to fail.

•

Time-bound targets give a deadline for when something must be achieved so that the business has a

date to aim for and can check that the target has happened on time.

Example business

Example SMART target

FASTFOOD RESTAURANT

To open two new restaurants in the next five years; one in the city
centre and one out of town.

E-COMMERCE

To increase the number of customers registering on the website to
20% by the end of the year.

CLOTHING STORE

To sell 30% more summer dresses in July next year.

SOCIAL ENTERPRISE

To increase donations by 20% over the next 12 months.

EVENT SPACE

To gain 15 bookings from new customers for events over the next
three months.
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Examination Tip
You will need to know the difference between a financial and non-financial performance
indicator and between leading and lagging indicators, and how and why they are used in different
businesses. You will also need to be able to prepare SMART targets for different types of start-up
enterprise.

4.2

The role of management information

Data and management information systems (MIS)
Data is a collection of unprocessed raw facts which may be of little use to a business. Management information
systems (MIS) provide businesses with processed data which helps with decision making. MIS is a computerbased system that provides tools to organise, evaluate and efficiently manage businesses. MIS can include
software that helps with decision making through databases, hardware resources, decision support systems,
people and project management applications, and any computerised processes that enable the business to run
more efficiently. MIS gathers data from a range of sources, compiles it and presents it in a readable format.
Managers use MIS to create reports that provide them with a complete overview of all the information they
need to make decisions. For example, an area manager of a restaurant chain may want to see a report that
shows the revenue and expenses of each branch to see which makes the most money, and which has higher
expenses compared to revenue. MIS helps to plan, monitor and forecast, measure financial and non-financial
performance, manage risk and make decisions. Employees can also use an MIS to check on inventory, view
statistics related to their specific department and request internal transfers of materials.
Although it has many benefits, a MIS can be a costly investment. In addition to purchasing an MIS software
package, customising the system and hiring extra IT staff to oversee and maintain the system, a business must
train all employees to use the system. Small businesses would need to weigh up the costs of an MIS against its
potential benefits before deciding to purchase.

Examination Tip
You need to understand the difference between data and management information and the role
a management information system (MIS) has in relation to planning, monitoring, forecasting,
performance measures, risk and decision making.

The stages in the decision-making process
During the operations of a business, managers will have problems to solve and decisions to make on the
daily running of the business or long-term strategies and plans. Common challenges faced by managers when
making decisions are:
•

having too much information which can confuse

•

not having enough information to inform a decision

•

having information that is biased.
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Sometimes the decision is complex and it can be hard for a manager to be clear on what the main issues are
and how they can overcome them.
Having a decision-making process in place helps managers solve problems by examining alternative choices
and deciding on the best course of action to take. Using a step-by-step approach is an efficient way to make
thoughtful, informed decisions that have a positive impact on the short and long-term goals of a business.
The business decision-making process is commonly divided into seven steps. These are:

Identifying the
goal

What is the problem or opportunity?

Gathering
relevant
information

What information is needed in order to make the right decision?

Identifying the
alternatives

What are the other options?

Weighing the
evidence

Which alternative is best?

Choosing
among
alternatives

Understanding the risks involved in the chosen
course(s) of action.

Taking action

Creating a plan for implementation.

Reviewing the
decision and its
consequences

Evaluating the decision for
eﬀectiveness; what went well and
what can be improved next time?

Figure 4.1 The decision-making process

Decision making is a vital skill in the business workplace and by following a logical process and being
aware of common challenges it can help make sure thought goes into each decision and results are positive.

Examination Tip
You need to understand the different stages of the decision-making process and how they relate
to an enterprise. You may be asked to apply the process in given real life scenarios/contexts.
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Contingency planning/’What if?’ analysis
Contingency planning analyses the risks that are faced by a business and asks the question ‘what if?’ A business
needs to plan for anything that could disrupt the everyday operations of the business and so will look at the
probability of an issue arising and the impact it would have, and will come up with a contingency plan to
mitigate it – a good ‘plan B’. If a business has a contingency plan to deal with issues, it should be better
prepared to cope if a problem arises and should be able to recover faster from disastrous events.
To make a contingency plan, a business will:
•

make a list of all possible risks, however unlikely they may be

•

make a note of how likely it is that risk may occur and its impact it if did occur

•

make a decision on who/what will be affected and how

•

make a list of everyone that would need to be contacted in the event of a serious incident with their
contact details (for example, employees, customers, banks, insurers and suppliers, as well as details of
electricians, plumbers, etc.)

•

identify which risks are insurable and check that the business has enough cover. As well as protection
against fire, flood and theft, a business can also insure against the death or illness of a key person in
the business (discussed further in Chapter 3) or the legal costs of protecting its intellectual property.
Insurance companies may reduce the premium if a business has a contingency plan in place.

•

minimise the impact of serious incidents as far as possible. For example, a business must make sure that
it has adequate emergency call-out arrangements covering all essential equipment.

By thinking through the possibilities in advance, it makes it easier for a business to make good decisions
when something goes wrong. Businesses will usually make contingency plans for IT, equipment, finance and
people. For example a business could identify the possible risks, and identify what could be done to lessen that
risk by having a contingency plan.
Example risk

Example of a contingency plan

IT

What if the server crashes, or there is
data loss because of a power surge or
a fire?

Arrange a daily back up of information
offsite in order to always have access to
the previous day’s information.

EQUIPMENT

What if the equipment breaks or fails?

