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Get the most from this book 

Everyonehascodecidehisorherownrevisionscracegy, 
but it is essential co review your work, learn it and test your 
understanding. This Revision Guide will help you to do 
tha.c in a planned way, topic by topic. Use this book as the 
cornerstone of your revision and don't hesitate to write in 
ic~personalise yournotesandcheckyourprogressby 

tickingoffeachseccionasyourevise. 

0 Tick to track your progress 
Use the revision planner on pag£"S 4 and S to plan your 
revision, topic by topic. Tick each box when you have: 

• revisedandunderscoodatopic 

• tescedyourself 

• practisedcheexam-stylequescions 

You can also keep crack of your revision by ticking off each 
topic heading in the book. You may find it helpful to add 
your own notes as you work through each topic. 

Enterprise __ .. __ ·---.. 

-.. --... ' ::.:=:.,":..":..- ::::;.;-::-___ -------~-
------

Features to help you succeed 

Throughoutthebooktherearetipsfromtheexpertson 
howtomaximiwyourchances. 

Clear, rnncisedefinitions of essential key terms are provided 
onthepagewheretheyappear. 

Keytermsfromthesyllabusarehighlightedinboldforyou 
throughout the book 

4·14 j(,[Oi,ii4Hffift5 
Theactivitieswillhelpyoutounderstandeachtopicinan 
interactive way. 

Us.e the exam-style questions and answers to consolidate 
yourrevisionandpractiseyourexam skills. 



AS topics 

Revised '"'"' Business and its environment ready 

7 Enterprise D D D 
11 Business structure D D D 
14 Size of business D § D 
17 Business objectives. B B 21 Stakeholders in a business 

People in organisations 

§ § § 25 Management and leadership 

29 Motivation 

34 Human resource management 

Marketing 

§ § § 42 What is marketing? 

50 Market research 

55 The marketing mix 

4 Operations and project management 
65 The nature of operations § § § 69 Operations planning 

74 Inventory management 

Finance and accounting 

B B B 78 The need for business finance 

80 Sources of finance 

85 Forecasting cash flows and managing working 
D D D capital 

90 Costs B B B 94 Accounting fundamentals 

101 AS questions and answers 
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----0 
A level topics 

Revised Tested 

Business and its environment ready 

107 Business structure D D D 
110 Size of business D D D 
112 External influences on business activity D D D 
People in organisations 
125 Human resource management D D D 
130 Organisation structure a B El 137 Business communication 

Marketing 
142 Marketing planning D D D 
148 Globalisation and international marketing D D D 
Operations and project management 
152 Operations planning D D D 
153 Capacity utilisation § § § 155 Lean production and quality management 

159 Project management 

10 Finance and accounting 
163 Costs 

~ 
D D 

166 Budgets § § 169 Contents of published accounts 

172 Analysis of published accounts 

177 Investment appraisal D D D 
11 Strategic management 

183 What is strategic management? a B El 185 Strategic analysis 

191 Strategic choice D D D 
195 Strategic implementation D D D 
201 A level questions and answers 

207 Now test yourself answers 
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@-l'i,ibi·M:FH,,fiifi,,f-1-------10 
• Start by looking at the syllabus - make sure you 

know exactly what mat:erial you need to revise 
and the style of the examination. Use the revision 
planneronpages4and5cofamiliariseyourself 
with the topics. 

• Organiseyourootes,makingsureyouhave 
co\lefed everything on the syllabus. The revision 
planner will help you co group your notes into 
topic!>. 

• Work out a realistic revision plan that will allow 
you time for relaxation. Set aside days and times 
for all the subjects chat you need costudy,and 
stick co your timetable. 

• Secyourselfsensiblecargets.Breakyourreo,ision 
down into focu,ed sessions of around 40 minutes, 
divided by breaks. This Revision Guide organises 
thebasicfaccs intoshorc,memorablesecciomco 

make revising easier. 

• Read through the relevant sections of this book 
andrefeftotheexperttipsandkeycerms.Tick 
off the topics as you feel confident about them. 
Highlight those topics you find difficult and look 
atthemagainindetail. 

• Test your undemanding of each topic by working 
through the 'Now test yourself' questions in the 
book. look up the answers at the back of the 
book 

• Make a note of any problem areas as you revise, 
and ask your teacher to go over these in class. 

• Look at past papers. They are one of the best 
ways to reo,ise and practise your exam skills. Write 
or prepare planned answers to the exam-style 
questions provided in this book. Check your 
answers with your teacher. 

• Use the revision activities to try different revision 
methods. For example, you can make notes using 
mind maps. spider diagrams or flash cards. 

• Track your progress using the revision planner and 
giveyourselfar-ardwhenyouhaveachie\/00 
your target. 

• Try to fie in at lease one more timed practice of 
anentirepastpaperandseekfeedbackfromyour 
teacher, comparing your work closely with the 
mark scheme. 

• Check the revision planner to make sure you 
haven'tmissedoutanytopics.Brushuponany 
areas of difficulty by talking them over with a 
friend or getting help from your teacher. 

• Attend any revision classes put on by your 
teacher.Rememb€r,heorsheisanexpertat 
preparing people for examinations. 

• Flick through this Revision Guide for useful 
reminders, for example the expert tips and key 

• Check the time and place of your examination. 

• Make sure you have everything you need ~ extra 
pens and pencils, tissues, a watch, bottled water, 

• Allow some time co relax and have an early 
nighttoensureyouarefreshandalertforthe 

Paper l 

Date:. 

Time: .. 

location: .. 

Paper2 

Date:. 

Time: .. 

location: .. 

Paperl 

Date:. 

Time: .. 

location: .. 
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1 Business and its environment 

Enterprise 
Enterprise is the qualities and skills needed co stare up and create a new business 
venture.ltin.ulvesunderstandingchenatureofbusinessaccivityandthe 
condicionsrequiredforbusinesssuccess. 

·•m1~1rm~~1tl·B~H~til!li~lt·~11m0n1:m1¥m£tE-~H~n~1mi;1 ...... --------------4~ 
Purpose of business activity 
Business activity can be looked at in two ways: 

1 The transformation of inputs into outputs. The inputs are resources: 
the factors of production (land, labour, capital and enterprise). These 
i11Cur fina11Cial costs: rent, wages, interest on loam and payments to business 
owners. The outputs are physical products 0< services represented by sales 

revenue or profits. Gl:mlll!J--------, 
2 The use of resources to supply goods and services to meet the needs 

and wants of consumers and society. These may be privar.e needs from 
individuals and households, or ,odal needs like medical services, transport 

and education. 

In doing these activities, jobs and incomes are created, goods and services 
are prOOuced and the lives of individuals and society are improved. Enterprise 
involves the process of taking decisions about the best way for a new business 
to transform inputs and me€t the needs of individuals and society. Taking these 
decisions always includes elemenu of risk, and enterprise deals with assessing 
theseinrelationtopossiblerewards. 

Fac torsofproduction: theseare thefollowingresourcesusedtoproduce 
goods and services: 
• Land,includingbuildings,minerals,oilandlorests 
• Labour - work dOl"le either manually or mentally in managing and 

decision making 
• Capital - machineryandequipment,includingintellectualcapitalsuchas 

educatiOl"landqualifications 
• Enterprise - thequalitiesand~illsneededtostartupandcreateanew 

business venture. 

The concept of adding va lue 
When transformation of inputs to outputs takes place to produce goods and 
servicesitoccursinanumberofstages.Eachstageismorevaluablethanthe 
one before as work will have be€n done on the inputs (economic added value). 
This value will also be the added value that consumers place on a finished 
product (marketing added value). The example opposite shows how value is 
added at each stage of production in car manufacturing. 

I 

I 

I 

I 

I 

I 

I 

I 
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Car production 
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an output. 
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• 
Sheet cut into pieces I 
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The nature of economic activity, the problem of choice 
and opportunity cost 
Economic activity means taking decisions about the transformation of inputs co 
outpucsandalwaysinvolveschoices.Thisisbecauseresourcesarealwayslimiced 
in relation co needs and wanes. Individuals. businesses and society generally 
always wane more than they can afford so choices must be made. 

Opportunity cost is the real cost of making a decision about using resources. 
The real cost of something is what is given up when you choose it. 

Table 1 Opportunity cost examples 

Opportunitycost: thenextbest 
alternativegivenupwhenac:hoiceis 
made 

••!!lllmm••••1.mmmmmm•••• •Am .;.e;;MutD 
Studying A levels Not taking a job 

1 Drawupalistoffivedifferent 
Takingaholidaybythesea Notvimingmountains businesses.Brieflyexplainhoweac:h 
Buyinga!.hirt Notbuying'>OO'leshoes business adds value. 

Buying a new computer network Not buying new lorries 

Spendingonresearchanddevelopment Notincreasingadvertising 

Hiring some workers Not being able to lower price 

More hospitals Fewer soldiers and weapons 

Powerful cars Safer roads 

2 Using the same businesses draw 
upalistofdecisionseachbusiness 
mighthavetomakeandshowthe 
possibleopportunitycostofmaking 
eac:hdecision. 

Lessgovemmentspendingon 2 Define'opportunitycost'. 

1

1 Define'addedvalue'. 

~--------~"°- "-"-'"-"-----~ Answers on p.207 _____.-----'-,_. 
Businesses need co be aware of the opportunity cost of any action before they 
make final decisions. 

Business environment is dynamic 
Businesses operate in an environment that includes: 

• theaccionsofotherbusinesses 

• the labour market 

• government economic and social policies 

• consumer tastes and demand 

• the legal framework 

• politicalfaccors 

• social and demographic factors 

• changing technology 

All these change a;er time. Some changes may take place slawly, such as an ageing 
population, increasing incomes or consumers wanting increasingly beet.er-quality 
products. Some change is quick, such as a new competition law or a competitor 
decreasing price. Businesses have co monitor their environments and be ready, able 
and willing co change what they are doing in order to adapt co changing markets. 
Carrying on in the same way is an option that often leads co failure. 

What a business needs to succeed 
The keys to business success are effectiveness in the following areas: 

• Ente rp rise ~ the ability co see possible opportunities in the market for 
transforming inputs co outputs and gaining a reward that takes into account 
therisksandchoicesinvolved. 

• Organisation - the ability co choose the appropriate resources and 
combine them together profitably to produce produces at a price the 
consumeriswillingcopay. 

• Financial monitoring - keeping crack of the flows of money in the 
organisation so that decisions on resources can be made knowing the real 
opportunity cost. 

G) Cambridge International AS and A Level Business Studies Revision Guide 



• Human resource management (HRM) - so chat the right numb€r of 
appropriately skilled and trained people are hired. 

• Marketing - so chat produces meet the consumers' needs in terms of 
design, price, availability, information and value. 

• Objectives - so chat appropriate organisation structure and strategy can 
be used. 

• Coordination - so chat all the functional areas (finance, marketing. 
operations, HRM) work together co achieve corporate objectives. 

Why many businesses fail early on 
As many as 60% of businesses fail in the first 2 years. Common reasons include: 
• lack of well-researched objectives and business plan 
• too little cash (cannot afford appropriate resources), or coo much cash 

(spent on wasteful resources) 

• too much borrowing, leading to high interest payments 
• cash-flaw difficulties (spending at the wrong time or not getting payments 

quickly enough) 
• unexpected growth too soon, which screeches resources 
• unplanned-for competition and lack of market knowledge and research 

• poor marketing, i.e. too much, too little or not appropriate 
• poor initial location decision or credit arrangements 
• lack of experience and underestimation of time and money pressure 

• not enough passion, commitment or risk assessment 

4'14 ih · ,Ei4Mhi 
Afriendvisitsandtellsyouabouta 
newideashehasforabusinessselling 
toyanimalsmadeofplastic.Draw 
upalistofideasthatmighthelpher 
business to succeed. 

•tui~tt!ffll·Z·~tttil· ~·IQ~ltm~m·~OZiiCi~·hCi~:i!Ji~j .. ~~~~~~~~~~~~---4~ 
An entrepreneur is a person willing to take a risk and start a new business 11)' 
bringing together all the resources necessary for success. This may be done by: 

• producing and selling a new product 

• buikling an existing business in a different way 
• extending an existing brand into different markeu 

To avoid the reasons why a new business might fail it is essential co have 
particular skills and abilities. 

Qualities an entrepreneur is likely to need for success 
• Determination, drive and energy. 
• Passion, initiative and self·confidence. 

• Good leadership - being able to persuade and involve others. 
• Good network-forming skills. 
• lawfearoffailure. 

• Good assessor of risk and moderate risk taker. 
• Cleargoal- andvision-setting. 
• Good organisation. 

• The ability co determine and focus on market needs and wants. 

The role of business enterprise 
Business enterprise is essential for starting and then making a business graw. 
If there is no vision and organising mechanisms, a business will drift and 
increasingly poor decisions will be taken. Workers will become demotivated, 
efficiency falls and costs rise, sales become harder co achieve and cash flaw 
becomes less manageable. 

New businesses are usually small. Typically small businesses supply 40~70% of 
the jobs in a country and 20~30% of the wealth created. Many countries 

Entrepreneur: apersonwillingto 
takeariskandstartanewbusiness 
bybringingtogetheralltheresources 
necessary for success 

4'14 iH · :Fi4tffifi 
Youaretryingtointerestthe 
governmentinstartinganew 
collegetoencourageenterpriseand 
entrepreneurs.Prepare notes fora 
governmentministerthatinclude 
tworeasonswhythisisimportantfor 
yourcountry/regiontogetherwithan 
explanationofthesortofstudents 
thatyouwouldhopethecollegewould 

Enterprise 0 



therefore encourage new business.es by tax incentives, providing inframuccure 
and advice and low cost start-up finance or development loans. 

Enterprise in the form of new business.es generates: 

• new ideas, new products and new ways of working 
• the seeds for future growth into large businesses 
• competition chat ensures markets are efficient and existing firms are not 

complacent 

• employment opportunities and training 

Business enterprise measures risks and rewards. Private enterprise focuses on 
financial reward. Social enterprise focuses on impr011ing society. 

The range and aims of social enterprise 
A social enterprise is a business chat trades for a social or environmental 
purpose and uses its profit for this, rather than distributing it co the owners. 
Social enterprises: 

• are sec up to make a difference co ,ociety with a clear sociaVenvironmental 

• gain income from selling goods and services, not from donations 
• reinvescprofitsfortheirsocialpurpose/impact 

• operateinarangeofsizesandstructures 

Examples might include: 

• pr011iding employment for drug addicts and recO\lering addicts 
• increasing employment for women 
• improving the kx:al environment by clearing litter, and landscaping 

• recycling furniture co low income households or making new produces from 
old ones 

• pr011iding IT resources to charities and low income households 
• pr011iding coffee prOOucers with a fair income and market outlets 

Social enterprises have to have a business structure that is different from the 
normal partnership or joint stock companies because social objectives, the 
requirement co reinvest the profits and the need co pass on any assets co similar 
enterprises, have to be written in. Examples include cooperatives, community 
enterprises and not-for-profit companies. They are found in many countries, 
often working with development agencies or charities. 

Triple bottom line 
The bottom line of many businesses is to achieve targets related to profit. 
Social enterprises use targets in relation co all these areas: 
• Economic or financial performance - costs, revenue, surplus. 

• Social impact - related co their core objectives. 
• Environmental sustainability - relating co their effect on the 

environmencinthelongterm. 

3 ldentifythreecharacteristicsofa 
successful entrepreneur. 

4 ldentifythreechangesthatcould 
occurinthebusinessenvironment. 

Answers on p.207 

Social enterprise: abusinessthat 
tradesforasocialorenvironmental 
purposeandusesitsprofitforthis, 
ratherthandistributingittothe 

5 Givethreeexamplesofsocial 
enterprise. 

6 Brieflyexplainthemeaningoftriple 
bottom line. 

7 ldentifythreedifferencesbetween 
aprofit-makingbusinessanda 
social enterprise. 

Answers on p.207 
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Business structure 
Businesses have co have a legally recognised formal structure. There are various 

possibilities linked co business size, finance requirements and the type of prcxluct 

and market. 

•t!iim·~lr~H~::~iili!1i!i~Mt+l'l._------------------4~ 
Primary, secondary and tertiary sectors 
Economic activity can be divided into threE sectors, each one with industries 

of a particular type. Businesses generally operate in one of the following three 

• Primary secto r businesses are those chat deal with the extraction of 

naturalresourcessotheyincludefarming.forestry,fishing,oil,gas,quarrying 

and mining. These industries form the first stage in the chain of prcxluccion. 

• Secondary sec tor b usinesses are those that manufacture prcxluccs or 
process r-.m materials. They turn raw materials and components made from 

r-.m materials from the primary sector into semi-finished or finished goods. 

Examples include manufacture of cars, furniture, buildings and processed 

rood. 

• Te rtiary sect o r businesses are chose that provide a service. No physical 

product is provided. Examples include banking, insurance, education and 

travel services. 

As economies develop they tend to move from being focused on employment 

and output in the primary sector to the manufacturing sector then the tertiary 

Public and private sectors 

Primary secto r bus inesses deal 
withextrac:tingnaturalresources,e.g. 
farming,forestry,fohing,oil,gas, 
quarrying and mining. 

Seconda rysector businesses 
manufacture products or process 
rawffiilterials,e.g.toproducecars, 
furniture,buildings,proc:essedfood 

Tertia ry sector businesses provide 
aservice,e.g.banking,insurance, 
education.travel. 

Economic activity is carried out by private sec to r businesses that are owned by Priva te sector: contains businesses 

individuals or publ ic sector businesses that are owned and run by the state that are owned and run by individuals 

(local or central government). Publicsecto r: rnntainsbusinessesthat 

Private and public sector businesses often have different objectives, e.g. public are owned by the state (local or central 

sector businesses do not have the objective of maximising profit. They also have government). 

different legal muccuresandfinancialarrangements. '---------

8 State two examples of businesses from each of the primary and tertiary sectors. 

9 State two examples of businesses from each of the public and private sectors. 

10 State two ways a public sector business might differ from a business in the private sector. 

Answers on p.207 

•tiPmU!f~Bl~!M!•at~4ilttffll·.!··DM!llh~if!·i~lr=mi,~ffti~·l·IC·i~1H~lrml¥1¥1 .... ---------4~ 
Thefactor1thatinfluencechechoiceofaparcicularlegalstructureinclude 
size, owners' responsibility, financial arrangements, the IE'vel of owners' risk and 

possible sources of finance. The ability co raise finance is a crucial factor. A small 

firm with one owner will find it harder to raise finance than a large business 
with a record of sound borrowing. A key factor is the ability of the business co 

become a complete legal entity, separate from the owners. 

Business structure G 



The importance of limited liability 
Limited liability means that the responsibility o( the owner of a business fOf 
business debts is limited only to the specific amount invested in the business, 
and does not include all their other assets. This means that an owner cannot 
lose more than the money invested in the bu5iness and is therefore encouraged 
to invest. It enables shares ro be issued and large amounts d money to be raised. 
It occurs because the business is registered as a separate legal entity, capable of 
suing and being sued in a court. This also means that possible lenders to the 
business are more likely to lend, knowing their loan is not dependent on 
individual persons. 

Unlimited liabi lity means that the responsibility of the owner for business 
debt is not limited to the amount invested so business debts might have to be 
paid from not just the assets of the business but all the assets of the owner. 

Main features of private sector legal structures 
Sole trader 
A sole trader is an individual who owns and runs a business, taking final 
decisions. A few sole traders are large businesses with many employees, many 
others have a small number of employees or none. The owner has unlimited 
liability and few administrative or legal requiremenu. The business is not a 
separate legal entity so finishes if the owner dies. Typical examples are small 
retailers and personal services. 

Advantages of being a sole trader 
• Cheap, quick and easy to set up 

• ONner controls business and has confidentiality . 

• ~lexible. 

Disadvantages of belng a sole tmder 
• Unlimited tiabi~ty- might lose house to pay business debts. 

• Difficult to raise finance from loons. 
• Demands c,,,mer be skilled at all aspects of business operation. 

• Difficult for owner to be absent from business - no sick leave. 

Partnership 
A partnership is when tv.o Of more people own and run a business together. 
MarrJ countries have a maximum number of partners allowed. There is no 
requirement for formal documents or agreements. but these are common and 
sec out how much each partner has contributed, what responsibilities they have 
in running the business and how the partnership may be ended. Partnerships 
generally have unlimiced liability and are not legal entities so individual partners 
have legal responsibility. Some countries allow M>me partnerships co have limited 
liabilityandbeaseparatelegalentity.lnthiscase,therewillbeformal 
procedures to go through. Common examples are in the professions, e.g. 
medicine,lawandarchitects. 

Advantages of a partnership 
• E.asy and cheap to sec up. 

• More capital raising ability as more than one person and extra partners can 
be recruited. 

• Possibilityof 'sleepingpartners'toraisefinanc:e. 

• Shared responsibility, workload and stress. 

• WKlerrangeofslcills. 

Limitedliability:thefiMncialliabihy 
oftheownersofabusinessislimitedto 
theamountlt-.eyhaYeinvested. 

11 Oefinelimitedliability. 
12 Btiefly explain one rnson why 

limi1ed liabilityissoimportant 
when~bu1inessh.\s1oraiselarge 
wms of money through a bank 

"'"· 
Answers on p.207 

S0letrader:abusinessowned11ndrun 
byonepersonresponsiblefordecisions 
andtakingalltheprolit. 