Keep spare parts on hand and carry
out regular equipment maintenance
to reduce the possibility of equipment
failure.

FINANCE

What if customers are late paying/cash
flow is poor?

Arrange credit with the bank in case it is
needed.

BUSINESS

What if cannot operate due to a disaster
(such as a fire or flood)?

Arrange business interruption insurance
to allow the business to continue to
operate while it relocates or rebuilds.

PEOPLE

What if someone key is taken ill, leaves
or dies?

Arrange key person insurance.

What if the person skilled at a task is on
holiday?

Make sure there is at least one
substitute person for every task.
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Examination Tip
You need to understand why businesses have contingency plans in place, and be able to apply
this in given real life scenarios/contexts.

4.3

Quality systems

Quality systems
Businesses will implement quality systems to manage and continuously improve their processes and achieve
maximum customer satisfaction at the lowest overall cost. Many large businesses will have a strategic plan
in place for quality standards and processes. Even if a business is a one-man enterprise, it can put guidelines,
processes and checkpoints in place, and follow these to ensure it offers a quality good or service. The features
of a quality system include random sampling, quality assurance, quality control and best practice.
Quality is a measure of the level of acceptability of a product. A business with poor-quality products will
gain a poor reputation and lose customers who will buy better-quality products elsewhere, and employees
who will want to work for a business with a good reputation. To ensure quality, a business needs to gather
information on the goods it sells or the service it offers, but they do not survey the whole population or look at
every unit they produce, instead conducting sample surveys because this:

•

reduces costs

•

saves time

•

requires fewer resources

•

is more reliable because it is concentrated on fewer people/units.

Random sampling
A business may be trying to find out specific information, such as how happy customers are with their internet
orders, the number of customers waiting at any one time to be served in their store or the quality of the products
they sell, and so will carry out sampling. One way in which people or units can be selected for inclusion in a
sample can be random (by chance). Simple random sampling means that every person or unit has an equal
chance of being selected. It can be done by pulling names out of a hat or using a computer to generate random
numbers. Systematic sampling takes a starting point then selects every person/unit at a fixed interval (for
example, every 10th or every 100th person or unit).
Quality assurance and quality control
Quality assurance and quality control are two more features of quality management. These attempt to stop
faulty or poor-quality products reaching the customer. Quality assurance (QA) guarantees that products meet
a clear, consistent set of standards and that the product is the best possible quality. Quality control ensures
that the business is achieving the standards it sets for itself. It does this through continually checking that a
product is being made to the required standard. At key stages in production there are quality control checks so
the business is alerted to any problems. These checks will be done by hand or computer and are recorded. For
example, in a manufacturing business some employees will be trained to inspect samples of work-in-progress
and finished goods to ensure standards are being met. In a bakery, a number of products will be selected to
check their quality. Cakes will be inspected visually for their appearance, cut to see that the filling goes all the
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way from the centre to the edges and tasted to check the texture and flavour. Cakes that do not pass inspection
will be rejected. Rejected products are expensive for a business as it has cost money to produce them but they
cannot be sold as the business does not want its name to be related to a poor-quality product.
Best practice and benchmarking
Best practice is finding and using the best ways of working to achieve the objectives of a business. Applying
best practice means learning from and through the experience of others. One way of doing this is through
benchmarking, which allows a business to compare itself with other successful competing businesses and
highlight areas where it could improve. Benchmarking looks at best practice in the industry, or in another
similar industry and is used to provide quality improvement targets for a business that can identify where
they fall short of best practice and decided what action is needed to either match or exceed best practice.
Benchmarking can be carried out for businesses with goods or services. For example, an airline may
benchmark its customer service or an e-commerce business may benchmark its speed of delivery against its
main competitors. However, the approach to benchmarking can be just as important as the data received.
The most successful businesses make sure they engage key decision makers and employees throughout the
process.
Quality circles
Quality circles are small groups of employees who do the same or similar work and who regularly attend
organised meetings on a voluntary basis in paid time. These meetings are usually led by their supervisor.
The main aim of a quality circle is to identify problems and suggest solutions. The employees are trained to
identify, analyse and solve some of the problems in their work, present their solutions to management and,
where possible, apply solutions themselves. Quality circles can result in efficiency gains and cost reductions
for a business. They can also boost the morale of the employees in the group who attend the meetings and are
given an opportunity to discuss work-related issues. However, quality circles can only work when they are
supported by senior management, and where employees are given full training in the way they operate and the
aims of these circles.
Total quality management (TQM)
Total quality management (TQM) is a management approach to long-term success through customer satisfaction.
TQM attempts to provide a continuously increasing level of quality in a business and so retain its customers.
Businesses that operate TQM have ‘quality chains’ in which each employee or team has a target of zero defects.
For TQM to function, all members of a business must work towards common goals and take part in improving
processes, goods, services and the culture in which they work.
A simple example is a business making guitars. The factory floor is divided into workstations in which
guitars are partially assembled and then moved to the next station. Each workstation is operated by a senior
craftsman, and no guitar leaves that workstation until they are is 100 percent happy with its quality. The end
product has zero defects.

Examination Tip
You will need to understand the features of different quality systems and the impact they can
have on both the reputation of the business and on the retention of customers and employees.
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Workforce management and development

How a business develops and grows its workforce depends on a number of factors (such as its leadership styles,
its approach to motivation and the strategies it adopts).

Leadership styles
A leader is different from a manager. Managers have a set of objectives that they will set for the staff, and an
important part of their job will be the best possible use of resources. Leaders are people who have been given
authority by their business but their role is to motivate their staff and bring out the best in individuals to ensure
that the business objectives are met. Managers should therefore be leaders and the management/leadership
style they adopt can impact on the culture of the business (this is covered in more detail in Chapter 1). There
are a number of recognised leadership styles:
Autocratic
This style is about the leader keeping control and telling the employee how the job will be done; not taking
the views of others into account but making the decision on their own. This style of leadership works well in
businesses when time is limited, people are lacking in skills or knowledge or when managing a newly formed
group. The problem with this type of leadership is that a group that is managed by an ‘autocrat’ may not
develop a strong sense of being in a team or of team goals.
Participative
This style involves leaders inviting participation from others, seeking ideas and involvement in decision
making and problem-solving. This leader will involve all group members, ask before setting tasks and will
encourage teams to have their own identity, to think for themselves and to come up with their own ideas and
contributions. This works well when there is plenty of time, the group is motivated and has lots of experience.
Problems arise here if the group is unmotivated, inexperienced or there are disagreements within the group.
Participative leadership is also referred to as ‘democratic leadership’.
Laissez-faire
This style is where a leader gives authority to employees. Here, employees are free to decide how to do their
jobs and to make decisions. As such, it may be difficult to identify who the leader is as they give little or
no direction or input unless directly asked. People who use this style of leadership only occasionally make
decisions for others. This laissez-faire style only really works well when the group is well established, highly
motivated and has a high degree of skill and knowledge.

Maslow’s theory of motivation
Most employees need motivation to feel good about their jobs and perform to the best of their abilities. Some
employees may be motivated by money, while others find recognition and rewards personally motivating. In
1935, Abraham Maslow identified five categories of human needs.
Maslow believed that it was the drive to meet these needs that provided the motivation to action and which
shaped a person’s behaviour. Maslow suggested that the five categories of needs build upon each other, and that
a person will only attempt to fulfil the higher level needs when the lower level needs have been met. In other
words, a person who is starving (physiological) will seek food before they worry about whether they have the
respect of others (recognition and esteem). For this reason Maslow described his five categories as a hierarchy
and it is often shown as needs within a pyramid.
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Selfactualisation

In order to develop as a person, fulﬁl
potential and achieve goals.

self-esteem

Such as approval and respect of others,
and inﬂuence and power over others.

love and belonging

Such as the need for social interaction
and belonging to a family or group.

safety and security

Such as a stable, predictable and
ordered environment without fear.

physiological needs

Basic life supporting needs such as
food, water, reproduction and warmth.

Figure 4.2 Maslow’s hierarchy of needs

In a business context, at the bottom of the pyramid are the needs that motivate people to work – food and
shelter. Once these needs are met through a place of work, pay and essential facilities (such as a staff restaurant
and lockers for personal belongings), individuals want safety and security. This need could be met by formal
contracts of employment, as well as sickness and pension schemes, good job conditions and health and safety in
the workplace. There may also be an opportunity to join a union. Social needs refer to the desire to belong (for
example, being part of a group that works for a business) and many businesses will promote team and group
work. Self-esteem may come through praise for hard work and recognition of an employee’s contribution to
the business. Right at the top of the pyramid is self-actualisation; the area for creativity, challenge and interest.
This may come from getting a promotion or programmes supporting career progression.
To support growth, businesses needs employees that are motivated, flexible, well-trained and who recognise
customer needs. In return, employees need to be supported by the business in their various roles and at different
levels. For example, the employees in a large retail store may range from customer assistants to department
managers in stores, or from warehouse employees to office staff. Businesses recognise that employee motivation
is important for the continued growth of a company. In theory, a motivated workforce will work harder and
achieve greater output in less time, therefore cutting down labour costs. They require less supervision and
demonstrate pride in their work, making a greater impact on the customer. 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 have 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.
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Workforce development strategies and their features
Recruitment, retention and training
Motivation is complicated. It does not depend on rewards (such as pay only) but on the job itself, leadership
styles and the way employees feel they are seen and treated at work. Motivators such as money and other
rewards, are not always enough. If a business wants to recruit and retain the best employees for the job, they
need to offer more than a fair wage and benefits (such as pensions and sick pay), as employees also look for
other motivators (such as training). Once an employee starts work they need to be trained (for example, in
the health and safety requirements of the business). Jobs change and so do the skills that employees need (for
example, there may be new equipment or new computer software). Training keeps employees 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.
Job rotation and enrichment
To motivate employees, techniques such as job enrichment and job rotation are used. Job enrichment gives
employees greater responsibility by increasing the range and complexity of tasks at work. For example,
someone working in a warehouse that stocks shelves could also help process incoming inventory and fill in
order slips for new inventory. Adding a variety of tasks to the job breaks up routine and avoids the feeling
of repetition. Job rotation moves employees through a range of jobs. These help to increase job interest and
variety; widen the knowledge and range of skills an employee has; provide opportunities for improvement
and career development and increases 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.
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.
Mentoring
Mentoring happens in many workplaces. Mentoring schemes in businesses 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.
Performance reviews
Performance reviews, or performance appraisals, are meetings between an employee and their line manager, and
usually occurs once a year. A discussion takes place on things that have been done well over the period, problems
that have occurred and what skills the employee would like to develop over the next period. Its purpose is to
identify areas for growth and improvement, and inform suitable personal development plans for the employee.
Employee motivation and attitudes towards work can also be developed by delegating responsibility,
encouraging shared ownership of the results of good performance and allowing employees a larger degree of
autonomy. Praise is also a powerful, yet often overlooked, motivator. In these ways, employees will feel that
they are valued both for the contribution they make to the success of the business, and as employees in their
own right.
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Examination Tip
You will need to understand how the enterprise can promote and support workforce development
through its leadership styles, its approach to motivation and the workplace strategies it adopts.
You will need to know the features of each strategy, and understand Maslow’s theory of
motivation and be able to apply it to an enterprise as it grows.