Partnership:a business owned and 
runjoint!ybyanumberofpartnen 
.....t-.osharetheprofit 
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Disadvantage.s of a partnership 
• Unlimited liability restricts ability co raise capital and partners may be forced 

tousepersonalassecscopaybusinessdebts. 

• Slower decision making and less control for individuals. 
• Possible arguments about work arrangements and share of profits. 
• Partnership finishes if one partner leaws so no continuity. 

Limited companies 
Private or public limited companies share the following features: 
• Incorporation - the company is a separate legal entity from the owners 

andcansueandbesued. 
• Ownership is through share issue and can be soki. 

• The company continues when sharehokiers change. 
• Limited liability of owners. 
• Management is by a board of directors elected by the sharehokiers. 

• Setting up requires formal registration, regular filing of accounts and reports 
open to the public. 

• Limited liability and share issue enable large amounts of capital to be raised. 

This means that limited companies are more expensive co sec up but have access 
to greater sources of capital, are seen as more secure and continue until wound 
up or taken over. Generally, private limited companies are smaller than public 
limited companies. 

Private limited company 
• Often relatively small family owned businesses. 

• Relativelycheaptosetup. 
• Sharescanonly betradedprivately,r.otadvertisedforsale. 
• Not all accounts and reports are open to the public. 

• Canr.ot be taken over without agreement of shareholders. 

Public limited company (pie) 
• Usuallylargebusinesses. 
• Sharesissuedforsalepubliclycoanyoneviaascockexchange. 
• Expensive to set up. 

• Accounts, reports and AGM open to anyone. 
• Easier to take over as shares available in open market. 
• Huge amounts of capital can be raised via share issue. 

• Complex to run, directors separate from shareholders so directors might 
seek different objectives from shareholders. 

Franchises 
A franchise is a smaller business that uses the advantages of a large well-known 
brand in return for payment. The franchisor often supplies a name, logo, generic 
marketing and lays down conditions for the produce. The franchisee supplies the 
premises, equipment and staff. Typical examples are McDonald's, The Body 
Shop.Holiday Inn. 

The franchisee gets: 

• access co a successful market ing model and product, but this may be 

• low cost starting up but weak negotiat ing position for further supplies 
• cheap resources due to access co economies of scale but could have 

franchise withdrawn if conditions are r.ot met 

lncorporatio n: occurswhenabusiness 
issetupasalimitedcompany, meaning 
iti:saseparatelegaleotityandits 
owners have limited liability. 

Board ofdir ectors: electedbythe 
shareholdersofacompanytotake 
decisions about running and managing 
the business 

13 ldentifythreedifferencesbetween 
aprivateandapubliclimited 
company. 

Answer on p.207 

ldentifytheexactstructureofa 
businesswhenyouconsidertheabove 
issues.Rememberthatacompanyis 
aspecificbusinessstructure:notall 
busines:1esarecompanies. 

Franchise: a smaller business that 
usesthemarketingadvantagesofa 
large well-knownbrandinretumfor 
payment. 
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The franchisor gets: 

• guaranteed regular income, assuming the success of franchises 

• access co local knowledge, but brand name could b€ damaged if a franchise 
is poorly run 

• control over the final product or service, but high cost of monitoring and 
coordination 

Cooperatives 
A cooperative is a business that is owned and run by its mernb€rs. 
Cooperatives may b€ consumer-based, with members b€ing customers. or 
produce-based or worker-based with members b€ing workers. Members own 
and run the business and share in the profits. 

An example of a small-scale cooperative may b€ several people who decide to 
buy their weekly food together or several people who sec up a shop and 
work in it. 

Cooperacivesenabletheirmernb€rsto: 
• achieve economies of scale to k>wer coses or prices 

• controltheirownbusinessaccivicies 

• gain greater power in markets, e.g. farmers wanting control over planting 
or selling 

It is difficult for a cooperative to become a large business but there are 
exampll.'s in many countries. Raising finance on a large scale is not easy and 
taking decisions can b€ complex as all the members are entitled to have a say. 
Cooperacivesareoftensetupassocialenterprises. 

Other structures 
There are other models for business structure. In the private sector these are 
often social enterprises and take the form of community enterprises, or not­
for-profit companies. In the public sector these may be public corporations or 
charteredbusinessessetupbygovemmenc. 

Problems resulting from changing from one legal 
structure to another 
A common progression as a business grows is from sole trader co partnership 
to private limited company to public limited company. Any change from one 
legal structure co another involves a change of ownership and management. 
Sole traders are the only form of structure that can b€ dissolved without going 
through administrative and regulatory requirements. These will cost time and 
money co fulfil. Setting up a new structure will also cost time and money co 
complet.etheregulatoryrequirements. 

For businesses with multiple owners, these owners must agree to dissolve the 
business and set one up with a new structure, and getting this agreement can be 
difficult. It can also be difficult co find ne-w owners or shareholders for a different 

Size of business 

4'14 ih · ,EiiMiM 
1 Drawupatableshowingthe 

advantages and disadvantages 
ofthefollowingtypesoflegal 

• privatelimitedcompany 
• publiclimitedcompany 

• franchise 
• cooperative 

2 Givingreasons,recommendan 
appropriatelegalstructureforthe 
following: 
• Alargetransnational 

corporationsettingupanew 
steelplantinanothercountry. 

• Fiveneighbourswhoembroider 
shirtsanddressesforsale. 

• Agroupthatwishestosetupa 
windfarmtosupplyelectricity 
to a village. 

• A restaurant owner who wants 
toexpandbytakingover 
twootherrestaurantsanda 
vegetable supplier. 

• Anewlyqualifiedhairdresser. 

• Sixengineerswhowanttogo 
into business designing bridges. 

·•~M~1+m+m11~1;:;~,,1m;n:1121a4m,~-1~itm11~u@it111u~1m- ..... ~~~~~~~~~~~----4~ 
Different methods of measuring the size of a business 
Methods of measuring business size are shown in Figure 1. 
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Figure I Measures 
of business size 

Caprtalernpklyed 

Difficulties of using these methods 
The various methods are oot a definitive measure of the size of a business for 
the following reasons: 
• A business using a highly mechanised proce~ will employ fewer workers 

than a business using labour intensive methods. 

• Ahighvalueofcapitalernployedmightreflectthefactthatveryexpensive 
equipmentisessentialforthebusinesstofunction. 

• A business could have a large market share but the market itself might be 
very small. 

• The current market value of a business might be due to a sudden surge or 
decline in its share value, e.g. some of the dot.corn companies. 

• Sales turoover can be high due to the sale of only a few but very high value 
items such as highly specialised computer control mechanisms, e.g. parts 
being used on space exploration missions. 

• A large business might produce a very small profit if market conditions are 
difficult. 

4"i4 M ·1,Fi4Mhi 
Makealistofthreesmallbusinesses 
andthreelargebusinesses.ldentifythe 
factorsthatallowyoutojudgethesize 
ofeachparticularbusiness.Writeout 
yourreasonsforeachjudgement. 

14 Identify two methods of measuring 
thesizeofabusiness. 

15 Explaintwoproblemsthatmight 
occurwhenmeasuringthesizeofa 
business. 

Answers on p.207 

'1lffiffi•!!ll!:ml:·mr+~-1:~Hm1a,m1lfflfflm11a-m1t~·iDitD11~,11!t!111 ... ~~~~~~~~~~~----4~ 
Advantages and disadvantages of being a small business 
Advantages 
• Small businesses are ohen able to respond quickly to market changes 

because they do not always have highly specialised equipment that is specific 
to a small range of produces. 

• le is often the small businesses that are providing a personal and/or 
specialised service to customers, e.g. hairdressers and local independent 
shops. They knaw their customers personally and are able to help and advise 
them on an individual basis. 

• The owner(s) of a small business might be able to retain more power and 
control over the business than if it grew larger and involved more people in 
management and/or ownership of the business. 

• Employees in a small business might all be knawn to the awner, leading to 
a better working relationship that can in turn lead to more loyalty from the 
employees. 

Disadvantages 
• Small businesses sometimes find it difficult to obtain bank loans because 

they have fewer assets to offer as collateral. This can lead to a lack of finance 
for growth or development of the business. 

• A smaller number of employees might mean that the business lacks the 
opportunity to employ a range of specialist workers. 

Size of business 0 



• A combination of a lack of finance and specialise knowledge could mean 
that a small business might not have the opportunity co undertake market 
research and therefore might be unable to maximise iu presence in the 
market. Opportunities might be missed. 

• Due co not enjoying economies of scale, the cost of goods and materials 
might be higher than those paid by larger businesses. This could mean chat 
a small businessmustchargeahigherpriceandthereforecouldstruggleco 
remain competitive with larger businesses. 

• The business might have co specialise in one produce or a small range of 
products. This could leave it exposed co larger businesses, who can offer 
more variety. 

Strengths and weaknesses of family businesses 
Strengths 
• The family business is more likely co have members that will be loyal co each 

otherandthereforecothebusiness. 
• The family bonds should lead co a stronger working relationship. 

• The family employees will all know how to approach one another when 
discussion is needed. 

Weaknesses 
• Family feuds might affect the working relationship. 
• Family members who are not performing well at work might resent any 

discipline from another family member. Alternatively there could be a 
hesitancy to discipline another member of the family. This can cause 
resentment from other non-family employees. 

• Family members are likely co be in the managerial roles and this can prevent 
the introduction of employees from outside the business who might have 
expercisethatcouldproveverybeneficialcothebusiness. 

• The emotional involvement of family members might make some decisions 
difficult. For example, if one family employee is worthy of promotion another 
relative might resent this. 

The importance of small businesses in the economy 
• Small businesses act as suppliers to large businesses. 
• Collectively small businesses provide a large number of jobs in an economy. 
• Today's small businesses might be the big businesses of the future. 

The role of small businesses in some industries 
• Small businesses are often a crucial part of the supply chain, e.g. small 

manufacturers supplying various car pares to a large car manufacturer. 
• In some industries small businesses might provide some specialist services for 

the larger business, e.g. IT updates and servicing or conflict resolution in the 
case of industrial unrest. 

• Recruitment of staff is often undertaken by small businesses working co 
meet the needs of the large businesses in many industry situations. 

16 Giveoneadvantageandone 
disadvantageofbeingasmall 
business. 

17 Explainoneweaknessoffamily 
businesses. 

Answers on p.207 

18 Explainonereasonwhya 
governmentmightencouragethe 
start-up of small businesses. 

Answer on p.207 
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Internal growth means that the business will increase its scale of operation 
by producing and selling more, by opening new outlets or factories and by 
employing more workers. Internal growth is often a slower means of growth 
than external growth but it avoids some of the problems associated with 
external growth. 
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Why a business might want to grow internally 
• To gain the benefits of economies of scale. 

• To increase potential for sales and hopefully profit. 

• To become a more influential business in the market and therefore perhaps 
have more power over the price of the goods/services sold. 

• To gain more bargaining power with its suppliers. 

• To gain a larger market share and therefore more influence in the market. 
• By becoming larger a business might be less vulnerable co takeover by a 

larger business. 

• Internal growth is usually a gradual process and allows management changes 
totakeplaceatamoreleisurelypace. 

• Because of the slower rate of growth, inr.ernal growth can help a business to 
avoidthedangersofovertrading. 

How a business might grow internally 
• The business might actively seek more orders for its produces/services. 

• More equipment and/or premises might be purchased. 

• Finance might be obtained to allow additional premises and equipment to 
be purchased. 

• When more orders and additional production capacity have been secured, 
the business can increaseitsscaleofprcxluction. 

• A business might diversify into other prcxluccs/services as a means of growth 
allowingitcoapp€altoalargerrangeofcustomers. 

Business objectives 

19 Explainwhyabusinessmightwant 
to grow internally. 

Answer on p.207 
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Business objectives are goals or targets that a business will work towards. The 
objectives will determine all activities that the various sections of the business Business objectives: goals or targets 
undertake. that a business will work towards. 

The nature and importance of business objectives at 
corporate, departmental and individual levels 
All objectives and targets muse be SMART: 

• Specific in what they want co achieve. 

• Measurable so that progress or ultimate achievement can be assessed. 
• Attainable/agreed so that everyone involved will feel capable of reaching the 

goal and, hop€fully, will be motivated to achieve that aim. 

• Realistic because setting unrealistic objectives can demotivate a workforce. le 

:~gg~ ~~:t~ei:/~rt~:::~;i;~~i:~s;o~a:a::~~;;:i
1
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20 What does the acronym SMART 
by 100% than to increase sales by 10%. stand for? 

• Time-specific - without this element the objective would lack an essential 
element against which the business success would be assessed. For example, 
an objective to increase market share by 10% would be meaningless if it was 
notcobeachiE'\ledwichinastatedtime,e.g.3years. 

Typical business objectives 

Typical business objectives may be: 

• profit related; either to maximise profits or co be profit satisficing 

• growthof thebusiness 

• toincreasemarketshare 

Answer on p.207 
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• toincreasesalesrevenue 

• survival 

The nature ofobjectives set can b€ influenced by: 

• Thesize ofthebusiness. 

• The business culture. Some businesses are risk-takers while others are more 

• The current economic environment. Is the economy buoyant or is it in 
recession? 

• How long the business has been in existence. Nev,, businesses might 
not have the financial resources to support some objectives. In the early 
stages of a business its only aim in the shore term might b€ to survive. Once 
escablished,icsfocusmightchangetoincreasingsalesormarketshare. 

• Whether the business is in the private or the public sector. An 
organisation in the public sector might aim simply to provide more people 
with b€tr.er prOOucts/services. This is unlikely co b€ an aim of a profit-seeking 
business in the private sector. 

Objectives can b€ sec at a corporate level, e.g. to increase market share by 10% 

:~~:ae:~~~:u:::~r;:;~
1
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might b€ sec short-term targets, e.g. co increase prOOuctivicy by 10% and achieve 
zero defects. 

Objectives are important co businesses because: 
• they provide a focus and a framework for business activity 
• they ensure that all departments or divisions within a business are working 

towards the same ultimate goal 

Buslne,sobjectlws 

Department.a l ln: l~u:.,.~ts 

21 ldentifytwobusinessobjectives. 
22 ldentifytwofactorsthatcan 

influence business objectives. 

Answers on p.207 
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corporateollj<'ct!ve< 
clep,aftmemaland 
wrporate<pals Figure 2Businessobjectives 

Corporate responsibility as a business objective 
Corporate responsibil ity, also known as corporate social responsibility, is Corporate social responsibility: the 
increasingly important co businesses because customers are becoming more action, legally required or voluntary, 
aware of how businesses behave. Buying decisions can be influenced by the level needed for an organisation to act 
of corporate responsibility demonstrated by a business. respomibly to all its 1takeholders. 

Businessescanbenefitiftheycanb€seencobebehavinginasocially 
responsible manner, e.g. that they are aware of and working to avoid causing 
any environmental damage. Also many businesses strive to behave in an ethical 
manner. For example, a business selling face creams will ensure chat the product 
has not be€n tested on animals and a business manufacturing car batteries will 
aim co ensure chat it does not cause any pollution or environmental damage. 
Social responsibility is demonstrated by a business that considers the local 
community and cries to minimise the impact on local people by aiming co limit 
the amount of noise and traffic caused by business activities. 

Businesses can use a high level of corporate responsibility as a marketing tool. 
A failure to demonstrate corporate responsibility can lead to adverse publicity 
that can severely damage the reputation of the business. 

23 Brieflyexplainwhatismeantby 
'corporate social responsibility'. 

Answer on p.207 
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Relationship between mission statement, objectives, 
strategy and tactics 
A mission statement is a public statement of the overall intent of an organisation 
and is often displayed in a public area of the business. For example, a school or 
college might have as its mission statement 'To educate the next generation to be 
hightt skilled and meaningful contributors to society'. The objectives or long-term 
goals would be sec to achieve that mission. One objectiV€ might be co increase the 
number of A-level passes by 20'}(, 0\/ef the next 2 years. A strategy would then be 
devised to help to achieve this. This might involve a change in teaching methods, 
'Mlich might also create the need for more training for the teachers. Alternatively, 
it could mean that more up-to-dace facilities would have to be acquired and this 
could mean some financial decisions would have to be taken. 

The tactics inYOlved could be to increase the rate at which students learn. This 
could be achieved by extending the number of teaching hours or by setting 
more home study, which studenu could be encouraged to undertake by the 
setting of individual objectives. 

The same approach is used in business. The corporate objectives are sec, then 
the ways in which the objectives are to be achieved are decided followed by the 
setting of departmental and/or individual targets that will all contribute to the 
achievement of the overall objective. 

Mission statement: setsoutan 
or!Jilnisation'spurpose,identity,values 
and main business aims 
Strategy: anoverallplandesignedto 
achieve objectives. 

Tactics: themethodsabmines1usesto 
carryoutastrategy. 

~t!•~·!&!i~ii!14!¥E·~lrl~·ID·~Ut!i~lril4!¥ia·~M!i!H!H~,tl.._~~~~~~~~~~----4~ 
The different stages of business decision making and the 
role of objectives 
The stages in the decision-making process include: 

1 ldentifytheproblemorthegoaltobeachieved. 
Collect relevant data. 

Analyse and evaluate the data in the context of the identified goal/problem. 
4 Discuss the advantages and disadvantages of strategies that could be used to 

achieve the goal. 
S lmplementthechosenstrat.egy. 

6 Reviewtheeffectivenessofthestrategyandpossiblyrefineorchangethe 
approach used. 

Decisions made in a business will be made with the corporate objectives in mind. 
All decisions must contribute to the achievement of the overall business objective. 
For example, businesses must decide what resources are needed and where. 

How objectives might change over time 
• Business circumstances change and s.o does the economic environment in 

which businesses operate. This can cause a business to change its corporate 
objective of increasing market share to focusing on survival in the short term. 

• A new competitor might arrive in the industry or the existing competitors 
might begin to be more aggressive. A business might change its objective 
from increasing market share by 10% to merely maintaining market share in 
the face of the increased competition. 

Translation of objectives into targets and budgets 
Businessobjectivesareusuallyachievedinstages.These stagesarethebasisof 
shorter-termtargetsthatmustbeachievedifchebusinessobjectiveistobe 
reached. The target> can be departmental or set for an individual employee. 

Business objectives G 



The business objective will have an overall budget, which will then be divided 
into smaller budgets that are allocated to each department or division. The 
size of the budget will be determined by the requirements placed on each 
department. If a department is expected to increase its output and/or its 
concributiontotheoverallbusinessobjective,chenitislikelychacthebudgetfor 
that department will be increased. 

The communication of objectives and their likely impact 
on the workforce 
Objectives are usually communicated to the workforce through the agreed 
channels of communication within a business. This might be through line 
managers or via a staff meeting at which all staff are informed of the key aim(s) 
of the business. 
• A workforce is likely co be informed about objectives when those objectives 

will have an impact either on the way in which they work or on the output 
they will be expected co produce. 

• The objectives might be motivating to the workforce by making chem aware 
of their contribution to the overall aims of the business. 

• Being aware of business objectives might give the employees a feeling of team 
spirit as they will all be working co achieve the same c,;erall goal for the business. 

• There could be a demotivating effect on the workforce if the declared aim of 
the business involves an increase in the use of machinery chat could lead co 
some of the workforce being made redundant. 

How ethics may influence business objectives and activities 
Ethics are not limited to matters of legality but can be a moral guide co how a 
businessmighcconductitself.Ethicscaninfluencebusinessobjeccivesbecause 
consumers are becoming increasingly aware of when a business is thought to 

have behaved in an unethical or immoral way. 

Ethics might influence a business objective or activities in the following ways: 
• A business seeking co increase its profits might lower its labour costs by 

employing child labour. As customers could view this as unethical it might 
deter chem from purchasing the producc(s). 

• Using non-polluting methods of production could be much more expensive 
than a method that causes substantial pollution. A profit-maximising business 
might be tempted to use the cheaper option but this would not be ethical. 

• Some businesses choose to locate in countries where the laws restricting 
business activities are very limited or weak. Some might argue chat such a 
move makes good business sense whilst others might argue that it is 
immoral/unethical because the move was made purely in order to exploit 
theweakerlawsofthaccouncry. 

• The testing of produces on animals is seen as morally unacceptable by some 
customers. However, a business might be trying to confirm the safety of 
their produces before selling chem. Is such a business unethical? 

Ethics: amoralguidetobusiness 
behaviour. Ethics consider what is 
morallyi!Cceptablebehaviourrather 
thanwhatislegal 

Whenansweringaquestionabout 
ethicsdonotrestrictyouranswer 
todiscussingpollution.Ethicaland 
environmental issues are connected 
butcanrequiresomedifferentcontent 

\..fr~~.~~.~.i~.~ur~~s~~-
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Consideranybusinessthatyouare 
familiarwithandtheextenttowhich 
itcanbeseentobebehavinginan 
ethicalmanner.Makealistofthe 
factorsthatmightdeterminewhether 
ornotitisanethicalbusiness. 

In order for a business co succeed, it must have customers. If modern businesses ~l!!llml'm!!mlt""" ___ l 
are judged to be unethical it is likely chat they will lose customers. Increased 
press coverage and the increased use of the internee means that customers are 
much better informed about the behaviour of businesses na..v than ever before. 

24 Briefly explain how ethics might 
influencethecustomersofa 
business. 

Answer on p.207 
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Stakeholders in a business 
A stakeholder is any individual or group of individuals who have an interest in 
the activities of a business. These may be internal or external. 

43;.;11+11,N·idffll·i1Hi,iiifiiiHlt+ 
Stakeholders include: 

• employees 

• shareholders 

• localcommunity 

• lendersoffinance,e.g.banks 

• suppliers 
• the government 

4;ffii411MlitiiiTliiM·i·i,Hiffltli&i·iGW@@~tD 
• Employees use their skills ar.d expertise to work in the business and to help 

the business to achieve its stated aims. They expect to be paid fairly and 
on time and co be created in a w~ chat complies with employment law. 
Employ€€s have a responsibility to the business to work efficiently and r.ot 

tobreachcheirconcraccwichchebusiness. 

• Shareholders provide permanent finance for the business in return for a 
share in the ownership of the business. They expect to receive dividends 
on the shares they hold if the business makes a profit. The shareholders are 
expected rouse their voting power to appoint the best people to the board 
of directors ar.d to ensure chat the business follows ethical policies. 

• Customers justify the existence of a business; without customers there is no 
reason for the business to exist. Customers can expect to receive a prcxlucc 
in good condition and that is safe to use. In return customers are expect.ed 
to pay on time for goods and services received and not to make any false 
claims against the business. For example, customers should not claim that 
they had been injured as a result of using a prcxlucc if that claim was untrue. 

• The local community allows the business activity to take place ar.d 
possibly supports the business by providing local goods and services to the 
main business. The local community will expect a business to carry out its 
activities in such a way that it is not harmful to the local inhabitants, e.g. 
noise or water pollution. 

• Lenders, e.g. banks, provide finance for the business ar.d have a right to 
expect that repayments will be made by the business in accordance with 
the lending agreement. The banks will be expect.ed to make funds available 
to a business once an agreement has be€n reached. The banks might also 
be expected to allow only reasonable loan agreements to be made. If a bank 
lendsmorethanabusinesscanaffordtorepay,thiscanresultinse'vere 
financialdifficultyforthebusinessandmightresultiniuclosure. 

• Suppliers are the providers of goods and services required by businesses. 
They expect to be paid for all goods and services provided ar.d within an 
agreed time limit. Suppliers are expected to supply goods ar.d services of 

Stakeho lde r: anindividualoragroup 
ofindividualswhohaveaninterestin 
theactivitiesofabu!.iness 
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a required standard or co a standard agreed between the supplier and the 
purchasing business. 

25 ldentifytwostakeholdersina 
businessandbrieflyexplainwhat 
theywouldexpecttogainfromthe 
business activities. 

; Tested II 

• Governments create the legal framework in which businesses operate. They 
also manage the economy of the country and so can influence the economic 
environment in which a business operates. Governments expect any business 
operating in their country to abide by the laws affecting business activity and 
employment laws. 

Answer on p.207 
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• Employees ~ a business might decide to ,witch from labour·incensive 
prOOuction co capital-intensive methcxfr.. Employees might resist this change 
due co some workers fearing that their work will be done by a machine and 
that they will lose their jobs. Other workers might se€ this as an opportunity 
to be trained co use the ne'W equipment and therefore co gain new skills and 
experience. 

• Shareholders - an announcement of a large investment in a research 
and d!'Velopment programme might be received with mixed feelin~ by 
shareholders. Some shareholders will see profit being put into the new project 
rather than being given to chem as dividends. Others might cake a longer­
term vie-wand feel that reduced dividends in the short term could result in 
even larger profit and dividends in the future if the project is successful. 

• Customers - the launch of a new product gives customers more choice. 
However, if the new prOOuct replaces an existing one, some customers might 
beunhappyifcheypreferredcheoriginalproducc. 

• Local community - if a large business announces that it intends to relocate 
to ar.ocher part of the country, the local community is likely to feel betrayed. 
localemploymentislikelytosufferandchelocalsupportbusinesseswill 
probablylosechebusinessofthelargerbusiness.Alcernatively,theexpansion 
of a business can put a lot more strain on the local infrastructure and can 
negatively impact on the lives of the community around the business. 

• Lenders - the ability of a business to repay loans can be jeopardised if the 
business decides chat it wanes to pursue rapid growth. The result might be 
that if the business grows coo fast, it becomes financially unstable. A business 
might decide to move some of its resources from credit control to what 
it sees as more profitable activities. This could result in the debts of some 
customers remaining unpaid and therefore the cash flow of the business 
could be negatively affected. 

• Suppliers - a relocation decision might cause suppliers to lose orders. 
which could in cum mean chat they will require fewer workers. The size of 
the suppliers' businesses might have been in response to the orders placed 
by the relocating business, and co lose a significant number of orders might 
cause substantial hardship. 

• Government - the growth of a business can lead to an increase in the 
number of people being employed. This helps the government because one 
of the aims of government is to reduce unemployment. In addition, when a 
business has growth as an objective there is the hope chat this will result in 
the business becoming more profitable, which meam the government 
should receive more tax r!'Venue from the business. 

Rememberthat some stakeholdersare 
in ternal,e.g. employees,managersand 
di rectors, andsomeareexternal, e.g. 
thegovernment,nearby residentsand 
suppliers,and thatal lofthemmight 

i beaffectedbybusinessoperations. 

26 Brieflyexplainhowstakeholdersof 
abusineumightbeaffectedbya 
decisionto closealocalbranchof 
the business. 

Answer on p.207 
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Businesses must meet the needs of their stakeholders if they want co continue 
tohavecheir~pport. 

• Employees will seek employment else'Mlere if they are not trear.ed fairly ar.d 
lawfully. This could cause frequent recruitment and selection co take place, 
which adds to the com of the business. 

• Shareholders mighcsellcheirsharesandpurchasesharesinother 
busine~s. This might result in competitor businesses being strengthened as 
they receive additional funds from the issue of new shares. 

• Customers might cease to purchase prcxiuccs or services from the business 
if their expectations are not met. Competitors might benefit as customers 
swicchtotheirproducts. 

• The local community might be less tolerant cowards the business activities 
if they think chat a business is not considering the impact of its actions on 
the local inhabitants. For example, if a business does not take care to prevent 
water pollution, the kx:al community might object strongly to any proposal 
fromthebusinesscoincreaseitsscaleofactivity. 

• Lenders might refuse further loans or, in the case of an overdrah, might 
demand chat any money owed is repaid immediately. Many businesses need 
asourceofloanfundsinordercobeabletoachievetheirobjectives. 

• Suppliers might be more willing to supply goods at short notice if the 
business has treated them well by giving them regular orders and by paying 
them on time. 

• Governments might restrict the activities of a business that has not 
complied with the legal framework of the country. For example, a business 
could face large fines if it constantly breaches employment legislation and 
fails to treat employees according to the laws in force. Businesses that do not 
comply with legislation are not likely to be considered for government loans 
and/or grants. 

Stakeholders might have different expectations of a business. For example: 

• Customers wane good-quality prcxlucts at low prices, but if the highest 
possibleproficistobegainedthenhigherpricesmighthavetobecharged. 
Higher profits will be desired by shareholders because high profit can mean 
higher dividends being paid to them. 

• Shareholders want the business to have large profits but this might be in 
conflict with the employees who wane to be paid higher wages. Higher 
wages will increase coses but reduce profit. 

• The government usually aims to have lower unemployment and will 
thereforebeinconflictwithabusinessthatwantstoincreaseitsuseof 
machinery and reduce the number of people employed. However, a change 
in production mechcxis might make the business more profitable and 
therefore liable co pay more tax to the government. 

• If supplit'rs charge higher prices for their goods, a business will have increased 
coses, so reducing profits and dividends paid co shareholders. 

27 Brieflyexplainwhybusine55esneed 
to satisfy their stakeholders. 

Answer on p.207 
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Makealistofstakeholdersinabusiness 
andwritealongsideeachonesomeof 
thepossiblecau:sesofconflictbetween 
different stakeholder groups. 
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A change in business objectives can impact on stakeholders, either positively or 
negatively. 

From profit maximisation to increasing market share 
The aim of profit maximisation would satisfy the needs of shareholders to 
receive dividends paid out of profit. On the other hand, a change in objectives 
to increase market share of the business might result in a reduction in profit 
due co more money being spent on building an image or perhaps a unique 
selling point (USP) that might allow a business co gain a monger position in the 
market. 

From survival to growth 
In the early stages of a ne-w business survival might b€ its only goal. HowE."ler, as 
a business becomes more established it might change its aim to that of business 
growth. This can give some security to the employees and might ultimately 
produce a larger profit that can b€ paid co shareholders in the form of dividends. 
Thechangeofobjectivemight alsob€beneficialcosuppliersbecausetheymight 
expectanincreas.einthesizeofordersreceivedasthebusinessachievesitsgoal 
of growth. 

4·14 j(,[Oi,iiihffifi 
Makenotesonotherpossiblechangesinbusinessobjectivesandwhich 
stakeholdersmightbeaffected.Notewhethertheimpactislikelytobepositive 
or negative. 
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2 People in organisations 

Management and leadership 
le is not always easy to distinguish between a leader and a manager. 

• A leader might be able to inspire people co goals chat they would not have 
thought possible, but the leader might rely on a good manager to organise 
the day-to-day activities that make the achievement of chose goals possible. 

• A leader might have a vision of where the business could be at some time 
in the future. Once that overall strategic aim has bet>n determined, the 
managers of the business make the tactical decisions (shorc-t:erm strategies) 
designed to move the business in the desired direction. 

• The leader might be the originator of overall business objectives but 
managers will implement decisions on a day-to-day basis in order to make 
the'vision'ofcheleaderareality. 

• Managers will use the resoun::es of the business as efficiently and effectively 
as possible in order to achieve the leader's goal. 

• Good leaders are sometimes also good managers but not necessarily. Some 
good managers do not have the personal characteristics of a gcxx:l leader 
but they can manage resources effectively and efficiently. Similarly, a good 
leader might be able to inspire their managers and workforce and might 
alsobeablecodevelopexcellentlong·termgoalsforthebusiness,butthey 
might be less able co implement decisions and manage resources on a 
day·to-daybasis. 

Leader: =eonewhocaninspireand 
driveotherpeopletoachieveagoalor 
target. 

Manager: =eonewhocan 
controlanddirectwithinabuloiness. 
A manager can develop and implement 
tactic.aldeciloionstoenableabuloiness 
toac:hievetheoverallcorporate 
objectives. 

·t~h!fi~rfC·\.?;;m,c,rnm,~iiE·i~lf~·l~:~:f~i:!fl~::»m·~~~~~~~~~~~~~~-4~ 
The functions of management 

Fayol 
The functions of management as described by Henry Fayol are: 

• Planning - co outline tactical mategies and co s.et and implement short­
term objectiws. 

• Organising ~ allocating resources as efficiently as possible. Make sure that 
the business has the resources that it needs, at the right time and in the 
right place. 

• Commanding - give clear direction co ensure that workers know wha.t is 
expected of them. 

• Coordinating ~ prevmt duplication of effort and ensure that all 
departmentswithinabusinessare'NOrkingtoachievestat.edobjectives 
withinanagreedtimescale. 

• Controlling and monito ring - check progress towards agreed targets. 
This could require a reassessment of the resources being used and perhaps a 

4'14 ih · ,EiiMhtD 
1 Writedownanexampleofactions 

thatmightbetakenbyamanager/ 
ownerwhenundertakingeachof 
thefunctionsoutlinedbyFayol. 

2 Makebriefnotesaboutwhyit 
mightbeseenasessentialto 
beconstantly'controllingand 
monitoring'inafoodprocessing 
factory. 

change to motivational techniques being applied. ~11!111\ml'J!!!lmi,----l 
Mintzberg 
Mintzberg identified three distinct roles of management: the int.erpersonal role, 
the informational role and the deciloion role. 

1 Explainthreeofthefunctionsof 
management. 

Answer on p.207 

Management and leadership 0 



Table 1 Mintzberg'smanagementfunctions 

• Being a figurehead-people 
expectmanagerstoguide,lead 
andinspirethem. 

• Beingaleader-makeitdear 
toeveryonewhatisexpectedof 
them. 

• Liaison-ensurethateffective 
communicationcanoo::urwithin 
thebusinessandwithoutside 

4'14 MH,fii@t+ 

• Beingamonitorofinformation 
-decidewhichinformationis 
important(bothinternalandexternal 
information). 

• Disseminating information - make 
surethatrelevantinformationis 
passed to the appropriate people in a 
suitable way. 

• Beingaspokesperson-passing 
relevantinformationtotheappropriate 
agency,forexample,whendealing 
withlocalauthoritiesortradeunions. 

Write down an action that a manager might take when performing each of the 
managementfunctions/rolesidentifiedbyMintzberg.Forexample,abusiness 
mightwishtoexpandthesizeofitsfactoryandsomanagerswouldneedto 
communicatewiththelocalplanningauthoritytogaintherelevantpermission. 

• Entrepreneur-changemanaging. 
Introducing new ideas. Encouraging and 
managing innovation. 

• Disturbancehandler-resolvingany 
actualorpotentialdisagreementswithin 
thebusinessorwithoutsideagencies 

• Resourceallocator-ensuringefficient 
and effective allocation of all resources 
(finance, people and/or equipment). 

• Negotiator - in disputes between 
departmentsorindividualworkersorwith 
other businesses or customers. Negotiate 
with trade unions 

Bepreparedtorelateany 
managementfunctionstoaspecific 
businesscontext,e.g.toaretailora 
manufacturing situation. 

•t!t!ti!·~·ttti=·lllifflt~·lf-~~~~~~~~~~~~--:::::::~~-t~ 
The purpose of leadership ~ 
leaders are those individuals that drive and inspire the people around them Strong leaders are not always good 

towards a specific objective. They inspire others to trust them and to support ~~;~h::::~: c~:~s':i;::~tT;e;1 

them in their pursuit of targets or goals. workforce to believe in them and to 

Leadership roles within a business 
follow them by working towards a 
particulargoalbutthatgoalmaybe 
notbesensiblenorachievable.Leaders 

i sometimesneedtolistentoothers. 
Within a business the leaders might be the directors, managers, supervisors or 

worker representatives, each of them interacting with the people around them 

as described above by Fayol and Mintzberg. 

The success of any business can depend on the ability ofche leaders within it to ~lll!\111'.Z!!!!mI,"' ___ l 
communicate with and to drive their teams to work as a cohesive unit cowards 2 Explain two of the characteristics 

achieving the overall business objectives. This is true whether a leader is guiding 
ofasuccessfulleader. 

100 people or 10. Answer on p.208 

Table2The qualitiesofagoodleader 

Self-confidence and self-belief Leaders need to believe in their ability to make the right decision and to drive a business in 
the right direction. 

Intelligence Theymu51havesufficientintelligencetobeabletodeterminewhentheirideasarerealistic 
and achievable. They mu51 also have some idea how their goals might be achieved 

Creativity They might need to be able to find new solutions to old problems and be able to create 
innovative ways of improving and presenting an existing product. They need to be able to 
set their business apart from others in the same indu51ry by devising something to make it 
different. 

Charisma They need to be able to inspire the workforce and to make them want to follow the leader 
becausetheybelieveintheleaderandwhatheorshebelievesthebusinesscanachieve. 

Multi-skilled Leaders need to know and understand the tasks within a business. Some leaders cannot 
perform all of the tasks but they need to be able to hire the people who can. 
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Leadership styles 
The chosen style of leadership can influence the efficiency of a business and 
the level of motivation of the workforce. Different sty~ of leadership can be 
appropriate for different business s.icuations. For example, an authoritarian style is 
appropriate in an emergency situation when decir.ions need to be made quickly. 
Tables 3 co 5 outline the characteristics plus advantages and disadvantages of 
the autocratic, democratic and laissez-faire styles of leadership. 

Table3 Autocra tic leadership 

One-way Time is not taken waiting for feedback 
communication to information or instruction given to 

employees 

Workersmightnotfeelvaluedortrusted.Oftenonlygiven 
information essential to their work. Some employees 
would enjoy feeling more involved and knowing the 0\/erall 
direction of the business. 

Close Workers are told what to do and are 
supervisedtomakesurethatthejobis 
completed as expected 

Workers do not 'think for themselves' as they are always 
toldwhattodo.Canstifletheirpotentialcreativity. 

No feedback No time is spent seeking the views of Perhapstheemployeescancontributeideasthat a rebetter 
thanthoseoftheleader. from employees employees 

Leadermakesall Quickdeci!.ionscanbemade 
deci!.ions 

Involvement in deci!.ion-making can be motivating and can 
provide some job satisfaction. 

Table 4Democratic leadership 

Two-way communication 

Participation of employees in 
deci!.ion-making 

Feedback taken from employees 

Moregeneralinformationisgiven 
toemployeesaboutthebusiness, 
i.e. itslong-termgoals 

TableS Laissez-faire leadership 

Workersgetfeedbackandleaders Sometimesaquickdecisionisneededandthere 
will also hear what the employees is not the time to consult the employees 
believeaboutsomedecisionsor 
information. 

Canbeverymotivatingasthe 
employeeswillfeelvaluedand 
trusted. 

Better ideas can sometimes come 
from the employees. 

Higherlevelsofinvolvementdueto 
understandingwhatthebusinessis 
aiming to achieve. 

Someemployeesmightfeelthatitisnottheir 
jobtobemakingdecisions. 

Someissuescannotbediscussedwith 
employees, e.g. proposed takeover plans of 
anotherbu!.iness. 

Gettingfeedbackcanbetime-consuming 

Employees might not like or agree with the long­
term aims of the business. This might affect their 
motivation or the labour turnover. 

Laid-back, hands-off approach by Workers feel trusted and therefore this Workers might retain too much oontrol 
management approach can be a positive influence over how work is to be done. 

on motivation. Workers do not need 

Employees work within parameters 
laid down by management; workers 
arenotfreetodoastheyplease 

constantsupervi!.ion 

It allows employees to have some 
flexibility about how their work is carried 
out and the structure of their 
working day. 

Workers are free to make their own Employees are likely to increase their 
deci!.ions about how they work self-discipline and to work as a team to 

achievethede!.iredoutcome. 

High level of trust given to employees Time is saved because employees can 
take decisions. 

Typicallyusedwithhighlyskilled Employeesmotivatedbecausetheycan 
andmotivatedemployeessuchasin achieve personal goals 
de!.ignorresearchbu!.inesses 

Lazymanagerscanusethisleadership 
styleasameansofa110idingmaking 
decisions about work-related issues. 

Managers might become remote from 
somedeci!.ionsandbecomeoutof 
touch. 

Wrongchoicesintermsoforganisation 
policy may be made 

Employees may pursue their own 
objectives using organisation resources. 
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Douglas McGregor: Theory X and Y 
The way that managers view their workers' attitudes to their work can 

determine or influence how managers treat those workers. McGregor divided 
workers into Theory X and Theory Y workers. 

A manager who sees his or her employees as Theory X workers is likely ro 
believe the workers to have a negative attitude to their work and might choose 
to use an autocratic: leadership style to manage them. A manager who believes 
his or her workers co be Theory Y workers might place more crust in them and 
adopt a democratic: style of leadership (see Table 6). 

Table 6 McGregor's Theory X and Y 

• Suchworkersneedtobegivendearinstructionsofwhatto 
doandrequiredoseandconstantsupervision 

• Theywillavoidtakingonanyresponsibilityifatallpossible 
• Theydonotparticularlyenjoytheirworkandwillavoid 

doing anything more than the minimum required of them 

• Suchworkersenjoytheirworkandarelikelytoenjoysome 
involvement indecision-making 

• Theyarenotafraidofresponsibilityandwillac:ceptitinthe 
hopethattheireffortswillberecognised 

• Workers might be creative and be willing to offer ideas to 
the business. 

3 ldentifytwobenefitstoabusinessofadoptingademocratic 
leadership style. 

4 Explaintwodisadvantagesofusingademocraticleadershipstyle. 

5 Explaintwoadvantagesofusinganautocraticleadershipstyle. 

6 Explain two characteristics of workers being managed using a laissez-faire 
leadership style. 

Answers on p.208 

Paternalistic leadership/management style is not currently asseued on the CIE 
syllabus. 

Readquestionssuchasthoseopposite 
carefully.Makesurethatyouwrite 
abouttheadvantagesand/orthe 
disadvantagesasrequiredbythe 
question.ltisnotunusualforstudents 
towriteaboutadvantageswhen 
thequestionrequireddiKussionof 
disadvantages. 

•t!i1~1t~4~H~4~1t~itrttffilllllm· liim1@Aii.1· 1:1· nBi!•E1m• .... ~~~~~~~~~~~~---4~ 
Goleman's four competencies of emotional intelligence 
Coleman's theory is based on a need for managers ro know and understand 

their awn feelings and those of their employees. Managers need to be aware 
of what motivates them and what are their hopes and aspirations. If managers 
understand this about themselves then they might be able to understand the 
emotions of their employees. 

Coleman's theory is based around four key 'domains': self-awareness, self­

management, social awareness and social skills. 

• Self-aware ness. Managers must be able to recognise and understand their 
own emotions if they are to understand those of others. They need to 
understand how they feel, when and why. 

• Self-management. They need to be self-motivated and to appreciate haw 
their behaviour can affect the feelings and performance of their employees. 
They need to be able to control their emotions and the way in which they 
treat their employees so that their employees are not negatively affected. An 
obviouslyangryorfearfulmanagerislikelytoconveythosefeelingstohisor 
her employees. Ke€ping extreme emotions under control can be a positive 
influence on employees. Managers should be aware of what motivates them 

Emotionalintelligence: theabilityto 
recogniseandunderstandyour0\11/fl 
feeling1andthoseofothers 
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and so appreciate that their employees might share chose ,ame 
motivation needs. 