4.5

Financial statements

As a business owner, understanding the financial statements of the business is very important. A business will
use a statement of comprehensive income, a statement of financial position and a cash flow statement
(cash flows are explained further in Chapter 2). Financial statements help a sole trader to answer important
questions about the business, including:
•

How much money/profit they are making

•

If they can pay the bills on time

•

How much the business is worth

•

If they can pay their employees

•

If they can pay themselves

Having up-to-date and accurate financial records also allows a business to:
•

prepare statutory returns to the central tax authorities

•

set, monitor and review targets and trends in performance

•

ensure all invoices are paid by debtors

•

ensure debts are paid to creditors

•

provide information to banks and other financial institutions who may provide loan finance

•

check bank statements are accurate

•

monitor budgets

•

plan on-going income and expenditure profiles

•

identify potential efficiency savings.

They will also use these statements to measure the performance of the business. Measurement of financial
performance is an important part of planning and running a business, and many businesses fail because of poor
financial management or planning. Many different stakeholder groups are interested in a business’s financial
situation. In a company, these include shareholders and potential investors (discussed further in Chapter 1) who
want to look at the profitability of a business to decide if they are going to invest in it.

Gross profit and profit for the year
The statement of comprehensive income summarises the total revenue of a business over a period of time,

compared to the total expenses. The bottom line of the statement shows the profit or loss of the business.
One of the most important areas of finances is profitability. This is the ability to make a profit by generating
revenue that exceeds the overall expenditure (all costs, taxes and expenses). A business will use the statement
of comprehensive income to calculate its gross profit and the profit for the year. The table below shows the
financial terminology used in a statement of comprehensive income:
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Financial terminology

Formula

Sales revenue
The income a business receives from the sale of its goods and
services. Businesses will calculate their total sales revenue by
multiplying the number of sales by the price per unit.

Sales revenue = number of
sales x price per unit

Cost of sales
The total costs of obtaining or creating a product. This might include
the cost of inventory bought for resale, the components/raw
materials to make the product, machine hire and other production
costs. Cost of sales may not apply if the business supplies a service
only.

Cost of sales = total costs
of making a product

Gross profit
The amount of profit a business makes before it takes away the
amount it has spent to produce the goods and services (the average
cost of production). The business will subtract the cost of sales from
the sales revenue to calculate the gross profit or gross loss.

Gross profit = sales
revenue – cost of sales

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. These might
include employee wages, premises costs, repairs, utility bills, general
administration, motor and travel expenses and advertising. This is
also referred to as ‘net income’, or the ‘bottom line’.

Profit for the year = gross
profit – other operating
expenses

An example of calculating gross profit and profit for the year
Extract of financial information
Cash sales

$10 750

Credit sales

$8 000

Cost of sales

$6 250

Other operating expenses

$4 200

The extract of financial information is taken from the statement of comprehensive income. This
shows the amount of sales revenue, the cost of these sales and other operating expenses for
the business. Using this information, a business can work out its gross profit and profit for the
year.
• Gross profit = sales revenue – cost of sales
• Gross profit = ($10 750 + $8 000) – $6 250 = $12 500
• Profit for the year = gross profit – other operating expenses
• Profit for the year = $12 500 – $4 200 = $8 000
If revenues are greater than its expenses (more revenue in than money out) then the statement
of comprehensive income will show a profit. However, if the business has greater expenses than
revenues (more money out than in) it will show a loss.
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Ratio analysis
Business will use ratio analysis to measure the liquidity, profitability and the overall financial strength of a
business by analysing its financial accounts (specifically its statement of comprehensive income and statement
of financial position). Ratios are used to spot trends (for example, by comparing this year’s figures with last
years to check whether the business is doing better this year than it was last year). A business can also compare
its ratios to those of their competitor’s to see if the business is doing better or worse than other businesses
selling the same goods and services. Owners, investors and creditors can use profitability ratios to judge a
business’ return on investment based on its level of resources and assets. In other words, profitability ratios can
be used to judge whether businesses are making enough profit from their assets. There are three main ratios that
can be used to measure the profitability of a business:
•

Gross profit margin

•

Profit for the year margin

•

Return on capital employed (ROCE).

Gross profit margin
Gross profit margin tells a business how much gross profit per $1 of revenue it is making. Gross profit is the
profit made before taking off other expenses (such as wages and utility bills). The gross profit margin is shown
as a percentage of revenue and shows the percentage mark-up on products compared to their cost. A higher
ratio means the business is selling its inventory at a higher profit percentage.
Gross profit margin formula
Gross profit margin =

Gross profit
Revenue

× 100%

An example of calculating gross profit margin
If a business has a gross profit of $40 000 and a sales revenue of $60 000, then the gross profit
margin would be:
$40 000
$60 000

× 100%

Gross profit margin = 66.7%
This means that for every $1 of sales revenue, $0.67 remains after the cost of these sales has been
deducted. A business with a high gross profit margin ratio will have more money to pay operating
expenses. If the cost of sales goes up, the gross profit margin will go down and vice versa.

Profit for the year margin
Profit for the year margin tells a business the amount of net profit per $1 of revenue it is making after taking
away all other costs. Profit for the year margin is also shown as a percentage of revenue.
Profit for the year margin formula
Profit for the year margin =

Profit for the year
Revenue

× 100%
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An example of calculating profit for the year margin
If a business has a profit for the year of $10 000 and a sales revenue of $60 000, then the net profit
margin would be:
$10 000
$60 000

× 100%

Profit margin for the year = 16.7%
This means that for every $1 of sales revenue, $0.17 remains after cost of sales and expenses such
as wages and utility bills have been deducted. A business would want this margin to be as high as
possible as this can be reinvested into the business for improvements or expansion.

Statement of financial position
A statement of financial position tracks the progress of a business. There are three parts to a statement of
financial position:
•

Assets (what you own)

•

Liabilities (what you owe)

•

Equity (what is left over after you pay debts)

The table shows the financial terminology used in a statement of financial position.
Equity
Equity is the amount by which the assets of a business exceed its liabilities. In simple terms, equity is the
difference between what it owns and what it owes. If the equity figure is negative, it means the business owes
more than it owns. If the figure is positive, it owns more than it owes.
Equity formula
Equity = assets – liabilities

An example of calculating equity
A business with total assets of $100,000 and $30,000 of total liabilities would be:
$100,000 – 30,000
Equity = $70,000

Net current assets and liquidity
Net current assets are a measure of the liquidity (see below) of a business. This is calculated by subtracting the
current liabilities (short-term liabilities such as amounts payable for wages and supplies or debt that must be
paid back within one year) from current assets (short-term assets that can easily be converted into cash such
as the balance of the bank account and inventory).
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Net current assets formula
Net current assets = current assets – current liabilities
Liquidity is a measure of whether an enterprise has enough cash to meet immediate and short-term
obligations. For example, a business will need money to pay local suppliers, and failure to pay may lead to
suppliers refusing to supply. This would mean the business would not be able to produce its products and so
could not continue to trade. A business also needs money to pay wages and expenses and, if it does not have
enough net current assets, this could lead to closure. Inability to pay bills could also lead to the business gaining
a poor reputation with suppliers and customers. This may impact on future business and sales.

An example of calculating net current assets
A business with current assets of $70,000 and $20,000 of current liabilities would be:
$70,000 – $20,000
Net current assets = $50,000.

Capital employed
Capital employed refers to the total assets of a business less all current liabilities. The total assets includes
both short-term assets and long-term assets (such as buildings, vehicles and equipment). Capital employed is
therefore a measure of the total resources that a business has available to it.
Capital employed formula
Capital employed = total assets – current liabilities.

An example of calculating capital employed
A business with total assets of $100,000 and $20,000 of current liabilities would be:
$100,000 – $20,000
Capital employed = $80,000.

Return on Capital Employed (ROCE)
An important profitability ratio is Return on Capital Employed (ROCE). This is calculated by measuring the
profit as a percentage of capital employed in the business.
This ratio tells the business owner or investor whether or not their investment is worthwhile as it shows how
many dollars in profits each dollar of capital employed generates. ROCE is shown as a percentage.
ROCE forula
ROCE =

Profit for the year
Capital employed

× 100%
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An example of calculating ROCE
If a business had a profit for the year of $2 200 and a capital employed of $7 600, then the ROCE
figure would be:
$2 200
$7 600

× 100%

ROCE = 28.9%
This means that for every $1 of capital invested in the business, the annual return would be $0.29.
An investor would like to receive as high a ROCE as possible to make their investment worthwhile.

Examination Tip
You will need to be able to calculate gross profit margin, profit for the year and ROCE accounting
ratios. You will need to be able to interpret the information provided in a statement of
comprehensive income and statement of financial position of a sole trader.

Chapter 4 Summary
What you have learned:
• The purpose of performance measurement to include the difference between financial and
non-financial performance indicators, and leading and lagging performance indicators.
• The importance of financial and non-financial performance indicators, leading and lagging
performance indicators, and how SMART targets are used to help meet the business
objectives of a start-up enterprise.
• The role of management information to include data and management information, the role
of a management information system (MIS), the stages in the decision-making process, and
the importance of contingency planning.
• The features of quality systems used by small and large enterprises to include random
sampling, quality control, quality assurance (QA), best practice, benchmarking, quality circles
and total quality management (TQM).
• Workforce management and development to include leadership styles, Maslow’s theory of
motivation and workforce development strategies.
• Statements of comprehensive income and statements of financial position, and the
calculation of profitability and liquidity for a sole trader.
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Activities
4.1

Circle the four mistakes in the following text:
An important liquidity ratio is Return on Capital Employed (ROCE). This is calculated by measuring
the revenue as a percentage of capital employed in the business. This ratio tells the business owner
or investor whether or not their business is worthwhile as it shows how many dollars in profits each
dollar of capital employed generates. ROCE is shown as $.

4.2

Which of these is a recognised leadership style?
□ A

Reputational

□ B

Operational

□ C

Alternative

□ D

Participative

Practice questions
4.1

Discuss the benefits of benchmarking to a business.
(6)

...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
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Lamps Galore makes and sells a range of lamps. Use the extract of financial information to calculate the
gross profit for the business. You are advised to show your workings.
(3)
Extract of financial information for Lamps Galore
Credit sales

$23 875

Cash sales

$3 000

Cost of sales

$12 500

Other operating expenses

$10 025

Trade receivables

$9 400

Trade payables

$5 720

Working box

Monthly gross profit = $…………………………………………………….