• Social awareness. Managers need to undemand the emotions of their 
workers and be sensitive to their different needs. They muse be aware of the 
aims and ambitions of their worker, because these will affect their attitude 
to their work. This can aim apply to customers. 

• Social skills. Managers who are aware of the emotions of others are more 
likely to be able to manage chose people effectively because they will realise 
that they perhaps need to adapt their approach to some employees. 
Understanding the cause of certain emotions, e.g. disappointment, can 
enable managers to deal with situations more sympathetically and effectively. 

Motivation 

4t'tfut®ii·i,Ftf 1Mitrti,,f i,fi@,,\i,i!ilt-lW®Mt 
Motivated workers are likely to feel more involved in the workplace and can also 
feel as though they are an important and valued part of that business rather 
than'justanemployee'. 

The need to motivate employees 
Employers and managers spend a lot of time and money crying to ensure chat 
their employees are as motivated as possible. Motivated employees are more 
likely to work as hard as possible to help the business co achieve its seated aims 
and objectives. These might include: 
• An increase in productivity. Motivated workers will work harder and 

produce more output during each work period. 
• Improved levels of customer service possibly leading to: 

- The ability co differentiate one business from another. This is particularly 
so in retail businesses but also applies to manufacturing businesses. All 
businesses have customers whether they are purchasing a product or 
rece1V1ngaserv1ce. 

- An increase in returning customers. 
• Better quality goods. 
• Fewer mistakes due to employees being eager to do the best possible job 

fortheiremployerormanager. 

• A possible decrease in production costs due to lower levels of faulty 
goods being produced and therefore less wastage of materials. 

• Reduced labour turnover. Motivated employees are less likely to look for 
work else-where because they are happy and ,afr,fied in their current post. 
This can also be described as an increase in the loyalty of employees. This 
can have the benefit of reducing the recruitment and selection coses caused 
by the need co replace employees when they leave. 

• Lower levels of absenteeism. Employees are less likely to be absent from 
work if they are happy and ,atisfied at work. 

' 

7 Statethefourkeycompetenciesof 
Goleman'semotionalintelligence 
theory. 

8 Explainoneadvantagetomanagers 
ofunderstandingtheemotionsof 
their employees. 

Answers on p.208 

Motivation: adesiretodosomething; 
adesiretoworkwillinglytoward1a 
stated aim or goal. 

Productivity: outputperpersonper 
timeperiod(perhourorper1hift 
worked}. 

9 Define'motivation'. 

Answer on p.208 

Makesurethatyoudiscuss 
motivationissuesinthecontextof 
thegivensituation.lfthebusinessis 
aretailer,avoiddiscussingpointsina 
manufacturing context. 

·•1:1~·1~::!H~,,a,=rn=:~·ttt-~~~~~~~~~~~~~~~~~----4~ 
A simple explanation of human need 
Youneedtounderstandche humanneeds thatcan be satisfied in the 
workplace and the w~s in which this might be achieved. 

Motivation G 



Common needs 
These include the need co: 
• be able to enjoy the basic requiremenu for life, i.e. food, clothes and shelter 

• bepartofasocialgroup 

• have the respect of the people around you 

• feel useful and valued at work and in life in general 

• have the potential to impr()',le yourself and also your standard of living 

How human needs may or may not be satisfied at work 
You need co be able to discuss how and to what extent human needs might be 
met by employers/managers. For example, a p€rson might feel more valued and 
important at 'NOrk if they are given some extra responsibility as this shows that 
theyaretrustedbytheiremployer. 

4'14 ih · ,Ei4Mhi 
1 Takeeachofthecommonneeds 

mentioned opposite and suggest 
ways in which a business might meet 
thatneedintheworkplaceusingthe 
examplesoppositeasaguide. 

2 Nowtakethisonestepfurther.Try 
tothinkofanypos.sibleproblemsor 
disadvantagesthatabusinessmight 
experiencewhentryingtosatisfy 
thehumanneedsofemployees. 
Forexample,whengivingextra 
responsibilitytooneemployeethis 
mightupsetotherworkerswho 
mightfeelthattheyshouldhave 
beengivenmoreresponsibilitytoo. 

•t~t't~M~WJII· ~tMHml~i,:H~·IZii!4t-------------------4m() 
Thespecifiedmotivationtheoristsare: 

• Abraham Maslow - the hierarchy of needs. 

• Frederick Taylor - the notion of 'economic man'. 

• El ton Mayo - the Hawthorne exp€riment. 

• Frederick Hert zberg - the two-factor theory. 

• Douglas McClella nd - achievement, authority and affiliation. 

• Victo r Vroom - the expectancy theory. 

You must be able co explain the content of the theories of each of the theorists 
above and be able to apply their ideas to an actual business situation. You 
should also be aware of any possible key differences or similarities betwe€n the 
ideasofeachofthesetheorists. 

The ideas of motivation theorists 
Abraham Maslow 
Maslow's theory is based on successive human needs. He arranged these needs 
in the form of a pyramid with their order indicating the priority that they would 
take in the eyes of most employees (Figure 1). He identified a range of needs 
tha.t he believed applied to employees. The basic needs muse be satisfied first, 
then a series of needs arranged in a hierarchy. Satisfying these in tum can be 
used to motivate employ€€~. 

Figure l Maslow'shierarchyofneeds 

Acomparisonoftheideasofvarious 
theoristscanbeausefulanalytical 
approachtousewhenanswering 

\ examinationquestions. 

10 Explainthedifferencebetween 
'social'and'esteem'needson 
Maslow'shierarchyofneeds. 

Answer on p.208 
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Key points 

• The needs at the bottom of the pyramid need co be satisfied first. 

• Once a need has been met that need will no longer motivate. 

• Needs are likely to change throughout a working life. 

• People wane different things out of life, and therefore each employee is likely 
tobemocivatedbywancingtosatisfydifferentneeds. 

What implications doe.s this have for employers and managersl' 

• Managers might need co change the way; in which they cry co motivate 
workers. 

' 

Youneedtobeabletodiscusshow 
employers/managers might meet the 
needsoftheiremployees.Forexample, 
thebasicneedsoffood,clothingand 
sheltercanbemetbyearningawage 
thatissufficienttopurchasethem. 

• Workers are unlikely to all be motivated to satisfy the same need at the same 4'14 it9 •lnf\4@hi 
time. This implies that there might be a need for managers co employ For each of the 'needs' identified on 
a different method of motivation for each employee. Maslow's hierarchy suggest possible 

• Managers also need to recognise chat what might motivate workers is likely 
tobedifferentatvarioustimesincheirworkinglife. 

Frederick Taylor 
The basis of Taylor's theory was that employees will give a fair day's work for a 
fair day's pay and that they are motivated by financial incentives. Put simply -
find the tx>st way of completing a task, train employees to employ the best 
method and pay chem according to their output, i.e. piece work. 

Taylor's theory assumed that people work harder in order co earn more 
money. Such ideas of motivation were b€1ieved co b€ more appropriate in a 
manufacturing environment where an actual measurable product was made. 
However, some people may strive for promotion in order co earn more money 
whilst at the same time they might be gaining greater job satisfaction and 
couki b€ meeting their 'security needs' as identified by Maslow. Equally, whilst 
promotion might yield a higher rate of pay, it might also serve to satisfy the 

waysinwhichemployersmighttryto 
meet them. 

::si~~:1;~:t:~ :~~:e~:~; :r~~ ::1o~u~~:~~ ~: ::po~~ and ~!ll!ml'.l!!!!mi.------1 
11 Explainwhatismeanbytheterm 

'piecework'. co-workers. 

As incomes rise people change their lifestyles as they aim co buy a bigger house, 
a better car and perhaps go on more holidays. This can then lead them to 
wanting to earn still more money to afford an even better lifestyle. Perhaps then, 
Taylor'sideasarestillrelevantfortheincreasingservicesectorofcoday. 

Elton Mayo 
Mayo's ideas developed out of the 'Hawthorne' experiment at the General 
Electric Company in Chicago. Mayo believed that the motivation levels of 
employees could be influenced by changes in their working conditions. However, 
he found that even when changes were made co the physical environment the 
level of output remained constant. This led him to conclude that employees 
Wffe reacting to the attention being paid to chem rather than co any changes 
in their working environment. They felt important to be pare of the experiment 
and had also developed a team spirit chat had a positive effect on their output. 

Frederick Herzberg 
Herzberg is known for his 'two·faccor theory', the two factors being hygiene 
factorsandmotivators(seeFigure2overleaf).Heb€1ievedthachygienefactors 
do not motivate but chat they prevent dissatisfaction, whereas the motivating 
factors can actually inspire people to work harder and b€tter. 

4·14 it910i:Ei4Mhi 
Draw up a table of how an owner/manager might ensure that the hygiene 
factorsandmotivatorsidentifiedinFigure2overleafcanbesatisfied. 

12 Explain how piecework might 
motivate employees. 

Answers on p.208 
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Hyglene hctors 

Payandwor1cingrnmlitk>ns 
CO<Tpany~icy 

Relaliomh~:eilherwithco-workersOf 
withownersor!T'anagers 

St4JeM1ion:thearr.ountandtypeused 

Thetypeo!WOfk 
Thepron:otiooopportunilie1available 

Bl'ingval\!l'dand appredatedbyman..gers 
Jobsatisfa.ctiooorleelingoladlieverrent 
Theopportunitytobegivenresponsibility 

Figurel Herzberg'stwo-factortheory 

Douglas Mcdelland 
McClelland's theory is based on the idea that employees need co feel a sense of 

achievement, authority and affiliation. 

• Achievement is wanting to meet targets and goals that have been set either 
bytheindividualorbychebusiness. 

• Authority for employees is the need for power or influence over other 
employees or having some power over the way in which they undertake 
their work. 

• Affiliation is seen as being the need of most employees to work in a 
'friendly' environment and co be liked and included in formal and informal 

groups. 

Victor Vroom 
Vroom's thesis was that employees would be prepared to work hard if they 
received s.uitable reward ~ hence the name of his expectancy theory. The 
three key factors in this theory are valance, expectancy and instrumentality. 

Table7 Vroom'sfactors 

Relates to The extent to which 
how much employees believe that a 
employeesfeel betterperlormancecanbe 
the need for ac:hievediftheyincrease 
reward. their efforts 

Thelevelofbeliefby 
employeesthatiftheirefforts 
are increased and their 
performance improves they will 
be rewarded appropriately. 

Certain conditions are required in order for Vroom's theory to be used 
effectively: 

• The employees must be capable of increasing or improving their 
performance. They might lack the required skills or they might already be 
workingashardastheypossiblycan. 

• It must be possible to assess the performance of the workers in order chat 
any increase in effort and performance can be rewarded. 

• The rewards offered must be such that the employees want co obtain them. 

• Finally, it is essential chat the rewards offered are actually given when 
performance improves as expected. A failure to deliver expected rewards will 
undermine the motivational benefits of this approach. 

' 

13 1dentifyandexplainthedifference 
betweenthetwofactorsof 
Herzberg'stwo-factortheory. 

Answer on p.208 

14 Explainthethreekeyelementsin 
thetheoryofDouglasMcClelland. 

Answer on p.208 

lfaquestionasksyoutodiscuss 
motivationtheorybutdoesnotspecify 
whichtheorist{s),donotattemptto 
writeaboutallofthem.Selectone 
orperhapstwothatrelatebesttoa 
situationthatmightbegiveninthe 
question. 

15 Explainwhyaneffectiveappraisal 
systemis=entialifVroom's 
motivationtheoryistobesuccessful. 

Answer on p.208 
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Different payment methods 
• Piece work - employees will strive to prOOuce more units in order to 

receive more pay. 
• Commission - paid co sales staff co encourage higher sales, usually giving a 

stated amount or percentage of the sale price for each sale made. 

• Bonuses - ohen paid for hitting targets for levels of output or for meeting 
completion dates. 

• Salaries - monthly payments for work done can give employees a feeling 
ofsecurityaboutcheirlevelofearnings. 

• Performance-related pay - payments made for meeting or exceeding 
expected performance. 

• Profit- related pay and share ownership schemes - both of the,e are 
based on unifying the aims of the business with chose of the employees. 
If the business is profitable, the employees receive a share of the profit or 
receivesharesinchebusinessasarewardforcheirefforcs. 

• Fringe benefits wch as the use of a company car. This reduces the costs co 
theemployeeofrunningacar. 

Different types of non-financial motivators 
These can be used as well as or instead of financial motivators. 

• Training - induction training or in-service training that might be on-che­
job or off-the-job. 

• Promot ion o pportunities - the possibility of future promotion can 
encourage employees co work with more effort in order co be noticed and 
hopefully re-warded. 

• Staff development - opportunities co obtain new skills and experience 
thatcanimprO'llejobsatisfaccionandcanalsoincreasethescatusofthl.' 
employee as well as improving their chance of promotion in the future. 

• Status - this appeals to the 'esteem needs' of employees and can be 
achi(",led by giving an employee a job title, e.g. team leader. This can also be 
achi(",led by giving an employee more responsibility. This is not a promotion 
but gives the employee a feeling of higher status and importance. 

• Job re-design - restructuring a job or changing some of the tasks involved. 
This can include job rotation where a team of workers pericxiically change 
the task they perform within the group. This can help co prevent boredom 
and can include job enlargement (job widening) where an employee is given 
other,differentcaskstocomplete. 

• Job enrichment - an employee is given a wider range of tasks chat are 
more complex and therefore more challenging (job deepening). Being asked 
toperformcasksrequiringhigher-levelskillsislikelytoraiseanemployee's 
sense of importance. 

• Teamworking - encouraging groups of employees to work together 
towards a common goal, l.'.g. cell prcxiuction and quality circles. 

• Empowerment - allowing employees to make some of the decisions 
regarding their casks, e.g. lee them decide how a particular cask should be 
carried out or who, within a group, will carry out 'Mlich task. 'Empowered' 
teams are also expected to solve any problems that they encounter by 
discussing the issue within the group and agreeing on an appropriate solution. 

' 

Piece work: VI/here payment is made 
towOO:ersbasedonthenumberof 
unitsproduced,i.e.paymentperunit 
produced 

Commission: a payment made 
accordingtothenumberofsales 
achieved.Thisisusuallyapercentageof 
thesellingpriceofaproduct. 

Salary: amonthlypaymentmadeto 
employees as a reo.vard for their work. It 
i1usuallyafixedanda9reedamount 

Perfo nnance-related pay: apayment 
made to employees, usually half-yearly 
or annually, that rewards them for 
achievingorexceedingexpectationsin 
their performance at work 

Apossibleanalyticalapproachmight 
betoconsidertherelativecostsof 
variousincentives.Thefinancial 
incentivesmightbetoocostly 
forabusinessparticularlyifitis 
experiencingadownturnindemandor 
iftheeconomyisinrecession. 

amm, 
Frequentlycandidateswriteaboutall 
theincentivesthattheycanremember. 
Makesurethatyouonlywriteabout 
incentivesthatarerelevanttothe 

[ questionandthecontextgiven. 

4'14 ih ·1,Ei4Mhi 
Drawuptwotables,oneforfinancial 
motivatorsandonefornon-financial 
motivators.Usingonecolumnfor 
eachtypeofmotivatorwriteinas 
manyworksituationsasyoucan 
thinkofwhereeachmotivator 
mightbeappropriate.Forexample, 
teamworkingmightbeeffectiveina 
productionfacilityorinaretailstore 
wheredifferentdepartmentscanwork 
together as one team. 

Motivation 0 



• Participation - involvement in deci>ion-making, e.g. by inviting some 
employees co management meecin~ or through the use of regular 
departmental meetings and works councils. 

• Perks, e.g. giv ing some extra days holiday co employees, improving the 
canteen facilities or by offering chem subsidised meals. 

Ways in which employees can participate in the 
management and control of business activity 
These are outlined under 'participation' above and can also include worker 
directors. Whether u>ing financial or non-financial motivators, it is important 
that the method used is appropriate to the employee and to the type of work 
beingur.dertaken. 

16 Explain two financial motivators 
thatmightbeusedbyaretail 
business. 

17 Explain two non-financial 
motivatorsthatmightbeusedbya 
manufacturerofplasticbuckeu. 

Answers on p.208 

Human resource management 

9.ll!liti!ln·~J+11tlli-1:m111cm~·mtitrtl:!·m1~:1~:.~,,1M~,,a1:w~·~\11~;;~1m,~,t~-1:mt!P1;~,.,m,~,1t-~~~~~-t~ 
Human resource management (HRM) aims co ensure chat a business has the 
appropriate number of employees with the appropriate skills at the time and 
placethattheyarerequired. 

The role of HRM in meeting organisation objectives 
• Recruit and select new staff when additional personnel are required. 
• Induction: arrange for new staff to be familiarised with the organisation, 

structure, policies and working practices. 

• Organise any necessary training. This might be for new or existing personnel 
who might need co acquire new skills or improve existing ones. 

• Record key performance indicators and conduct staff appraisal. 
• Advise management and employees on issues such as staff training and 

development needs and opportunities, promotion routes, employment 
contracts and redundancy issues. 

• Disciplinary and grievance procedures - provide advice to employees and 
managers. 

• Monitor staff morale and welfare. 

• Negotiate with employees, management ar.d trade unions. 
• Workforce planning - anticipate the future labour requirements, 

comparing those needs with the current workforce and making plans to 
correctanyimbalancesothatthebu>inesswillhavethecorrectnumberof 
employees when required and with the appropriate skills. 

• Dismiss staff when necessary. 
• Administer a redundancy procedure if required. 

• Ensure that employment legislation is complied with and deal with issues 
arising if the legislation is breached. 

Workforceplanning: anticipatingand 
acquiringthenumberofemployees 
withtheknowledgeandskillsthat 
willberequiredbythebus.iness inthe 
futurecomparedtothosecurreotly 
employed 

18 Explainthreeofthefunctionsthat 
wouldbeundertakenbyahuman 
resource management department. 

Answer on p.208 

·•~;11=1a1~Hm!i~1:tm,~u1,~.J1m}1tffl~·m®'!ll/tfut~·~._~~~~~~~~~~~~~-t~ 
Labour turnover 
The rate of labour turnover within a business will determine the amount of 
recruitment and selection that will need to be undertaken. 

The possible causes of a high race of labour turnover include: 
• employees leave to work for another business 
• employeesretire 

Labourturnover: thenumberof 
peopleleavingabusioe11inaspecified 
timeperiodasaperceotageofthe 
averagenumberofempla)'ees. ltis 
calculated by: 
runber of emplo,;ees leaving in a ye.­
---~-~~-, 100 
averagenumberofemployees 
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• dismissal 

• redundar.cy 

Methods of recruitment and selection 
A bu,iness might need to recruit workers for the following reasons.: 

• growthofthebusiness 

• workers have left to work elsewhere 

• the bu,iness has relocated or is naw operating in an additional location 

• changes in the business's activities mean that the bu,iness labour 

requirementshavechangedeitherinnumbersorwithregardtothe 

knowledge and skills required 

Recruitment 

Internal and external recruitment 
Internal recruitment is filling a vacant post with a person already working 
within thebu,iness. 

Table 8Advantagesanddisadvantagesofinternalrecruitment 

Thebusinessalreadyknowsthe Theremightbeabettercandidate 
candidate. externally. 

Saves time and advertising costs. Prevents new ideas being brought in 
fromoutsideofthebusiness. 

Faster:theselectionprocessislikely ltcanbedifficultforsomeonetohave 
to be much shorter due tow much to supervise their former mlleagues. 
alreadybeingknownaboutthe 
candidate. 

Motivating: employees see that their It can be demotivating for 
effortsmightberewardedbyintemal unsuccessfulinternalapplicants. 
promotion. 

Exte rna l recruitment means appointing someone from ouc,ide of the 

bu,iness, i.e. someone who is not currently working for the business. 

Table9Advantagesanddisadvantagesofextemalrecruitment 

The business can gain from new ideas 
beingbroughtinandcanpossibly 
benefitfromknowledgeandskills 
acquired in other businesses. 

Avoidsthepotentialforline 
managementproblemsthatcanoccur 
when recruiting internally. 

Canbemoreexpensiveandtime 

An unsuccessful internal candidate 
might be demotivated and might look 
forworkel5eWhere. 

The new appointee will not be 
familiarwiththeintemalstructureand 
systemsofthebusiness;aninternal 
appointment would already have that 
knowledge. 

19 Explain two reasons why a business might prefer to recruit internally. 

20 Distinguish between internal and external recruitment. 

Answers on p.208 

4'i4 ih · ,Ei4Mhtii 
1 Drawupalistofreasonswhyaretail 

businessmightbenefitfromusing 
internal recruitmenttofillashop 
manager's post. 

2 Drawupalistofreasons(for 
andagainst)abusinessinahigh 
technology industry sector using 
externalrecruitmenttofillavacancy 
forwmeonetojoinitsresearchand 
development team. 