APPENDIX 1
GLOSSARY OF BUSINESS
TERMINOLOGY
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A
Ansoff matrix – A strategic tool used for product portfolio planning to help established businesses develop

strategies for future growth in new and existing markets.

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.
Benchmarking – Used to provide quality improvement targets for a business through identifying where they

fall short of best practice and deciding what action is needed to either match or exceed best practice.

Best practice – Finding and using the best ways of working to achieve the objectives of a business.
Bonus – A sum of money added to an employee’s wage or salary as a reward for good performance.
Boston Consulting Group (BCG) matrix – A tool to help with long-term strategic planning, helps a business

to think about growth opportunities by studying its portfolio of products to decide where to invest, where to
discontinue or which products to develop. It is also called the ‘Boston Matrix’ or ‘Boston Box’.

Breakeven – A financial term to explain the point at which a business makes neither a profit nor a loss.
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 culture – The beliefs, ideologies, policies and practices of a business.
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, and any risks and opportunities for growth.

Business purpose – The supply of products to meet the needs of consumers.
Business strategy – How a business intends to achieve its business aims and objectives.

C
Capital employed – A financial term for the total resources that a business has available to it, calculated as the

total assets of a business minus all current liabilities.

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 – The vertical line of authority enabling orders to be passed down through the layers of

hierarchy.
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Click and collect – Ordering online and visiting a store to collect the goods.
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 between 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.

Computer-aided design (CAD) – Software that allows designers to see the impact of any changes in design

and to produce 3D pictures of the end product.

Computer-aided manufacture (CAM) – Software that controls the flow of production along the assembly line,

and the use of new technology in the form of industrial robots (robotics) to perform repetitive, programmed
assembly tasks on the production line.

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

‘what if?’

Copyright – Used to protect original work. The © symbol is used to show the work has been copyrighted.
Corporate business plans – Sets out the plans and ambitions of a business over a set time period. They

include strategic and operational plans.

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

D
Delegation – Passing authority down to someone below to carry out a specific task.

E
E-commerce – Short for electronic commerce, any business transactions conducted electronically such as

online shopping, internet banking, online auctions and online ticketing.

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

business has paid its debts.

Exchange rate – The price of one currency in terms of another, or the purchasing power (the amount of goods

or services that one unit of money can buy) of one currency against another.

Exporting – Selling to another country.
External environment – The factors that occur outside of the business that cause change and are usually

outside of the control of the business.

External growth – Increasing the size of the business by merging with or taking over another business.

F
Factors of production – Land, labour, capital and enterprise are the resources that are the building blocks of

an economy. They are used to produce products.

Financial corporations – Banks that operate in several countries.
Financial plan – An explanation of the predicted costs, revenue and profit for the next few years of an

enterprise.

Fixed costs – Costs involved in the running of a business but not in the actual production of a product.
Flat structure – A structure 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.

Foreign direct investment (FDI) – An investment made by a company or individual in one country in business

interests in another country.

Franchising – The granting of a license by one person (the franchisor) to another (the franchisee), which

entitles the franchisee to own and operate their own business under the brand, systems and proven business
model of the franchisor.

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

goods in many different countries.

Government intervention – Action taken by government that interferes with decisions made by individuals,

groups and organisations about social and economic matters.

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 in which employees are ranked at many different levels within the

business; each level is one above the other.

Hire purchase – Buying and paying for items such as a vehicle, a large machine or other item of equipment

through a number of instalments.

Glossary of Business Terminology

89

I
Imports – Foreign products bought by residents of a country.
Incorporated company – A company with its own legal identity (separate to its shareholders).
Industrial action – An action taken by employees as a protest (for example, going on strike, walking out or

taking other action such as refusing to work overtime).

Industrial corporations – Businesses that manufacture goods such as cars or electronics.
Internal growth – Growth of a business through hiring more employees and getting more equipment to

increase its output.

Insurance – A contract in which an insurer promises to pay the insured party a sum of money if one or more

specified events occur in the future in return for regular small payments called premiums.

Interest rate – The cost of borrowing money, usually expressed as an annual percentage of the amount

outstanding.

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

that are generally under its control.

Inward investment – Investment in a country made by investors outside that country.
Inventory – The raw materials, work-in-process products and finished goods that are ready or will be ready

for sale.

J
Job enrichment – Increasing the range and complexity of tasks at work to give an employee greater

responsibility.

Job rotation – Moving employees through a range of jobs to help to increase job interest and variety.
Just in time (JIT) inventory management – A system in which a business holds no inventory, and instead

relies upon deliveries of raw materials and components to arrive exactly when they are needed.

K
L
Labour – Human input, the people who work in businesses.
Lagging performance indicator – An output measurement of performance.
Leadership style – The way a person uses power to lead other people.
Leading performance indicator – A predictive measurement of performance that tries to influence the future

but does not provide a guarantee of success.

Leasing – An alternative to buying items such as property, machinery and vehicles. A lease is for a set period of

time and while the business leasing the asset (the lessee) has full use of the asset during that time, the asset
remains the property of the leasing company (the lessor).

Legislation – A law or set of laws suggested by a government and made official.
Liabilities – What a business owes.
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Licensing – An arrangement where one business transfers the rights or the use of a good or service to another

for a fee.

Liquidity – A financial measure of whether a business has enough cash to meet immediate and short-term

obligations.

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 businesses.

Market research – Gathering information about consumers’ needs and preferences.
Marketing mix (7Ps) – A marketing principle that looks at what a business is going to produce; how much it

is going to charge; how it is going to deliver products to the customer; how it is going to tell its customers
about its goods and services; its people and the process of delivering the product and the physical evidence.

Marketing planning – The process of considering the 7Ps together to form a consistent strategy.
Matrix structure – A grid, or matrix structure where individuals work across teams and projects as well as

within their own department or function.

Mentoring – Matching an experienced member of staff with a less experienced employee in the workplace so

that the mentor (the experienced one) can help the mentee (the less experienced staff member).

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

N
Net current assets – A financial term for the funds available to a business for use in day-to-day operations.

Net current assets are equal to current assets minus current liabilities.

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 the business expects to have in the bank at the beginning of a period. This is

shown on the cash flow forecast.

Operational plan (work plan) – An outline of what a department will focus on for the near future, usually the

upcoming year.

Organisational charts – Shows the structure, communication channels and hierarchy of a business.
Over time pay – Pay for hours worked in excess of the working week, usually paid at a higher hourly rate.
Owner’s capital – The money that the entrepreneur has saved themselves, their personal savings.

P
Partnership – A business that is owned by two or more people.
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Patents – Used to protect inventions. Patents give the owner the right to take legal action against anyone who

uses or sells their inventions without permission.

Peer-to-peer (P2P) lending – Individuals (investors) lend money directly to borrowers, often through online

peer-to-peer lending platforms.

Performance reviews (performance appraisals) – Meetings between an employee and their line manager

to identify areas for growth and improvement, and inform suitable personal development plans for the
employee.

Piece-rate pay – Employees are paid a fixed rate for each item they produce.
Pop-up business – A business that moves into an empty space, often quickly, and trades for a short length of

time.

Porter’s Five Forces Model – A tool used to analyse an industry’s attractiveness and likely profitability using

the five forces of competitive rivalry, supplier power, buyer power, threat of substitution and threat of new
entry.

Pressure groups – Groups of people who are interested in whether a business is acting appropriately. Pressure

groups try to influence government policy or business activity.

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 businesses – Businesses owned and run by private individuals (such as entrepreneurs).
Product portfolio – The range of products sold by a business.
Products – Goods or services of a business.
Production planning – A plan for a business showing what to produce, when to produce, how much to

produce, and so on.

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.

Profit-sharing – A share of the profits given to employees each year in the form of bonus payments.
Profitability ratios – Financial ratios used to judge a business’ return on investment based on its level of

resources and assets.

Promotional plan – The marketing and pricing strategies for a business, to include how the product(s) will be

sold to the customer.

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

stock exchange.

Public sector businesses – Businesses owned and run by the government and funded by the tax payer.

Q
Quality assurance (QA) – A system to guarantee that products meet a clear, consistent set of standards and that

the product is the best possible quality.

Quality circles – Small groups of employees who do the same or similar work and who regularly attend

organised meetings on a voluntary basis in paid time.
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Quality control – A system to ensure that the business is achieving the standards it sets for itself through

continually checking that a product is being made to the required standard.

Quality systems – Systems used to manage and continuously improve business processes and achieve

maximum customer satisfaction at the lowest overall cost.

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

risks.

Raw materials – The resources used by a business to make its products.

S
Sales revenue – The income a business receives from the sale of its products.
Service corporations – Businesses that provide services (for example, telephone services and airlines).
Shareholder – 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.

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

meet its objectives.

Social enterprises – Businesses that aim to make a profit that they reinvest or donate to create positive social

change.

Sole trader – A business that is owned and controlled by one person, but they may employ workers.
Span of control – The number of people answerable directly to a manager.
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.

STEEPLE analysis – A tool for analysing of the social, technological, economic, political, legal, environmental

and ethical factors that are external to the business.

Stock market floatation – Shares traded to the public on the stock exchange.
Strategic plan – A plan that outlines the mission, vision and high-level goals for a business for the next three

to five years. It also takes into account how they will be measured, and the major projects that will be taken
on to meet them. It shares the vision for the future.

Subsidiary – A company that is owned or controlled by another company (parent company).
Suppliers – Provide goods, services or loans to a business.
SWOT analysis – A tool used to analyse the strengths, weaknesses, opportunities and threats for a business.

T
Tactics – The immediate, specific actions that a business can take to respond to changes in market conditions.
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Timeline – Outlines all the necessary actions of a business and identifies the person responsible.
Total quality management (TQM) – A management approach to long-term success through customer

satisfaction. TQM attempts to provide a continuously increasing level of quality in a business and so retain
its customers.

Trade – The buying and selling of goods and services between different countries around the world.
Trade credit – Items are purchased and delivered by the supplier and an invoice sent to the purchaser requesting

payment usually within thirty days of purchase, or by the end of the following month.

Trademark – Used to protect the name and visual identity of the product. Putting the ™ symbol next to a brand

name shows that the brand is registered with a trademark.

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.
Variance – The difference between a budgeted figure and the actual figure. Favourable variances occur when

the actual figures are better than budgeted for, adverse variances occur when the actual figures are worse
than budgeted for.

WXYZ

APPENDIX 2
ANSWERS

96

LCCI LEVEL 3 CERTIFICATE IN BUSINESS PRINCIPLES AND ENTERPRISE

Chapter 1 – The internal and external environment
Answers to activities
1.1

1.2

The two roles of the entrepreneur could be:
•

To define what the enterprise will be and to develop ideas.