Human resource management 0 



••Drnm,m·~i¥!Hm1m1-~H!i·~lrtmsm,!rnm,~,.~1:,mi~·l!im;1~,t!r.DB!i·~i:tmsm1~·i!fl!E!··~«=mm1u;0~;~,.~rn~,1mt1+f-~~-~ 
Once it has been decided that there is actually a post that must be filled, 
the HRM department will find out exactly what tasks and responsibilities will be 

involved in the job. A job description and a p€rson specification/profile will be 

Purposes of job descriptions 
A job description includes details such as the casks and responsibilities chat 
the successful candidate would be expected to undertake. le can also include 
the pay for the job and any holiday entitlements. le also usually explains who a 
p€rson would report co and who they will be responsible for. 

Purposes of person specifications 
A person specification describes the qualities, skills and qualifications chat 
applicants shouki have if they are co be considered for the advertised post. Some 
aspects might be declared as essential and others as desirable. 

Purposes of job advertisements 
A job advertisement must be written so chat only suitable applicants are 

attract.ed to apply. There should be sufficient detail to attract appropriate 

candidates and to deter those who do not have the relevant qualities, skills. 

qualifications or experience. 

Details required in a job advertisement 
These include: 

• job title 

• where the job is (some larger companies might have several branches) 

• essential skills, qualifications and personal qualities (and sometimes desirable 

=s) 
• brief details of what the job involves 

• the pay and conditions package 

• how to apply, i.e. by letter, by telephone or online, application form or 

curriculum vitae 

• who to address the application co, e.g. the HR manager or co a recruitment 

agency 

When drawing up a job advertisement the business muse comply with all 

relevant employment legislation and should ensure chat the advertisement does 

not imply any disadvantage co any applicants because of their religion, gender, 
anydisabilityortheirsexualorientation. 

Methods of reaching potential applicants 
• Recruitment agencies including online agencies. 

• Head-hunting - poaching experienced people 'if-Nay from other businesses. 

• Government funded ca reers/job centres - many countr~ have a 

network of offices to support job searches. 

• Internet sites - this might be through the business's own website or 

othersspecialisinginjobsearches. 

• Personal contacts - the people already in the business might knaw of 
suitable friends and/or family. 

' 

Jobdescription: outlinesthetasksand 
re~sibilitiesofaparticularjob. ltall,() 
outl ineswhoreportstothepersooand 
who they report to. 

Pe rson specification: details 
thepersonalqualities,experience 
andqualificationsrequiredtof1lla 
vacantpost.Essentialanddesirable 
requirementsarelikelytobestated 

Job adverti sement: anoticeplaced 
inappropriateplaces,e.g.newspapers 
andnoticeboards,designedto 
encourilge suitable applicants to apply 
fr,favac:ant post. Job advertisements 
should give sufficient information to 
attractsuitablecandidatesandtodeter 
unsuitable ones 

21 Explainthedifferencebetween 
ajobspecificationandaperson 
specification. 

22 Describe two methods of 
advertisingthatabusinessmight 
usetoattractapplicantstoa 
vacant post. 

23 ldentifythreemethodsofreaching 
potentialapplicantsforajob. 

Answers on p.208 

When answering questions on HRM 
makesuretha t youdonotconfusethe 
recruitmentprocesswiththeselection 
process. 
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Selection 
Once a business has received applications for the vacant pose it muse decide if 
anyofcheapplicantsaresuicabletobeofferedthepost.Afteranyunsuitable 
applicantshavebe€nrejectedtheprocessofselectingthemostsuitable 
applicantbegins.Thismightbeachievedby: 

• Interviewing all suitable applicants. Interviews can be formal or informal. 
Questions can be asked by both the interviewer(s) and the applicant and the 
body language of the applicant can be assessed, unless a telephone inr.erview 
is used. However, some people perform well in interviE.".Vs and can mislead 
the interviE.".Vers about their ability to perform the task in question. Effective 
inr.erviewing is not easy and the success of inr.erviews depends on the skill of 
theinterviE.".Ver(s} lnterviewingcanalsobeverytime-consuming. 

• Aptitude tests - short tests designed to test the suitability of the 
applicanttotheactualtaskstobeperformed. 

• Psychometric tests to assess, for example, how an applicant might react 24 Explain two methods of selection 
to a highly stressful situation or whether he or she is likely to be an effective giving examples of how each of 
member of a team. them might be used. 

• Demonstrations or presentations given by the applicant. For example, a Answer on p.208 
p€rsonapplyingforasup€rvisorypostmighcbeaskedtotakeparcinarole 
play to show how he or she might deal with a difficult situation or conduct a 
staff meeting. 

GMM::H,iii-UiiZNt+ 
In many countries the law requires that a new employee, or one that has had a 
change of position within a business, muse be given an employment contract 

The main features of a contract of employment 
• Details of the job including the job title and the main tasks and 

responsibilities involved. 

• The agreed working hours - hours per week or month or perhaps 
annualised hours. 

• How long the contract will be valid for if it is a short-term contract. 

• Details of pay and how payment will be calculated and paid, e.g. We€kly or 
monthly. 

• Holidayentitlement. 

• Details of how the contract can be ended, e.g. the notice required to 
terminate the contract by either the employer or the employee. 

The benefits of an employment contract 
The contract ensures that the employff and employee are both clear about the 
terms and conditions that have been agreed. In the case of a dispur.e arising this 
can be resolved by checking the details of the employment contract. 

Reasons for terminating an employment contract 
• Agreed changes in the contract of employment as a result of negotiation or 

Employment contrac t:a legally 
bindingdcx:umentoudiningtheterms 
and cooditiom of emplQf)'ment such as 
pay,holidays,tasbandrespons.ibilities. 

promotion. 25 State two features of an 
e Resignation of the employe€. employment contract 

• Breach of the terms of the contract by either the employee or the employer. Answer on p.208 
• A short-term contract might have reached the end of the time periOO 

agreed. 
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The importance of disciplinary procedures 
• To avoid claims of wrongful or unfair dismissal. If an employee is dismissed Unfair dismissal: when the 

without appropriate procedures being followed they might argue that they employment of a worker is terminated 
5hould not have been dismissed. without just cause 

• To inform employees of the process that they and the employer muse follaw 
in the case of any failure ro comply with rules and systems in place. 

• To comply with employment legislation. If details of the disciplinary 
procedures are outlined in the contract of employment and are not then 
followed when disciplinary action is taken, the employee can deem that the 
employer is in breach of contract. This can result in the employer having co 
pay compensation co the employee who was a victim of unfair dismissal. 

The information an employee needs to know 
• What rules ar.d regulations they must follow. 

• Who they report to in the case of disciplinary action being taken or who 
they should appeal to if a decision is taken that they do not agree with. 

• What steps will be followed during the procedure ar.d as a result of 
disciplinary action being taken, e.g. the number of verbal and write.en 
wamin~ that will be given before dismissal becomes a possibility. 

• What kir.d of behaviour can result in immediate dismissal. 

Behaviour that might lead to disciplinary action being 
taken 
• Persistent lateness or absenteeism. The need for punctuality ar.d regular 

attendance at work is oft.en an implied contract term and although not 
statedexplicitlycanbe thesubjectofdisciplinaryaction. 

• A persistent failure to meet targets for work completed. This could be 
interpreted as an inability to complete the work required in a particular job. 
Perhaps the employee is not capable of working faster or more accurately. 
Further training may be needed in some cases rather than disciplinary action. 

• Unacceptable behaviour. This can include acting in a way that might 
cause damage to property or injury to fellow workers or acting in a way that 
humiliates another worker. 

• Theft of goods or property from the business. 

Grievance procedures 
• These are sometimes caused by discipl inary action being taken against an 

employee. A grievance can be pursued ei ther informally or formally through 
theofficialchannelsavailablewithinchebusiness. 

• Employers must make the details available to employees. This might be 
via an employee handbook or they can be included in the contract of 
employment. Employers are required to ensure that employees know of the 
existence of such procedures and where details of them can be fou nd. 

• Employeesfeelingchattheyhaveavalidgrievanceareoftenadvisedcospeak 
to the person or persons in>.Ulved on an informal bash first. Sometimes the 
reason for the grievance might be seen to be unreasonable once a thorough 
explanation of any action has been given to the employee. 

• A formal procedure is likely to involve a meeting between the employee 
and the manager or other involved parties to determine the faces of the 
grievance.lssuescanohenberesolvedacthisstagebyeachpartyrecognising 
the faces and reaching some form of compromise. 

G Cambridge International AS and A Level Business Studies Revision Guide 



• If an initial meeting cannot resolve the issue, the manager(s) must investigate 
the problem and make a decision about any action that might need to 
betaken. 

• Employees should be made aware of how they can appeal if they do not 
agree with the decision made. 

• The rules affecting grievance procedures can vary from one country 
to another. 

f ;@Mfflfi,/iii,IIGIH,,itif it 
Difference between redundancy and dismissal Redundancy: when a business no 
Red undancy is when the business no longer requires a particular job to be longer requires a particular job to be 
done. le is important to remember that it is the job chat is no longer needed not done, which means that the worker 
thepersondoingthejob. doing that job is no longer required by 

Dismissal is when the employment contract of a worker is r.erminated by the 
employer. 

Reasons for dismissal 
These include: 

• fail ing to work to a required standard 
• p€rsistenc absenteeism if absence was unauthorised 
• p€rsistentlatearrivalforwork 

• us ingviolentorthrear.ening behaviour 
• being dishonest during the recruitment and selection process 
• damaging the goods or the property of the business 

• stealing goods or property from the business 

The lase four reasons in this list would justify instant dismissal without the 
payment of any monies in lieu of notice being given. 

the business 
Dismissa l: when the employment 
contract of a worker is terminated by 
the employer. 

26 Briefly explain the difference 
between redundancy and dismissal. 

Answer on p.208 

--•~«m1-~11m,~H~·IFE·imt!ffl!1-m!·ltm!-m1zmr-=:t-~~~~~~~~~~~~~~--4~ 
The human resource management department aims to ensure high levels of staff 
morale and welfare. low levels of staff morale and welfare can result in a poorer 
standard of work and can also cause an increase in absenteeism and labour 
turnover as well as poor punctuality. The welfare of workers is also important 
because if,forexample,anemploye€isexperiencingproblemsintheirprivatelife 
this can negaciwly affect their ability to work well. 

The relationship between HRM and staff morale 
and welfare 
The HRM department should do the following: 
• Ensure chat health and safety legislation is followed . The department should 

also deal with any problems that arise if there is a breach of health and 
safety laws. 

• Offer help and guidance to employees who are being affected by problems 
outside work such as housing or personal issues, e.g. a serious illness in 
the family. 

• Encourage and monitor the provi'..ion of some level of health care within 
the business. 

• Monitor the lewis of motivation in the business and encourage appropriate 
action when necessary. 

Forthepurposeofanalysis,naff 
moraleandwelfarecanoften 
bedevelopedinthecontextof 
motivation.Butdonotwriteallyou 
knowaboutmotivation-keepthe 
focusontheprecisequenionset­
HRMinthiscase. 
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The purpose of staff training and development 
Training and development takes place in order co ensure chat employees have 
the required knowledge and skills to perform their tasks co the best of their 
abil ity.Trainingneedscanariseforavarietyofreasons: 

• When a person is newly appointed co work for a business they will need to 

be made fam iliar with the mucture and sysC€ms in the business. 

• When an employee takes on a new role if the business diversifies either 
into new products or into totally new business activities. For example, a 

food manufacturing business might begin to produce cooking utensils 

and therefore existing staff might need to acquire new skills and 

knowledge. 

• If an employee is under-performing and it is believed that additional training 
might resolve the problem. 

• The promotion of an employee to a more senior post. It could be that the 
employee will need to acquire some supervisory skills and to understand 
some management issues that he or she did not have to deal with in the 
preVlOUSpost. 

Types of training 
Trainingcantakevariousforms: 

• Induction training - given to new employees to help them to fam iliarise 
themselves with all aspects of the business and their role in it. 

• On-the-job training ~ carried out at the place of work and involves 
learning by war.ching an exp€rienced worker or by being given instructions 
about how to perform the required tasks. 

• Off-the-job training - carried out away from the place of work, for 
example,acalocaltrainingcentreorcollege. 

Tab1e10 Tra iningmethods·advantagesanddisadvantages 

On-the-job • Trainingwillbedirectly 
relevanttotheworktobe 
done and to the business 

• The'trainer' is being drawn 
aw~ from his or her own 
work, resulting in lower 
output 

Whenwritingabouttraining.make 
surethatyouareansweringincontext 
andthatthetrainingyousuggest 
isrelevanttothesituationgivenin 
thecasestudyorquestion.Donot 
writeallyouknowabouttrainingif 
thequestionisaboutaspecifictype 
oftraininginaparticularbusiness 
situation. 

• llcanbemotivatingforthe 
workerchosentotrainthe 
new worker. 

• Employees are contributing to 
production while training. 

• Thetraineelearnshowto 
performspecifictashbutmay 
lack any understanding of 
whatelsethebusinessdoes. 

Off-the-job 

• Generallycheaperthanoff­
the-jobtraining. 

• Employeesarenottakenw-Nay 
from their work to train new 
people 

• Trainersarel ikelytobemore 
experienced in teaching. 

• Employees might acquire a 
broader skills and knowledge 
base than on on-the-job 
training 

• Costlyproductionerrorscan 
be made during training. 

• Theemployeesarenot 
producing anything for the 
business while away being 
trained. 

• Notallofthe5killsand 
knowledge might be relevant 
to the business. 

• It can be expensive. 
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A disadvantage of any type of training is chat more highly trained employees 
become more attractive co other employers, so they are more likely to leave. In 
addition, the employees might judge themselves to be worthy of a higher level 
of pay. 

An advantage is the increased INel of motivation chat employees might feel 
because they are likely to feel more valued ar.d important if their employer is 
willing to spend money on training chem. They might also feel more able to 

apply for higher INel poses and therefore feel more fulfilled in their working life. 

27 Brieflyexplaintwobenefitstoabusinessoftrainingitsemployees. 
28 Distinguishbetweenon-the-jobtrainingandoff-the-jobtraining. 

Answers on p.208-9 
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3 Marketing 

What is marketing? 

•MMIIIIMi------1m() 
Marketing is the process of identifying. anticipating and satisfying customer 
requirements profitably. To market a product a business must: 

• Find out through market research what customers wane ar.d how much they 
are prepared to pay. 

• Use this information to prOOuce appropriate products at a cost chat will 
makeches.ellingprk:eacceptabletoconsumersandenablechebusinessto 
make a profit. 

• Communicate information about the product, its price and how co buy it 
to potential customers through a range of marketing activities in s.uch a way 
thatcheydecidetomakeapurcha,e. 

• Ensure chat the marketing functional area works together with other areas 
including production, human resources, finance and operations planning to 
make sure that the 4Ps ~ produce, price, promotion and place ~ are right. 

Marketing objectives and corporate objectives 
Corporate objectives are the goals or targets the whole bu>iness is crying co 
achieve. These provide a frame-work for all activities and set the purpose for 
all employees. The marketing objectives shouki be relar.ed co these and help 
to achieve them. In 2011. Unilever sec an objective of doubling the >ize of the 
business while reducing the environmental footprint. This involves marketing 
objectives of selling increa>ingly environmentally friendly products and 
packaging. u,ing promotion and adverci,ing co encourage consumers co buy 
more environmentally friendly produces, sourcing sustainably, not increasing 
prices and increasing the numb€r of places Unilever products are available in. 

Marketing objectives may relate co sales revenue, sales volume, customer 
awareness, changes in produce ranges, market share, brand loyalty, repeat 
purchases, nev,, markets, customer satisfaction and new products. 

Marketing: theprocessofidentifying, 
anticipatingandSiltisfyingcustomer 
requirements profitably. 

Marketingintegratesarangeofideas; 
itisnot justaboutadvertisingand 
promotionandisintegratedwith 
otherfunctionalareas,e.g.production, 
financeandHRM. 

Remember that marketing objectives 
shouldbeSMART-Specific, 
Measurable,Attainable/agreed, 

\ Realistic,andinaTimeframe. 

1 Stateapossiblebusinessobjectiveandidentifytwoappropriatemarketingobjectives. 
2 ForbothofthesemarketingobjectivesidentifyanappropriateobjectiveforeachofthefourPelements-product,price, 

promotion and place. 

Answers on p.209 
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Businesses sell their produces in markets. A market is a place or system that 

enables producers of a good or service to meet potential buyers and exchange 
these produces for money. Producers supply goods or services, customers 
demand goods or services. 

Factors influencing supply 
Supply is the quantity of goods or services being made available for sale at a 
particular price and time. Supply depends on how much profit businesses think 
canbemade,sochemainfactorsinfluencingsupplyare: 

• Price - if the price of a good rises, a greater quantity will be supplied to the 
market {greater profits act as an incentive) and vice versa. 

• Costs - if the cost of producing a good rises, a smaller quantity will be 
supplied to the market (less profits ace as a disincentive) and vice versa. 

As an example, the price of oil is rising. so many companies are exploring 
increasing oil production by fracking {using high pressure war.er to force oil from 
oil shale deposits). The cost of producing bat r.eries and charging systems for 
electric cars is falling and the supply of these is increasing. 

The cost of a produce is influenced by: 

• the costs of production (labour, materials, fuel and rent) 
• advances in technology resulting in lower costs, e.g. IT systems reduce 

administration costs 

• taxes, which increase coses, e.g. increasing taxes on tobacco products, and 
subsidies, which decrease costs 

• government regulations, e.g. health and safety requirements 

The supply curve in Figure 1 shows the effects of these influences on supply. It 
plots the quantity of a good supplied against the price of the good. The curve 
slopes upward left co right {Si) showing chat as the price increases so does the 
quantity supplied. 

If any of these four influences change. the supply curve will move its position. 
Afallincostswillmovethesupplycurvetotheright{anincreaseinsupply)Si 
to S;,. and a rise in costs will move the supply curve co the left {a decrease in 
supply)S1 toS). 

Factors influencing demand 
Demand is the quantity of a good or service that customers are willing and able 
to buy at a particular price and time. Price is a key determinant of demand, as 
generally the cheaper a produce is the more people will wish to buy it and vice 
versa because: 

• with their income they can afford to increase their purcha~ 

• it becomes relat ively cheaper compared co other goods 

Examples are foreign holidays and electric cars. 

Other factors chat influence demand are: 

• The price of related goods, e.g. as computer prices have fallen, the sales 
of printers have risen {negative relationship1 or as price of milk rises, sales of 
soyasubstitutemilkalsorise(positiverelationship). 

• Income ~ a person with increasing income will usually buy more of a 
product, e.g. foreign holidays, coffee or restaurant meals. Bue for some 
products demand falls as income rises, e.g. margarine, low-quality shoes. 

Supply: the!.Upplyofagoodisthe 
quantity of goods or services being 
madeavailableforsaleataparticular 
price and time 

--~ 

Figurel Supplycurveshifts 

Makesurethatyouconsiderchanges 
inthefactorsinfluencingsupplyor 
demandoneatatime.Eachchange 
has its own effect. 

3 ldentifytwofactorsthatmight 
influencethesupplyofbreakfast 
cereals. 

4 Whateffectdothefollowinghave 
onthesupplycurvefortaxiservices? 
(a)thepriceoftaxirides 
(b)theintroductionofverycheap 

electric cars 

Answers on p.209 

servicewhichcustomersarewillingand 
abletobuyataparticularpriceand 
time. 
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• Fashion and a tt itudes - these are influenced by the media, g01Jemmenc 

actions and adllE.'rtising, e.g. smoking is decreasing as increased regulation 
and advertisements mess its harmful effects. Conversely, advertising and 

promotion are used to shift the demand curve to the right to increase 

demand for many products. 

• Seasonal factors, e.g. ice cream is demanded more in summer, while the 

demand for Christmas decorations increases in N01Jember and December. 

• Demographic fac to rs - age and gender distribution affect demand, as 

different groups demand different products. 

In Figure 2, the demand curve shows the effects of these influences on demand. 

le plots the quantity of a good demanded against the price of the good. The 

curve slopes dowrmards left to right (D1) showing chat as the price increases the 

quantity demanded falls. 

If any of the factors influencing demand change, the demand curve will m01Je its 

position, either to the left (Di to D3, a fall in demand) or to the right (Di to Di, 
an increase in demand). 

Interactions between price, supply and demand 

Supply and demand interact in a market to produce an equilibrium quantity 

bought and sold at a particular market price. Unless there are changes to the 

factors influencing supply and demand, the quantity and price will remain the 
same. Any changes will alter the quantity and price. This means chat businesses 

muse pay attention to market conditions and be ready to respond to changes 

in coses, competitor's actions, government policies and changes in society. They 

may wish to be proactive and try to change the demand or supply curves by 
investing in lower-cost equipment or increasing sp€nding on adllE.'rtising and 

promonon. 

In Figure 3, at point A. Si and Di cross, giving a quantity bought and sold of q1 

at a price P,. Then a factor influencing demand changes and demand increases, 

shifting the demand curve to D2, crossing the supply curve at B, giving a ne-w 

quantity and price of q1 and Pi· Finally, a factor influencing supply changes and 

the supply curve shifts to Si_, crossing the demand curve at C, giving a final 

quantity and price of qi and Pi· 

4·14 MIOi:Eiihffifi 

5 ldentifythreefactorsthatinfluence 
thedemandforfashionableboots. 

6 What effect do the following have on 
thedemandcurvefortaxiservices? 

(a)priceoftaxirides 

(b)trainfaresarereducedbya 
large amount 

Answers on p.209 
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Figure 3Theoperationofsupplyand 
demand curves 

1 Consider Figure 3 above showing the operation of supply and demand curves in the car market. 

(a) Suggest two possible reasons for the shift of demand from D1 to D1. 