•

To identify the target market, identify the competition and decide on the brand.

If the management style allows employees to contribute to decision making there may be a business
culture that makes employees feel valued and part of the enterprise. They may become attached to the
enterprise and want to continue working with it in the future. This would be good for the enterprise as it
is beneficial for an enterprise to keep employees long-term as they gather experience. On the other hand,
if an employee does not feel that they fit in with the culture of the business they work for, they may look
for a job elsewhere. This would mean that the enterprise would have to spend time and money recruiting
and training new staff. This can affect the success and profitability of the business.

Answers to practice questions
1.1

(C) A public limited company (Plc).

1.2

(a)	Celestine should ask customers’ permission before she sells her list or she will be breaking the law
(data protection legislation).
(b)	
The government will be interested if Celestine does not stick to government legislation and regulations.
(c)	The corporate image of an enterprise may decline (go down) if it sells the personal data of its
customers, as the customers may be approached by companies they do not know or want to be
associated with. This decline in corporate image may result in a drop in sales for Celestine’s
enterprise as customers would lose trust in the enterprise and may not wish to trade with Celestine
in future. They may also tell friends and family not to trade with her, or post poor reviews on social
media sites. A lack of customers could affect Celestine’s revenues and profits

Chapter 2 – Business planning for small and established
enterprises
Answers to activities
2.1
Cash flow forecast for January to March
January ($)

February ($)

March ($)

Total receipts

5 600

6 000

5 500

Total payments

3 000

2 750

2 800

Net inflow/outflow

2 600

3 250

2 700

Opening balance

1 000

3 600

6 850

Closing balance

3 600

6 850

9 550

Answers

2.2
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The types of resources that are found in a business plan could be any from the following:
•

Human resources

•

Financial resources

•

Physical resources

Answers to practice questions
2.1

Two elements of the marketing mix:
•

Product

•

Price

•

Promotion

•

Place

•

Physical evidence

•

People

•

Processes

2.2

Workings:
Fixed costs

Break-even point =

Selling price per unit – Variable cost per unit
$280

Break-even point =

$10 – $2

Answer:

Break-even point = 35 people

Chapter 3 – Managing business risks and growth
Answers to activities
3.1

Here is an example of a BCG matrix for Unilever. You should make sure to discuss your answers with
your tutor.
Star

Problem child/Question mark

Lipton tea

OMO (Persil) detergent

Dove toiletries

T2 premium tea
Cash cow

Dog

Marmite (yeast extract spread)

Ragu pasta sauces

Hellmann’s mayonnaise

SlimFast meal replacement shakes for weight loss
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Mousson Fashion is a popular clothing store in the city centre. Each day a group of protesters from a
pressure group gather outside with posters and banners protesting that some of the items on sale are made
with real fur. These protests could affect the reputation of the business as customers may be upset by the
thought of animals being killed for their fur, and so future sales may fall. If Mousson Fashion is faced
with continued protests it may decide to confirm they use fur and tell customers the source of the fur (for
example, if the fur comes from fur farms and ensure the customers that the highest welfare standards are
kept and endangered species are never used, or that that their fur is ethically sourced). This may not stop
the protests but might reassure customers. On the other hand, they may decide to stop selling all fur items
and announce this to its customers to guarantee the reputation of the business. This however may upset
some customers who want to buy real fur, and they may take their custom elsewhere and so the revenue
of the business may fall.

Answers to practice questions
3.1

(C) Behavioural

3.2

Advantage 1 – The advantages for a business of carrying out a STEEPLE analysis are that it is simple to
carry out and it gives an understanding of the wider business environment.
Advantage 2 – It can enable a business to predict future business threats and take action to avoid or
minimise their impact, and can enable it to spot business opportunities and take advantage of them.
Disadvantage 1 – The disadvantages for a business of carrying out a STEEPLE analysis is that some
businesses use a limited selection of data only, or have too much data that they cannot analyse.
Disadvantage 2 – If the STEEPLE analysis is not done on a regular basis, it will not be effective. As
businesses and their environment are constantly changing, it is difficult to accurately predict developments
that may affect the business in the future.

Chapter 4 – Measuring and improving the performance of the
enterprise
Answers to activities
4.1

An important profitability ratio is Return on Capital Employed (ROCE). This is calculated by
measuring the profit as a percentage of capital employed in the business. This ratio tells the business
owner or investor whether or not their investment is worthwhile as it shows how many dollars in
profits each dollar of capital employed generates. ROCE is shown as a percentage .

4.2

(D) Participative

Answers to practice questions
4.1

Benchmarking looks at best practice in the industry, or in another similar industry, and is used to identify
improvement opportunities, set targets and help a business to compete. Benchmarking helps businesses
to think about how well they perform compared to other businesses, identify specific areas of opportunity,
look at improvement opportunities and monitor performance. Using benchmarking can result in the
business collecting valuable data that helps a business to improve its own practices. However, the

Answers
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approach to benchmarking is very important as key decision makers and employees should be involved
in the process to make it work.
4.2
Workings:
Sales revenue = credit sales + cash sales
= $23 875 + $3 000 = $26 875
Gross profit = sales revenue – cost of sales
= $26 875 – $12 500 = $14 375
Answer:

Gross profit = $14 375

NB: Trade receivables and trade payables in the table are distractors – they are not used to calculate
gross profit and so should be ignored.