(b)SuggesttwopossiblereasonsfortheshiftofsupplyfromS1 to5i_. 

2 Choose a product you are familiar with. Outline the main factors that determine its demand. 

3 Eazicut is a hairdressing shop, wi th separate faci lities for males and females. It offers low price services and for 10 years 
has worked at nearly full capacity with a profit margin of 17%. This year customer numbers and revenue have fallen. The 
landlordhasincreasedtherentandthesemi-skilledworkforcehassucceededingainingasignificantpayrise.Profitshave 
started to fall. Two new hairdressing shops have opened and they both offer other services including manicure, head 
massages and henna tattoos. Family incomes in the town have risen and a fast main road to a city 25km away has been 
open for 6 months. The owner of Eazicut is seriously worried. She is considering the following options: 

• anadvertisingcampaign 

• betterequipmenttoreducethetimetakenforeachcustomer 

(a) ExplaintwosupplyfactorsthatmighthavecontributedtoEazicut'sfallingprofits. 

(b) Explain two demand factors that might have contributed to Eazicut's falling profits. 

(c) Using supply and demand diagrams, show how each of the owner's two options will increase the number of customers. 
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Supply and demand diagrams may be drawn with no numerical axes but make 
sureyouclearlylabeltheaxes,thesupplyanddemandcurves,theequilibrium 
prices and quantities. 

4#frldi·IGtfflM 
A market brin~ buyers and sellers of a product together. However, it is not 

7 Definethefollowingterms: 

(a)supply 

(b)demand 

(c)marketprice 

Answers on p.209 

~::;:{: 1:::;:i~h~hi: ~~~tc:/e ~e :~:~~k:: ;;::i~~:here ~lll!\111'.Z!!!IE!I,""" ___ l 
typ€s of shoes and boots. Very few prople would think the market for ladies' 

8 
~:: :;;;a:c:~~~l:~neg ;::\ng/ 

fashion shoes is the same market as for work boots or golfing shoes. A business construction industry or in the 
muse be able to define its market for its own prOOucts in order to make sure 'what to wear on your feet' market? 

that they are app€aling to the correct type of customer when the business 9 Suggest one way your answer to 
carries out marketing activities and takes account of its competitors. Businesses the above question might affect 
have a choice; their products can be either prOOuct- or market-orientated: the way the business carries out its 

• Produc t-orienta t ed. This means producing a product and then crying to marketing. 

sell it. This will involve a focus on research and development. 

• Marke t-orie nta ted. This means finding out the net'ds of the market and 

then producing a produce to meet those needs, whatever they are. This will 

involveafcx:usonmarketresearch. 

Consumer/producer markets 
Defining the buyer in a market is very important because this will dee.ermine 
how to market a produce. The seller muse try and meet the needs of the 

buyer. Many products are designed to be sold co consumers. Consumers are 
the end-users and buy goods ,uch as shoes, cell phones, fiuy drinks, furniture 

and hou,ehold items. They typically buy from a score or increasingly online 

and are looking for products that make them feel good. Other produces are 

bought by producers who will use them in production. These include goods like 

tractors, office equipment, lathes and other machinery. PrOOucers are looking for 

technical performance, efficiency and low cost. They will often buy from sales 
staff, from dedicated wholesale stores or direct from the seller. 

Selling in a consumer m arket involves marketing co many people who the 

seller does not know and arranging suitable distribution channels. Selling in a 

producer market involves marketing to a smaller number of buyers, many of 

whom can be approached directly and are less influenced by advertising and 

morebyspecificationandprice. 

10 Consider the following products. For each, decide whether it is a consumer 
or a producer product. 

(a)shrinkwrappingmachine 

(b)eveningdress 

(c)bubblegum 

(d)largecomputersystem 

(e)spreadsheet 

(f)salooncar 

Answers on p.209 

Answers on p.209 

Consumer marke t: a market where 
themaincustomersareindividualsor 
households 

Producermarke t: amarketwherethe 
maincustomersareotherbusinesses 

Whenansweringamarketingquestion 
makesureyouidentifythetypeof 
markettheproductisbeingsoldin 

l beforeconsideringmarketingmethods. 
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Location 
A market may be found in a national, regional or international setting. Each has 
customers with different needs ar.d businesses must be aware of this. ::,()IT){' 

markets are extrffilE.'ly local with buym looking for sellers 'M10 are nearby. Services 
such as small shops. restaurants ar.d garages are ofr.en locat.E.'d close to where 
customers might be. Businesses in local markets are fir.ding that the internet means 
that consumers far away may be able to buy online, ar.d the increase in the size of 
businesses means many local services are now provided 0/ large national finns. 

National, regional and international markets 
• National markets - many countries haw consumers with national 

characteristics and needs. A country forms a distinct unit that makes it a 
target for marketing to. National transport systffils, laws and behaviour 
mean that businesses that are large eriough to market to the whole country 
can use mass media co do so. 

• Regional markets - these are the next sr.ep up goographically. A regional 
market may cover a set of countries that have something in common, e.g. 
belonging to a free trade area like ASEAN, a political group like the EU 
orbeingclosetogethergoographicallyorculturallyliketheMiddleEast 
countries.Sellingtoaregionmeansthattheproductsofferedacrossthe 
region must be similar and marketed in similar ways. 

• International markets - many consumers across the world have the same 
needs. Globalisation has meant that products that appeal to human needs 
are now market.E.'d across the world. Soft drinks, coffee, fashion wear and cars 
are now globally marketed, with the same techniques possibly adjusted for 
small differences between countries and regions. This means that the global 
message must be the same in every place a product is sold. 

Market size, market share and market growth 

11 Assigntheseproductstooneofthe 
followingtypesofmarket-local, 
national,regionalorinternational. 
(a)jeans 

(b)painter/decorator 
(c)chocolatebar 
(d)golfclub 
(e)oildrillingequipment 
(f)sportscar 
(g)cigarettes 

Answers on p.209 

• Market size is the total sales by all the businesses supplying that market. It is Market size: the total sales revenue or 
usually expressed in sales revenue that will equal total consumer spending on volume in the market. 
all products in that market. Sometimes sales volume is used as a measure of Market growth: the absolute or 
size. This could be total tonnes, litres or unit numbers. Market size measures percentage increase in the size of a 
how large a market is. market 

• Market growth is the percentage or absolute increase in the size of a Market share: the percentage of 
market. This is a measure of how fast the market is growing. the total market held by a business or 

• Market share is the percentage of the total market held by a business or product. 
product. Umallythisismeasuredbyvalue. '---------

market share = sales value or volume of business x 100 
total market sales value or volume 

Problems associated with measuring market share and growth 
• It may be difficult to define a market accurately. 

• Data will never be totally up to dace and are difficult to obtain. 

• Products may change rapidly. 

Implications of changes in market growth 
and market share 
Underscar.ding marketgrowth is important because: ~ 

• the faster a market grows the more attractiw it is to firms who might decide : • ~ • h d fu 

toenterit ; ~:;r:~\:::~rk;t(;~ac~;s~~ 
• firms in a growing market are likely to see sales rise with the market growth market size) with changes in market 
• firms in a growing market are likely to face more competition share (changes in% of sales held by 

one firm). 
• a declining market may mean falling sales and more competition 
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Understanding market share is important because: 

• it enables a business to compare performance with competitors and its own 
targets 

• a high market share generally meam a business has been successful in 
meeting customer needs and gaining some control aver the market 

• a high market share may mean either competition is likely or that any 
competitionhasbe€nminimised 

• a low market share may indicate a new prodlKt or that a product is near the 
end of its life, or possibly a market with a large number of businesses 

Market share data must be analysed carefully in order to decide which 
explanation fits. This understanding will enable a business co make decisions 
about its marketing activities. 

4·14 MIOi:Ei,Hffifi 
Computer tablets: Worldwide sales quarte r 2, 2011-12, 000s units 

Others 3,668 3,067 

Total 15,042 24,994 

1 Outlinereasonswhythisdatamaynotbeaccurate. 

2 Calculatethefollowing: 

(a) the missing market shares 

(b)totalmarketgrowth,absolutelyandasapercentage 

3 To what extent is the worldwide tablet market growing? 

4 Explain which company would be most pleased with these figures. 

5 Explainwhichcompanywouldbeleastpleasedwiththesefigures. 

6 Discuss whether the tablet market is becoming more competitive. 

7 Choose two of the five named companies. Using the data, suggest possible 
objectivesforeachoftheminthenextyear. 

Many products and services are sold to meet consumer needs. Consumers 
sometimes buy direct from a prodlKer (restaurant meals, craft fairs) and often 
from a dimibucor, i.e. from a shop or market stall. le is difficult for a producer co 
communicate to all consumers who may buy on the basis of emotion or envy 
and be heavily influenced by fashion or advertising. 

Producers are looking for different produces, often components or machinery, 
and will buy in an industrial market, often referred to as business-to-business or 

B2B markets. Buyers are S€€king performance, efficiency and low cost as they will 

(a)marketshare 

(b)marketgrowth 

(c)consumermarket 

(d)nationalmarket 

Answers on p.209 
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use the produces in their business ro produce finished goods for sale. Suppliers 
will only need to find ways to market co appropriate businesses rather than 
engage in mass marketing. 

13 Decidewhethertheseproductsaresold inconsumerorindustrialmarkets: 
(a)coughsweets 

(b)30tonnelorry 
(c)Wellingtonboots 
(d)pocketradios 

(t)brakesforcars 
14 Identify one difference in the way a product may be marketed to a consumer market compared to a producer market. 

Answers on p.209 

Product differentiation and unique selling point (USP) 
Product differentiation is the degree ro 'Mlich customers perceive a produce 
or brand to be different from the competition. le enables a business to build 
value and customer loyalty. 

USP is the one particular factor chat makes a produce different. Consumers then 
feel that only this product meets their needs and will often be willing to pay a 
prem1umpnce. 

Produce differentiation or a USP can be achieved through: 

• advercising.marketingorprice 

• individual design or performance 
• packaging and branding 

• distribution methods 

15 Define USP. 
16 State two ways a business may create a USP. 

Answers on p.209 

Productdifferentiation: thedegree 
to which customers perceive a product 
orbrandtobedifferentfromthe 
competition. 

Uniquesellingpoint(USP): theooe 
particularfactorthatmakesaproduct 
different 

Bepreparedtoillustrateyouranswers 
withanexampleyouhaver-arched 
or know about. 

·-~~Mll!J::/~i~i!it!\D1tli~::~ft!ii~·~,f~·\C;Rm•EitDil!·t.,_~~~~~~~~~~~~--4~ 
Niche marketing is 'Mlen a business satisfies the needs of a small segment of a 
larger market. le is vital to identify the particular needs of this segment before 
marketing the product. Niche markets often: 

• are concerned with specialist produces 

• enable the first company to enter co build a dominant position 
• allow businesses to charge a premium price and are thus very profitable 

• are relacivt>ly small with restricted growth potential and little opportunity for 
reducing average production costs 

• become competitive as businesses are attracted to high profit margins 

Mass marketing is selling co the whole of a market. This means a business must 
be able to supply large quantities of a produce that appeals to all the market. 
Massmarkecingbusinessesohen: 
• supply large quantities at low prices 

• create a brand that customers can easily identify 

Niche marketing: 'Mlenabusiness 
satisfiestheneedsofasmallsegment 
of a larger market. 

Mass marketing: sellingtothewhole 
of a market. 
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• need to ,pend large amounts on advertising 
• need mass distribution channels 
• operate in competitive markets 

• try andbuildupaUSP 

GMrrM:i2iiH:l::Hiffll 
Niche marketing is a particular form of segmentation. Segmentation is the 
process of identifying particular groups in a market that have similar needs and 
wanes. le requires market research to establish the segments. These groups are 
likelytohavechesamecharacceristicsmeaningthat: 

• marketing can be aimed specifically at these groups and not at people 
unlikely to buy 

• the produce can be differentiated to appeal to the segment 
• other niches may be found chat have little or no competition 

Important segmentation methods 

Demographics 
• Age: different ages tend to have different needs, e.g. most mobility 

scooters are used by older people; younger people have particular needs for 

• Gender: cosmetics are primarily used by women. 

• Type of household: people living on their own have different needs from a 
family group with children. 

Socioeconomic factors 
• Socioeco nomk group (SEG): measured by a mixture of income, education 

and occupation ~ different SEGs might read different newspapers. 

• Types of products purchased: a detailed database may show variation in 
the timing of purchase and type of product bought. 

Psychographics 
• Personalityandattitudes: psychologistsidentifydifferenctypes,e.g.early 

adopters will buy new products as soon as they come out, for a high price. 

• Lifestyle: full-time workers need different things from those who have 
retired. 

• Geographical location: different areas may show different preferences. 

Once a segment has been identified, appropriate marketing methods can be 
usedtoinfluencethoseinthesegmenttobuy. 

Portfolio analysis 
Portfolio analysis considers the range of products a business produces in the 
light of the markets it operates in. It considers market growth, market share and 
segmentation in order to plan the best range of produces to meet objectives. 
The marketing activities can then be applied to this range. 

Porcfolioanalysiscanensurethatchereis: 

• always another product to replace one that is losing sales or market share 

• flexibilityinachangingmarketsituation 

• revenue to cover loss from a fail ing produce 

Segmentat ion: theprocessof 
identifyingparticulargroupo;inamarket 
thathavesimilarneedsandwants 

Donotassumethatusingmarketing 
methodsorsellingintoanichemarket 
will automatically be successful. 
ldentifythefactorsonwhichsuccess 

\ maydepend. 

When considering any marketing 
questionmake sureyoudetermine 
whatthemarketisandhowitmight 
besegmented. Yourdecisionsshould 
theninformyourreasonsforany 
marketing activities suggested. 

17 Explain the meaning of the 
following terms: 
(a)nichemarketing 
(b)segmentation 

18 Suggest two ways a market may be 
segmented. 

19 Giveoneadvantageofportfolio 
analysis. 

Answers on p.209 
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Market research 

·•~·mil~::!file\l,.~i:!!llt:13·~·1:~Il!fmiil'lii¥1i!i~U~·mt._~~~~~~~~~~~~~ 
Market research is the process of gathering information about markets, 
customers, competitors and the effectiveness of marketing methods. 

The purpose of market research 
Market research attempts co find out the characteristics, wanes and needs of 
customers in a market. It is invaluable in providing information to enable market 
segmentation and appropriate marketing methods. It might involve: 

• idencifyingagapinamarkec 

• forecasting likely demand or sales for existing or new products 

• finding information about market trends 

• providing information on consumer characteristics 

• measuring the effect of marketing methods 

le does this by using primary or ,econdary research methods chat generate 
quantitative (expressed in numbers) or qualitative (expressed in relation to 

quality, not numbers) information. 

Marketresearch: theprocessof 
gathering information about markets, 
customers, competitors and the 
effectiveness of marketing methods 

20 Suggestfourthingsabusiness 
sellingaS30dollmightliketofind 
out about possible customers. 

Answer on p.209 

·•~x~tn~ttffl~·m·1ttta·mEtt11m1~1,nn~f~B11,n1:r1+z-1~·~,rnD1~1:m1:o._~~~~~~~~~~----4~ 
Primary or fi eld research is gathering information for the first time, directly 
from sources in the market. le is under the control of the business carrying it out 
so the information should be accurate and relevant. Primary research can be 
expensive and time cons.uming so many businesses choose to pay a specialist 
market research agency co carry it out. Secondary or desk research is using 
informationthathasbeengatheredalready,eitherbythebusinessorbyother 
organisations, ohen for a different purpose. 

Arr-tresearchmaybequantitative(seekinginformationthatcanbeanalysed 
numerically) or qualitative (seeking information about attitudes or opinions). 

Primary research methods of gathering information 
Primary research involves contacting customers directly. The most common 
methods are outlined below. 

• Observation - the researcher watches the behaviour of people via a 
camera or directly. Observation gives information on how cons.umers behave 
when they are deciding 'Mlat co buy and when faced with, for example, 
product displays, price information or differing shelf heights. 

• Surveys through questionnaires or interviews - these may be face-to· 
face, over the telephone, by post or websites. Questionnaires may have 
closed questions that have a list of possible answers or open questions 
that allow the respondent to reply as they feel. lnterviE",Vs may be 
structured (the respondent answers specific pre-sec questions) and the 
results are easy to analyse. or unstructured (the interviewer may ask any 
questions and is free co allow the discussion to cake a different course) and 
theresultsaremoredifficulttoanalyse. 

Surveys ohen have a low response rate unless the respondents have agreed to 
take part beforehand. 

Primaryorfieldresearch: gathering 
informationforthefirsttime,directly 
fromsourcesinthemarket 

Secondaryordeskresearch: us.ing 
information that has been gathered 
already,eitherbythebu1inessorby 
otherorgani!.ations 

21 Definethefollowingterms: 
(a)marketresearch 
(b)primaryresearch 
(c)deskresearch 
(d)qualitativeresearch 

Answers on p.209 

Makesureyoucarefullyconsiderthe 
advantagesanddisadvantagesoftypes 
ofresearch.Primaryandsecondary 
maybeapplicableindifferent 
situations,bothgiveusefulinformation 
andbothmaybeexpensiveor 
relatively cheap. 
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• Focus groups or panel discussions - selected small groups take part in 
discussionledbyaresearcher.Typicallythegroupisselectedtorepresenta 
target market and the aim is often co find out consumer attitudes and views 
about a new or an existing product. 

• Test marketing- a new product is actually sold in a small selected area, 
oftenbeforeafull-scalelaunch.Potentialproblemscanthenbesolvedbefore 
they become coo costly. Test marketing gives information about real buying 
behaviour. 

• Store cards and databases - the information from these tells a business 
exactly what consumers are buying and can be linked to information from 
other databases co give a detailed picture of customer trends. Sellers can use 
this to target offers and produces co particular people, based on their 
purchasing behaviour. 

Secondary research 
Secondary research involves using existing information. This may come from: 

• government produced data 

• tradejournals 

• incernetsites 

• businesslibraries 
• companyreports 
• internal customer and production records 

W4®4::Hirtffll 
There are two reasons for not asking everybody from the group of people a 
business is interested in: 

• itisexpensive 
• not everybody needs co be asked to obtain a statistically valid result 

So market research generally uses a sample selection of people drawn from the 
target group. The larger the sample, the more accurate the results are likely to 

be. The correct method of sampling (choosing the people to ask) must be used 
so chat the sample represents the group a business is interested in. The target 
group is the population and a random sample will mean chat every member 
of the population has an equal chance of being chosen. The sample will then 
represent the population. 

Stratified sampling 
Stratified sampling is an attempt co obtain a random sample by dividing the 
population up into sections (strata) that are distinct. For example, a chair 
manufacturer may be interested in the views of likely buyers. The population 
couki be divided into a number of strata - by gender (male/female1 age 
(grouped into 10-29, 30-39, 40-49, SO+) and house type (number of rooms). A 
sample is chosen so chat the percentage of people in each strata is the same as 
in the population. The people who would be asked are then chosen randomly, 
perhaps by computer. 

Quota sampling 
Quota sampling is an attempt co obtain a random sample by dividing the 
population into a number of similar groups. A quota or sec number of people 
with each characteristic is then decided, e.g. 18 men aged 20-29, 16 women 
aged 20- 29, 29 men aged 30-39, 17 women aged 30-39, giving a sample size of 
80. Choosing the individuals can be done in a variety of ways - picking people 

22 ldentifytwodisadvantagesforeach 
ofthefollowingresearchmethods: 

(a)surveys 

(b)observation 

23 ldentifytwoadvantagesforeachof 
the following research methods: 

(a)focusgroups 

(b)testmarketing 

Answers on p.209 

lfyouareaskedtorecommenda 
methodofmarketresearchexplain 
atleasttwoandcommentontheir 
advantages and disadvantages in 
relationtotheobjectiveofthe 
research,thenmakeachoicebasedon 
youranalysisofthemethods. 

Population: thetargetgroupof 
people for the research 

Random sample: asampleinwhich 
eachmemberofthepopulationhasan 
equalchanceofbeingchoseo,whic:h 
meamthesamplewillrepresentthe 
views of the population. 

Stratified sample: asampleformed 
by dividing the population into groups 
withsharedc:haracteristicssothat 
thenumberofpeoplechosenreflects 
thepercentageofthatgroupinthe 
population 

Quotasample: asamplein\11/hich 
setnumbersofpeoplewithdifferent 
characteristicshavebeenchosenforthe 
sample. 

Market research 0 



from the meet until the quota is reached is less random than using a computer 
togenerateaddresslistswhicharethenvisited. 

Choosing a sampling method 
There is a trade-off between the cost and ease of gaining a sample and its 
accuracy. It becomes more expensive to obtain a more random sample Some 
methods of choosing who is to be sampled are: 

• ~:::::~o~=:~:~--:-~~earchers choose people in the easiest w~ for ~lllt\!11'.Z!!!!mlt"""---l 
• Snowball sampling- a small number of people are chosen and asked co 

suggest other people. Noe very random. 

• Sys t emat ic sampling - a systematic choice is made, e.g. every tenth house 
inachosenstreetandarea.Morerandom. 

• Multi -stage sampling - a starting selection is chosen. Those who do not 
respond are substituted by another similar person. Random if systematic 
methods are used. 

4'14 MH,fi,@t+ 
1 PeterPopeisthinkingofsellingshirtsmadeofanew,expensive,synthetic 

material that is easy to wash, needs no ironing, wears well and is extremely 

(a) SuggesttwopossibleobjectivesforPeter'smarketresearch. 

(b)Produceatableshowingtheadvantagesanddisadvantagesofpossible 
informationgatheringmethodshecoulduse. 

2 Drawaspiderdiagramtoillustratetheadvantagesanddisadvantagesof 
possible sampling methods. 

Limitations of sampling 
• More random methods will be more expensive but more accurately reflect 

the population. 

• The population may change between selecting a method, carrying out the 
researchandthefinalresulcs. 

• A random sample will take longer than a non-random sample to design and 
carry out. 

24 Explaintheterm'sampling'. 

25 Explain the difference between a 
quotaandastratifiedsample. 

26 Explain the importance of 
obtainingarandomsample. 

Donotconfusethemethodfor 
gathering information with the 
samplingmethodusedtochoosewho 
to ask. 

4'i4M·:Fi4@@ 
Designprimarymarketresearchto 
findoutthemostpopularstudent 
drinkinyourschoolorcollege.You 
mustchooseandexplainyourchoice 
ofgatheringinformationandthe 
samplingmethodyouwilluse. 

·•~x1rnim:@D1a1:wm1a-1~;;~tttMa:·mi:ttt~~~~~~~~~~~~~~~---4~ 
Reliability of data collection 
The reliability depends on the methods used co collect information. Results will 
be less reliable if: 

• questionnaires had questions that were difficult to understand or led 
respondentscogivecertainanswers 

• interviewers did not have enough tra ining 

• respondents deliberately did not give their real views or said what they 
thought the interviewer or other group members wanted to hear 

• the sample size was too small 

• the sampling method failed to give a representative sample 

• inappropriate analytical methods were used 

le is important to consider these when planning market research or analysing 
results obtained. 
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Presenting and analysing information 
Market research information is usually presented in the form of a report 
containing graphs, charts, tables and diagrams. Careful choice of the 
method of presentation will enhance the points being made in the written 

Table1 Presentingandanalysinginformation 

i.fi@i,\#·1¥ 
Tables • Organises large amounts of data • Not visually interesting 

• Connections betwet>n variables easy • Quantity of information difficult to 
understand 

Pie charts • Easytoseepercentageoccurrence • Only one variable dis.played 
• Can show absolute values • Onlyusefulfor3- 7categories 

Bar charts • Visually interesting • Difficult to interpret if more than two 
• Simple to interpret variables are shown 

• Quantityofinformationdifficultto 
understand 

Pictographs • Easy to read • Absolute numbers difficult to show 
• Connections betwet>n variables easy • May be misleading as 2D illustration 

maynotrepresentanumberexac:tly 

Scattergraphs • Clear visually • Mayrequirecomplex'>tatistical 
• Trendsorrelationshipsmaybeeasy analysistodetecttrendorrelationship 

• Quantityofinformationdifficult to 
understand 

Line graphs • Clearvisuallyandenablecomparisons • Possibletobemisledbynotchecking 
• Showchangesovertimeclearlyand valuesofaxes 

enableforeca'>ts • Limitedtosetvaluesonaxes 

27 Outlinetwoadvantagesandtwodisadvantagesofusingthefollowing 
methods to display information: 

(a)linegraph 

(b)piechart 
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Analysis of market research results 
The important aspects of data are the central tendency and the spread from the 
highest to the lowest value. 

Measuring the central tendency 
• Mean or arithmetic mean - the mean is calculated by adding up all the 

numbers in the data and dividing by the total number of numbers in the 
data, e.g. if there are 20 numbers in a set of data and the total sum of chem 
all adds co 260 the mean will be 260/ID = 13. 

• Median - the median is the middle number when the numbers in a set 
of data are arranged in a,cending or de,cending order, e.g. the median of 
50 numbers will be a value half way between the 2Sth and 26th highest or 
lowest number. 

• Mode - the mode is the most commonly occurring number in a sec 
of data. 

Thewayinformationispresentedis 
importantThemethodusedmustbe 
clearandappropriateforthepurpose 
andtheparticularbusinesssituation. 

Mean: anaveragecakulatedbyadding 
upallthenumbersinthedataand 
dividingbythetotalnumberofthe 
numbers in the data 

Median: themiddlenumberlo'lhen 
numbersinasetofdataarearranged 
indes.cendingorascendingorder. 

Mode: the moil commonly occurring 
numberinasetofdata 

Market research @ 



2,025 

Mean. The mean hoors worked is calrnlated by finding the total hoors worked 

and dividing by the total number of workl.'fs. The total wage co lumn shows the 

totalhoursworkedateachwagelevelandtheseareaddedtogiveatotalof2,025 

hours. This is divided by the number of workers (60) to give a mean of 33.75 houri 

peremployeepl.'fwork 

Median. There are 60 employee1 so the mKidle numbff will be between the 30th 

and 31st employee when arranged in ascending or descending order. Thi1 wi ll be 
in the 35 hours worked per week so 35 hours i1 the median. 

Mode. The most commonly oa:urring hours woo:ed i1 35 per weel::(24 employees). 

Range. The range measures the difference between the lowest and highest values 

Thelowesthoursworkedare20andthehighestare45sotherangeis25hoors. 

lnter-quart il e range.Theworkerone-quartl.'fofthewaythroughthedatafrom 

the lowest hours worl<ed wi ll be the 15/16th employee and will be WOfking 25 

houri. The worker three-quarters of the way throogh the data from the lowest 

houri worl<ed wi ll be the 45/46th employe.- and will be worl<.ing 40 hours. The 

intl.'f-quartilerangeis40- 25 = 15hoursw0fked. 

Measuring the spread 
• The range - the range is the difference between the lowest and highest 

values in a set of data. It gives an idea of how spread out the data is. 

• Th-2 inter-quartile range - the inr.er-quartile range contains the middle 50% of 
thedata.ltisthenumberthatisone-quarr.erfromthelawestvaluesubtracr.ed 

from the nWTiber that is thr-quartm towards the highest value. A high value 

for the inter-quartile range indicar.es more spread out data than a lower value. 

4'14 MH,Fii@ii 
Weekly spend by consumer households on cosmetics 

Usingtheinformationinthetablecalculate: 

(a) themeanweeklyspendingbyhouseholdsoncosmetics 

(b)themedianwe.-klyspendingbyhouseholdsoncosmetics 

(c) themodeweeklyspendingbyhouseholdsoncosmetics 

(d)therangeofwe.-klyspendingbyhouseholdsoncosmetics 

(e) theinter-quartilerangeofwe.-klyspendingbyhouseholdsoncosmetics 

Themainfocusinexaminationsisthe 
useofdatainprovidinginformation 
tosolveaproblem,notincarryingout 
specificcalculations.Youmaybegiven 
dataintheformoftablesorcharts 
andwillbeexpectedtoapplyyour 
analysistothequ~tionset. 

Range: thedifferencebetweenthe 

IOW"e1tandhighe5tvalue1ina1etof 

data 

lnter-quartil e range: themiddle50% 

ofasetofdata. ltisthediffereoce 

between the 25% and the 75% 

numbers when the data is arranged in 

ascending or descending order. 

28 Define the following terms: 

(a)mean 

(b)mode 

(c)range 

Answers on p.210 
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•t!iitfi~·~tla-~1t¥1=·11~1,:,;~:1:;111a,m1Gfflfl111-111@~1a1:+~+m-1z;;m1-t-~~~~~~~~~----4~ 
Market research can cost a great deal of money. It may go out of dace quickly. 
The results may be inaccurate and not truly reflect what is actually happ€ning 
in the market. However, it can give a large amount of information about market 
trends, customer attitudes ar.d the competition. This meam chat costs can 
be saved, products designed to meet needs, and marketing methods can be 

designed for maximum effect. 

Planning is necessary to make sure that the real benefits are realised. This means: 

• seccingclearobjectives 

• deciding appropriate methods 

• clear presentation and analysis of results 

The marketing mix 
The marketing mix is the combina.tion of product, price, promotion and place 

(the 4Ps) that is used to make sure that customer requirements are met. 

f itmM,,M,\21-iG,Ui,,fii@il:IMQtl1iD 
Marke ting is the process that identifies, anticipates and supplies customer 

requirements profitably. The elements of the marketing mix must be 

combined together in an integrated way 50 that each one reinforces the 

other three. 

• Product irdudes design, function, colour, level of service and quality. 

• Price may be high or low in relation co coses or competitors' prices. 

• Promotio n is the methods used to inform or persuade consumers, 

including advertising, offers and sponsorship. 

• Place is the methods used co get the product to the customer. It includes 

physical means of transport and where and how customers can obtain the 

product. 

Ma rketingmix: themmbinationof 
product, price, promotion and place 
thatenablescustomerrequirernentsto 
be met. 

Marketing: theprocessthatidentifies, 
anticipates and !.Upplies rustomer 
requirements profitably. 

Whendiscussingthemarketingmix, 
makesurethatalltheelementsare 
integrated, e.g.anexpensivejacket 
ismadeofhigh-qualitycloth,issold 
inexclusivestoresandpromotedin 
magazinesreadbypeoplewithhigh 
incomes. Showing how marketing mix 

[ elementsareintegratedisanalysis. 

•tui~tt!ffll· Z·~ttlil· ~·IG~:l~imiD1t~B~·ID::!Hli~dmttJD·E43ii!•t-~~~~~---------------------4~ 
The 4Ps deal with the practice of the business. The 4Cs consider the customers' 

point of view and force the business to give a real reason for people to buy its 
product. The 4Cs are customer solution, cost to customer, communication with 

customer and convenience for customers. 

• Custom er solution sets out the customer's perception of the produce and 

thevaluetheyplaceonit. 

• Cost to custo mer is not the price but the real cost as the customer 

sees it. Buying one product means another one will not be bought 50 a 

business must offer something more than the competition to make 

surethecustomerseesvalueintheproductandwillbepreparedtopay 
foric. 

• Communication with the customer means not just telling them about a 

product but engaging in a dialogue and interacting with the customer to 

form a real relationship. 

• Convenience for customers means making it as easy as possible for the 

customer to obtain the product. 

29 Define the marketing mix. 

30 Statethefourelementsofthe 
marketing mix. 

31 ldentifythe4Cs. 

Answers on p.210 

i"i4 it9 ·1:Fiitffifi 
Producesomenotesforanew 
marketinginterninaholidaycompany 
toinformhimorheraboutthe 
relationshipbetweenthe4Psandthe 
4Csandhowthesemightbeusedto 
increase sales. 

The marketing mix @ 



Table2Howthe4Cs relatetothe4Ps 

Product The product or service Customersolutioo/valve Thevaluethecu~omer 
produced by the bus.iness. places on the product 

Price Whatthebus.inesscharges Theco~thecustomersees. 
customers for the product 

Promotion Whatthebus.inesstells Communication with Howbus.inessesand 
customers relate to each 
other. 

Place Wherethebus.inesssellsits Convenience for customer How customers obtain 
products 

Ways in which customer relations can be improved 
The key to improving customer relations is for a bus.iness co create a close 
relationship with its customers. This means more than just integrating the 4Ps 
and 4Cs. It means a focus on customer·friendly activities and making sure that 
all employees have a real commitment to customer service. Here are some wa'/S 
thatthiscanbeachieved: 

• employees use non-aggressive language in speaking and writing 

• clearorderinginstructions 

• contactpagesonwebs.ites 

• fast answering of e-mails 

• freetrialsofproducts 

• ir.centivesandfreegifts 

These will create a bond with customers and encourage customers to always 
think of buying from that business first. 

Product ir.cludes goods and services and products as well as the many products 
that ir.clude both. A good may be a hat, a pen or a car. A service may be 
haircutting. imurance or shipping. Products ir.cluding both may be a restaurant 
meal, servicing a car or travel with meals prOYided. All aspects of the product 
muse give customers satisfaction if customer relations are to be good. 

Product attributes 
Product attributes are the characteristics chat make a product what it is. 
These can be tangible, physical attributes such as shape, materials used or s.ize. 
They can also be intangible invisible attributes such as quality, how fashionable a 
product is or customer perception. 

Table3 Attributesofanexpensivecar 

O ffigi~.s.izeandpower r·flii·ffi.11114 
• seatcovermatenal 
• trunk size 

IM@fi¥hHHm l" ~ae,sh,p sho=owamrnch 
• may1mpressopposrtesex 
• freedomtodnvefast 

The importance of product development 
Product development is the creation of produces with new or different 
characteristics chat offer added value to the customer. This can happen either 
with an entirely new product or through modifying an existing product. Product 
development can take place with products or services. 

Product development takes place: 

• to maintain or imprOYe sales or market share in a competitive market 

• to build a brand image 

productsintheeasie~wifi 
for them. 

Customerrelations:theresultofthe 
wwtsinwhichabus.inessinteractswith 
its customers 

32 ldentifythreewayscustomer 
relations may be improved. 

Answer on p.210 

Productattribute: acharacteri1tic 
thatmakesaproductwhatitis.ltcan 
betangible(physical)orintangible 
(non-phys.ical}. 

Productdevelopment: therreation 
ofproductswithnewordifferent 
characteristic1thatofferaddedvalveto 
thecu1torner. 
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• to make it difficult for competitors co enter the market 

• naturally in the case of technology-based products 

• due co managers' desire to develop new ideas 

Asset-led product development (product-focused) 
Product development may be asset led. These products will be developed by 33 List two possible tangible and two 
research and development within a business and then markets. The business will possible intangible attributes of the 
then seek markets to sell them in. following products: 

Market-led product development (customer-focused) 
Businesses use market research to find out what customers are interested in. 
They then design a product that will meet these needs. 

Product development is essential in markets where customers' needs are 
changing and where competitors are always looking for an advantage. Failure to 

develop new prOOucts will mean a business is likely to close unless it constantly 
re-invents its products in the eyes of the consumer. 

4ittfflffifitffl@ 
Product life cycle theory describes five stages from development to decline. 
Many products fit this pattern but have different time scales. Cassette players 
lasted 30 years and Coca-Cola is still selling aher over 100 years. 

The stages of the product life cycle 
• Development - a new product is researched and created but is not put on 

generalsale,thoughtheremaybelimir.edtestmarkecing. 

• Introduction - the ne-w product is launched into the market. Sales will be 
slow to start with and there may be heavy advertising and promotional costs 
to make consumers aware of the new product. Price may be high, especially 
if the prOOuct is r.echnologically advanced or very different to existing 
products. But price may also be set low co encourage consumers to buy. 
Introductory offers are common. Many products fail at this stage. 

• Growth - once established, sales increase fast as promotion, media 
attention and consumer awareness cake effect. Profitability increases. There 
may be the beginnings of significant competition as other businesses see an 
opportunity for similar products. 

• Maturity - sales will plateau out as most of the consumers interested in 
the product are now buying it. There may be intense competition and heavy 
promotion costs. However, these may actually fall as consumers develop 
brand loyalty and do not have to be persuaded so much co buy the product. 
ltislikelythacamatureproductgeneratessignificantsales,profitsand 
market share. 

• Decline and extension strategies - sales fall quickly as consumers are less 
interested and the product may be becoming replaced by newer technology, 
increased competition or changing consumer castes. A business has a choice 
between: 
- letting decline continue without spending much on marketing. This will 

still produce profits for a time but may mean consumers associate the 
firm with decline. 

(a)electrickettle 
(b)restaurant 

34 Defineproductdevelopment. 

35 Statetworeasonsitmaybe 
important for a business. 

Answers on p.210 

stagesfromdeYl'lopmenttodedine, 
shoo.vingsalesovertime 

- stopping selling. This will require other products to be soki to ensure 36 Define the term 'product life cycle'. 
sales and profits continue. 71 State the five stages in the product 

- engaging in an extension strategy to enable continued or improved sales. life cycle. 
This may include special offers or promoting new uses for a product. This 38 What is an extension strategy? 

will often mean altering the marketing mix by heavy promotional Answers on p.21 O 
spending co rebrand, e.g. as lucozade did by changing a drink for sick 
people into a drink for active trainers. 
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Developrr. t 

Figure4Theproductlifecycle 

Theproductlifecycleonlygivesguidanceabouthowtomarketaproductat 
eachstage.lnmakingadecisionotherfactorsmustbetakenintoaccount 

How product life cycle stage influences marketing 
activities 
The produce life cycle gives an indication of what marketing a business might 
carry out for products at different stages. All the marketing activities should be 
designed to meet consumer needs and expectations. 

Developing ideas Initial design or • Modified 
and prototypes. model in light 

of introduction 
feedback 

• More models 

116\MM 
Continue existing 
models,orstop 
lower selling 
models,orbrand 
extension to other 
models. 

• High {skimming} Possibly lower to Possibly lower 
attractmoresales tokeepsales 

(penetration) 
• At going market 

Awarenessraising Heavyadvertising Continuing:to 
before launch. and promotion to capture sales and 

loyalty. 

as competition 

Possibly heavy to 
fight competition 
or less with good 
customer loyalty. 

Possibly sell 
profitable models 
only or extend 
with low cost 
changes 

Lowered or heavily 
discounted. 

Much reduced 
to save costs or 
special offers 

Could concentrate Wider distribution Continuing wide Possibly continued 
on key test areas. to gain more distribution or wide distribution 

A pricing strategy is how a business sets its prices OVff a mediWTI· to long-term 
time scale. Demand and supply theory indicates that lower prices will mean more 
sales, but the reality is more complicated. Prices are linked to consumer perception 
of quality, and a high price may be seen as soo,,..;ng a quality product so more 
sales follow. A business can consider setting a price within a range from highest 
possible (what the market will bear) co lowest possible (just CO',lering costs). 

amcentrate on or concentrate on 
profitable areas profitable areas. 
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Factors influencing setting a price 
Competition: con,umers are aware of a range of prices so a business must decide 
where co place its price in relation co competitors - the same, higher or lower. 

• Costs of production: a business must set a price that covers the cost. 

• Price elasticity of demand: the effect on demand ofa change in price (see 
be=) 

• Quality: ahigherpricecanbechargedifcon,umerscanbeledcoseethe 
prOOuct is high qual ity or unique co that business. 

• Demand: it may be possible co sell a product in high demand at a high price. 

• Pricing strategy: the overall plan to achieve objectives will include decisions 
on pnc1ng. 

Pricing strategies for new products 
Market skimming 
A skimming price is set very high, well above costs. This strategy is likely to be 
used for innovative technology based products or fashion items, so lack of 
competition allows a high price to recover research and development costs. 
Price can then fall when competition begins. 

Market penetration 
A penetration price is sec very low, with low profit margin to attract as many 
buyers as possible, gain brand loyalty and prevent competition in the market. 
The price may be raised later. This strategy is suitable for produces in a mass 
market where price is an important factor in the buying decision. An extreme 
form of penetration pricing is predatory pricing. i.e. selling goods at below cost 
for a time in order co drive competition away. This may well be illegal in many 
countries under competition law. 

Pricing strategies for existing or new products 
Competitive pricing 
Competitive pricing is setting a price based on what competitors charge. The 
price may be higher, lower or similar. A higher price, called premium or prestige 
pricing. is linked to higher quality, a lower price aims to appeal to consumers' 
desire for low spending. and a similar price will mean other marketing mix 
elementsareimportantinobtainingsales. 

Price discrimination 
Price discrimination means setting a different price for the same good to 
different types of customer. This may be based on 

• geography~ charging a different price in different regions 

• time ~ charging peak-time users more than off-peak or seasonal variations 
or by age 

This method is only possible when those paying lower prices cannot resell to 
thosefacedwithhighprices. 

Cost-based pricing 
These methOOs (full -cost pricing and contribution costing) use cost as a basis 
for setting a price but market conditions must also be taken into account. It is 
not effective to add a high mark-up on costs if consumers are seeking very low 
pnces. 

• Full-cost pricing adds a percentage or fixed amount onto the average full­
cost of producing a product. This is simple to calculat.e and will give a certain 
profit level assuming the costs are accurately known and all production 
is sold. 

Skimmingprice: askimmingprice 
strategy sets the priceofanewproduct 
hightogainhighprofitmarginsand 
allowapricefallasmmpetitionarrives 

Pene tra tionprice: apenetration 
pricestrategysetsthepriceforanew 
productverylowtoquicklygainsales, 
marketshareandcustomerloyalty. 

Compe titi ve pricing: settingaprice 
basedonwhatcompetitor:sc:harge. 

Price discriminatio n: settinga 
differentpriceforthesamegood 
todifferentrustomers,basedon 
geographical,timeorageseparation 

Q!mD 
Remember the difference between 
pricingstrategiesusedforanew 
productandthosesui tableforanew 
or existing product. 

Full-costpricing: addsapercentage 
ontotheaveragefullcosttogivea 
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• Contribution costing makes sure all variable costs are covered by 
adding a p€rcentage or fixed amount onto these costs. It gives a 
contribution to the fixed costs and oft.en a lower price than 
full-costpricing.ltisparcicularlyusedwhenthereisawideproducc 
range. 

39 State two pricing strategies that might be particularly suitable for each of 
the following: 

(a)anewcomputeroperatingsystem 

(b)ashirt 

(c)abusinessespeciallyconcernedwithmakingsurei t coversitscosts 

Answers on p.210 

Pricing tactics or methods 

Contribution costing: adika 
percentageontothevariablecmtof 
producingagood,givingapricethat 
emuresacontributionismadetofixed 

Once a strar.egy has b€en decided on, a business has to use a tactic CO actually Loss leaders: goods sold below cost to 
setthepriceO\lerashorttime. attractcustomerswhoarelikelytobuy 

• Loss leaders - setting the price of some produces so a loss is made co other goods 

encourage consumers to buy additional produces. Sup€rmarkets oft.en do Psychological pricing: setting a price 
this by selling essentials like bread and sugar very cheaply. just below a whole number, e.g. $3.99 

• Psychological pricing - ,ecting a price just below a whole numb€r co Bait and hook pricing: selling a 
make the customer fe€1 the prOOucc is moch cheaper, e.g. a price of S3.99 product at a low price but charging 
ratherthan$4.00. ahighpriceforessentialconnected 

• Bait and hook pricing - selling a product at a low price but charging a products. 
highpriceforconnectedessencials,e.g.printenarecheapbutinkcartridges '---------

areexp€ns1ve. 

40 Identify two pricing strategies suitable for a new product 

41 ldentifythreepricingstrategiessuitableforanexistingproduct. 

42 Statetwopossiblepricingtactics. 

Answers on p.210 

Makesureyouareclearonthe 
difference between pricing strategies 
{medium/longterm)andpricing 
tactics/methods{shortterm). 

4MftBMN·iGM::fi:!ICMD BI() 
A price rise will usually cause a fall in demand, a price fall will usually cause a rise 
in demand. PED deals with how much demand changes when price changes, Price elasticity of de mand: measures 
not whether demand rises or falls. the degree of responsiveness of 

demand for a good to changes in 
PED measures the degre€ of re,pomiveness of demand for a good to a change in its price. This i1 percentage change 
its price and is calculated as follows: in quantity demanded divided by 

PED 
percentage change in quantity demanded 

p€rcentagechangeinprice 

Demand can be price elastic or price inelastic: 

• Price elastic goods are sensitive co price changes, that is, a change in price 
results in a more than proportionate change in demand. The PED of price 
elasticgoodswillbegreaterthan 1. 

• Price inelast ic good s are not sensitive to price changes, that is, a change in 
price results in a smaller proportionate change in demand. The PED of price 
inelastic goods will be smaller than 1. 

pen:entagechangeinprice. 
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A game player wa1 priced at $100 and it §Old 400 u11its per week in a town. The 
pricefelltoS80aridthequa11tity sok1roseto440u11its.ThePED iscalrnlatedby: 

')6cha11gei11dema11d 

')6 chartgeinprice 

440 - 400/400x100 

S80 - $100/100x100 

40/400x 100 

- 20/100x100 

* = O.S{themi11u1sig11is1.1suallydisregarded) 

Soa20'l6plicefallhasre,;ultedina10')6risei11dernarxi. Thi1mea111thegood 
ispricei11ela1tic:,1howi11gasmallerpercentagecha11gei11dema11dtha11the 
percemagepricecha11ge 

Using price elasticity of demand in pricing decisions 
PED tells a business something about its market. A good with a high PED 

(elastic) is likely to have many possible substitute goods, so a price rise will lead 

to a large fall in ,ales and a price fall to a large rise in ,ales. A good with low PED 
(inelastic) is likely to be a necessity or have no or few possible substitutes and 

willcominuetobeboughceven if the price rises. 

TableSPEDandrevenue 

YouneedtobeabletocalculatePED. 
Practisethis1.111tilyo1.1areconfident. 
Alwaysshowyo1.1rworkingsasawro11g 
finalanswercanstillgainsomemarks 
ifthemethodshowniscorrect.You 
maywellhavetousetheresuluof 
yo1.1rcalculationtoa11alyseoreval1.1ate 
theimplicationsofapricechange. 

Increases Falls by a bigger Increases Falls by a smaller Increases by Increases by 
by a bigger percentage bya=aller percentage than the same the same 
percentage than than price percentage than price change. percentage as percentage as 
price change. change pricecha119e. 

Falls Falls. 

Forexample,aproducchasaPEDof3(priceelastic). lfchebusi11esscucsics 

price, sales will rise by three times the price change. This will lead to an i11crease 

in revenue. Bue there are other questions to co11sider: 

• Ca11 the business supply this dema11d? 

• Will average com rise as produccio11 rises? 

• Will there be additional marketing costs? 

• Willprofitsalsorise? 

Businesses are usually keen to try and lower the PED of their produces in order 

tomakepriceincreasespossibletoraiserevenueandlowertheeffectsof 

competition. Methods that may be used co do this include: 

• brandi11gtogaincustomerloyalcy 

• differemiating products to obtain unique11ess 

• using advertising or promotion 

Prom otion is a range of activities chat communicate and interact with 

consumers in order to inform a11d/or persuade so that attitudes and buying 

behaviour cha11ges. 

price change. price change. 

43 Ashopsellinglightfittingshas 
forecastthatapricerisefrom$20 
to$21willresultinafallinsales 
from600toS40. 

(a) CalculatePEDandstate 
whetherthisproductisprice 
elastic or price inelastic. 

(b) Calculatethechangeinreve111.1e 
resultingfromthispricecha11ge. 

(c)ldentifythreeotherpossible 
factorsthebusinessmighttake 
into account when deciding 
whether to increase prices. 

Answers on p.210 
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Above-the-line promotion 
Above-the-line promotion methOOs use paid-for media space, often in the 
mass media. Often the purpose is not to persuade a consumer to buy, but to 
raise awareness of a brand or prcxluct and create a desire to buy. It includes: 
• Television advertising - expensive but reaches a mass audience in a 

non-selective way, though targeted adverts in the middle of particular 
programmes may be effective. 

• Newspaper advertising - less expensive, reaches mass audience, can be 
kept. 

• Radio advertising - can target specific groups who li sten to particular 

• Magazine advertising - targets specific groups likely to be intere5ted in 
theprcxluct. 

• Billboards - large mass audience but little information and likely not to be 
noticed. 

• Internet advertising - can target small groups or even individuals but 
easyforconsumersnottonotice. 

• Cinema advertising - only reaches cinema audiences. 

Below-the-line promotion 
Below-the-line promotion is a range of activities that communicate with 
consumers without paying for media space. It is often more closely targeted at 
the desired market segment. It includes: 
• Direct selling and direct mail - direct customer contact face to face in a 

51:ore, by telephone, home calling or sending material by mail. 
• Point of sale promotions - in·store post.ers, di5Plays and demonstrations, 

fl yers, dump bins, and racks all draw the attention of customers to the 
prOOuct or co sales promotions. 

• Sales promotions - used co per5Uade a customer to actually buy. 
MethOOs include buy one get one free (B0G0F1 sales (10')(, off this week1 
free gifts and samples, competit ions, prize draws, money-back coupons and 
intrOOuctoryoffers. 

• Sponsorship - giv ing money in return for a variety of ways of obtaining 
recognition, e.g. name/logo on shirts, television credits, product placement 
and mentions in programmes. 

• Public relations/publicity - press releases, media stories about 
the business, conferences with media invir.ed, activities for charity and 
community. 

• Trade fairs and exhibitions - attending these can be a way of drawing 
customers' attention to a business. 

• Packaging - this is what the consumer sees when they consider buying. 
Packaging acts as protection, for security, control and transport convenience 
and giving information about the contents. It can reinforce messages from 
other promotional methods. 

Factors influencing the promotional mix 
The promotional mix is the int.egrated, coordinated combination of 
promotional methods used to achieve marketing objectives. Factors influencing 
the choice include: 

• Purpose - to inform, to persuade, or co build a brand image? 
• Target audience - consumers in general, a mass market or a niche, 

household consumers or commercial buyers? 

Promotion: arangeofactivities 
that communicate and interact with 
consumerstoinformand/orpersuade 
tochangeattitudesandbuying 
behaviour. 
Above-the-line promotion: 
marketing methods that communic.ate 
withtheconsumerulingpaid-lormass 
media space. 

44 Definepromotion. 

Answer on p.210 

Below-the-line promotion: 
marketing methods that communic.ate 
withtheconsumerwithoutpayingfr,f 
media space. 

45 (a) Explain the difference between 
above-the-line and below-the-line 
promotion methods. 

(b)Statetwomethodsofeach 
typeandlistanadvantageand 
a dis.advantage for each. 

(c)Statethreefactorsthat 
influence the choice of 
promotional mix. 

Answers on p.210 

Promotionalmix: the integrated 
coordinated combination of 
promotional methods used to achieve 
marketing objectives. 
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• Finance - how much money is available and what is the cost of the 
methods being considered? 

• Product life cycle - what stage is the product at? 

• Competition - how competitive is the market and how are competitors 

promoting? 

• Legal constraints - what trade description and similar laws are there? 

Branding 
Branding is creating a name, symbol or design chat identifies and differentiar.es 

a product or business from others in the mind of the consumer. 

Having a brand image means that customers will build up loyalty to the 

product/business so that a higher price can be charged and/or there will be 

increased confidence in salesforecasts.ltwillbeeasiertogetdistributors 

to stock the product and new prOOucts can be marketed successfully using 
the brand name and image, as Mars and other chocolate bar manufacturers 

have done with their ice cream produces. Successful branding takes time and 

concerted marketing using a coherent int.egrated marketing mix. 

4~MMMGM'11iiMii 
Place includes the location where products are sold and the ways in which 

products are moved from prOOucer to buyer. 

Some producers sell directly to customers. Many others use intermediaries 

through which goods or services pass in a number of stages. Many businesses 

use more than one distribution method (see Figure 5). 

Producer - wholesaler - Retailer - Customer 

Producer ------~ Retailer - Customer 

Producer ----------

Producer - Agent - Wholesaler - Retailer - Customer 

FigureS Commonchannelsfordistribution 

Intermediaries 
• Wholesalers - link producer and retailer, break large units to smaller units 

and provide storage. 

• Retailers - sell directly to consumers, providing storage and an outlet. 

• Agents - arrange sales without taking ownership of the product, often for 

import/export. 

Advantages of using intermediaries 
• lower marketing costs as sales have to be made to a smaller number o f 

• lowerstoragecosts. 

Disadvantages of using intermediaries 
• lossofprofittotheintermediary. 

• loss of control over selling conditions. 

Factors influencing choice of distribution channel 
• Cost ~ a short distribution channel will have a lower cost. 

• Product type ~ perishable or short shelf-life products muse reach 
customers quickly. large, bulky prOOucts are likely to be sold direct to the 

customer by the producer. 

• Mar1<et type - mass-market products will need intermediaries, niche 
prOOucts may be sold more directly. National, international and local markets 

require different approaches. 

Makesureyouwriteabout 
promotional methods in relation 
tothefactorsinfluencingthe 
promotionalmixandtheobjectives 
ofthepromotionalmethodsbeing 
discussed. 

Branding: creatinganame,symbolor 
designthatidentifiesanddifferentiates 
aproductorbusinessfromothersin 
themindoftheconsumer. 

46 Define the following: 

(a) wholesaler 

(b)agent 

(c)retailer 

47 Givetworeasonswhyaproducer 
wouldnotselldirectlytothe 
public. 

Answers on p.210 
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• Customer preference - customers wane different things, so producers 
muscu,echannelsthatappealcodifferentcuscomerwancs,e.g.aluxurycar 
is usually sold via a dealer who can provide aher-sales service. 

• Producer preference - producers may wish to keep control of the selling 
process or they may wish to hand this over co intermediaries who are more 
specialised in selling. 

The role of the internet is now changing these methods as it enables prOOucers 
and intermediaries to more easily sell directly to the public. 

Selling through intermediaries 
Producers OOo sell through intermediaries muse make sure that the selling 
conditions are right for their product. They can do this by providing: 

• prOOuct displays and equipment they have designed 
• incentivesforincermediaries,e.g.prizesforreachingsalescargets 

• promotional materials for intermediaries co use 

• special offers, higher shore term commission or discounts 
• training in product knowledge or selling 

·•m1~/t!Mm· m11~~,~n=·1t~-umn1m~rt1m·11~w1ea,caa .... -------------4~ 
The internet has radically changed distribution. l arge firms such as Amazon 
and eBay now provide selling services for businesses and individuals of all types. 
Internet sales are rapidly increasing in all types of countries and often provide 
30-40% of sales revenue for a producer. The internet provides: 

• Online advertising - pop-ups, banner or hover adverts target particular 

• Websites - these allow online catalogues, product displays, forums and 
interaction between sellers and buyers. 

• Dynamic pricing - different buyers are offered different prices, e.g. airline 
ticket prices may depend on when the booking is made. 

• Direct sates - digital products can be downloaded directly to buyers and 
ticketsprovidedonline. 

• Social networking - sites allow easy two-way communication and access 
to specific consumer groups. 

The impact of the internee allows direct communication between producers 
and customers and increases the importance of the 4Cs. 

Makesurethatyoulinktogetherthe 
elementsofthemarketingmixina 
consistentwaythatisappropriateto 

\_ t~~.~r~~uct/~~r.~i~~.bei~~. n,~~k~t~~-

·•1s~.,~m~t,D1:;,mh~11m1a,,~;,mii1,~,;m.,m;@m·~i1~:11w11111:t-------------4~ 
The marketing mix elements muse be integrated and reinforce each other to 
give the same message. The message muse relate to the business, the produce 
and the market to form a coherent 'Mlole. For example: 

• Product - a warm but light shire made of high cech synthetic material. 

• Price - more expensive than cotton work shirts and approximately the 
samepriceascompecitors'shircs. 

• Promotion - adverts in outdoor magazines, websites, in-store promotion 
material. 

• Place - sold online and in specialist outdoor/climbing/sailing shops. 

4'i4 ih · ,Ei4Mhi 
MrPatelhasdesignedanumbrella 
thatisdarkifthereisalotoflight 
andtransparentifthedaybecomes 
darkorrainy.Thisfeaturecanalsobe 
controlledbytheu~rwithaswitch 
mechanism. The umbrella will cost S2S 
eachtomanufacture.Drawupatable 
toshowanappropriatemarketingmix 
withreasonsforyoursuggestions. 
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4 Operations and project 
management 

The nature of operations 

mmtm!4~Umiil!l4~U~i4~1ml2f.l-mil~flO~ltm~a,Zti~lt!lJM~ll~1fC·i~ii~·i~,i~·IZi·~Hm¥!i._~~~~~~-4~ 
Operations and its role 
Operations or operations management focuses on transforming inputs co 
outputs and covers a range of activities dealing with the practicalities of 
production including: 

• contributing to decisions on product ranges 
• implementing production methods 

• designingequipment 

• selecting suppliers who can deliver the right quality and price 
• making sure quality standards are uphekl 

• ensuring health and safety standards are maintained 
• deciding on appropriate levels of stock 
• arrangingforproductivitylevelstomeeccosttargecs 

large businesses may ha11e a defined operations department with dedicated 
managers, while smaller businesses may make these decisions without a formal 
operations functional area. In all cases, the operations function muse work with 
ocherareas,e.g.humanresources,marketingorfinance. 

Process: from idea/need to final product/service 
Operations deals with the process by which an idea is turned into a finished 
it.em or service that is put on sale. A key part is identifying and bringing together 
all the necessary inputs. 

The operations process: from idea to product 
The operations process is shown in Figure 1. 

Suppliers of: 
Capita l 
Materia ls 

Operations or operations 
management: thedesigningand 
controllingofsystemsthatproduce 
goods or services to meet customer 
requirements 

1 Statethreeprocessesinvolvedin 
operations management. 

Answer on p.210 

Operationsisabouttheway 
resourcesaremanaged,controlled 
andintegratedtoachievebusiness 
objectives. 

FigurelThe operationsprocess: 
from idea to product 

The nature of operations 0 



Resources: land, labour, capital 
Operations deals with the way in which inputs of land, labour and capital are 
combined co give an output of a produce or a service. 

• Land includes land, buildings, minerals, oil and wood. 

• Labour is the work done by people. either manually or mentally in managing 
and decision-making. 

• Capital is machinery and equipment, including intellectual capital such as 
qualifications. 

Operations determines how the transformation of inputs co an output will cake 
place. le decides how inputs may be combined in different ways and in differing 
proportions co produce a final produce or service. 

The transformation process 
Inputs can be combined in differing quantities. labour-intensive 
production uses relatively more labour than capital so labour costs are a 
higher proportion of total coses than capital costs, e.g. a craft producer like a 
potter. 

Capital-intensive production uses relatively more capital than labour so 
capital coses are a higher proportion of total coses than labour coses, e.g. an oil 
refinery. 

The combination of land, labour and capital will determine how the 
transformation process leads co final product (see Figure 2). 

Figure2 Thetransformation process 

Outputs 
Products 

'"""' 
Sale-; revenue 
Profits 

2 Explainwhatismeantbythe 
foll owing: 

(a)land 

(b)labour 

(c)capital 

lncludeanexamplefor each. 

Answers on p.210 

3 ldentifytwoinputsusedinthe 
productionofeachofthese 
products: 

(a)theatreproduction 

(b) sockmanufacturer 

(c)financialadviier 

(d )haulagebusiness 

Answers on p.210 

·•I1~,&~iai!N!i~rli!i!SCi~ij~H~Hm,~h~·E&l@§~-lml·~·~·~·~H~H~h!im!llt ..... ~~~~~~~~--4~ 
Difference between effectiveness and efficiency 
Operations efficiency measures the quantity of resources used in producing 
a given quantity of produce. Efficient producers use fewer inputs for a given 
quantity of output so that unit costs are lower. 

Operations effectiveness is a measure of how well the final produce meets the 
needs of customers, e.g. 

• Function - how well the product does the job for which it is designed. 

• Availability - how easy it is co obtain the produce. 

• Price - related to efficiency of production (coses). 

• Value for money - a combination of price and function. 

Productivity 
Productivity is an efficiency measure usually applied to labour. 

labour productivity = output in units per time period 
number of employees 

Opera tions e ffi ciency measures the 
quantityofresourcesusedinproducing 
agivenquantityofproduct . Elficient 
producersu1efeo.ver inputsforagiven 
quantityofoutputsothatunitmsts 
are lower. 

Opera tionseffectiveness: ameasure 
ofhow,,vellthefinalproductmeetsthe 
needsofcustomersindudingfunction, 
availability,priceandvalueformoney. 

Productivity: outputperworker 
pertimeperiodandmeawreslabour 
efficiency. 
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A garage employs six mechanics who work for nine hours per day and are paid 
S60 per day each. In one day they can, on average, repair or service 15 cars. Their 
labour productivity is: 

~ = 2.Scarspermechanicperday 
6 

Linking productivity and efficiency 
Productivity helps determine the costs of production. In the above example the 
coses are as follows: 

cocalcoscperdayfor15cars = 6x60 = $360.00 

averagelabourcost ~ = S24percar 
15 

If productivity rises so chat each mechanic can deal with three cars per day the 
coses are as follows: 

cotalcost per day for 18cars = 6x60 = $360.00 

average labour cost = ~ = $20 per car 
18 

This means the business has become more competitive and rrny be able to reduce 
its price and maintain its profit rrnrgin or rrnintain price and increase profit rrnrgin. 
If any of the factors of production can be made more efficient the same will be true. 

Ways to increase productivity 
Wayscoincreaseproductivityinclude: 

• if"M'Sting in more Efficient capital or betr.er maintenance ard use of existing capital 

• investing in more training for employees so there are fewer mistakes, faster 
working and better problem solving. This may be expensive and muse be 
applied correctly 

• improving employee motivation 

• changing the culture to build efficiency improvements into all processes 

All these methods incur costs, i.e. co buy new machinery, training costs, wage 
increases or implementing change, and co be worthwhile must be chosen 
correctly and implemented effectively. 

Makesureyourememberthat 
productivityismeasuredoveratime 
period. 

4 Definelabourproductivity. 
5 Outlinetworeasonswhyan 

increaseinproductivitymaybe 
beneficial. 

6 Explainthreemethodstoimprove 
productivity. 

7 Calculatelabourproductivityforan 
accountancy business that employs 
fiveaccountantswhoeachwork 
40hoursperweekanddealwitha 
totalof20accountsperweek. 

8 Whatisthedifferencebetween 
efficiency and effectiveness! 

Answers on p.210 

·•~11~-~rtttt!!·m-~.ij~·®~·Jtf-~~~~~~~~~~~~~~~~~----~ 
A business adds value when it transforms inputs co output. At each stage the 
partly finished good is worth more than at the previous stage. Customers are 
also looking for their awn added value - this is the additional value co the basic 
product chat might persuade chem co buy it. 

Value added and marketing 
Customers see added value as meeting their needs based on: 

• improvedperforrrnnceanddesign 
• discouncedprices 

• excrasoraccessories,qualityassurance 

• personal attention and after·sales service 

This added value is often what differentiates a product from that of the 
competition and enables a business to charge a higher price and gain customer 
loyalty. This can be achieved through the product itself or by promotional 
activitiesthatmakeaproductappealcocustomers. 

The nature of operations (v 



Value added and the operations process 
The operations process transforms a number of inputs into output via a number 
of stages. Each stage will become more valuable than the previous one because 
of the work chat has been done. These stages may cake place within one 
organisation or across several. For example, selling: a cake involves caking basic 
ingredients, combining chem and then arranging for distribution of the finished 
cakecoasalesouclec(seeFigure3).Eachscageaddsvaluetothescagebefore 
and this is represented by an increase in money value. If t he produce is sold at 
one of the stages this added value is represented by sales revenue and profit. 

Added value and operations decisions 
Operations decisions aim co achieve a target added value or maximise added 
value so as co: 
• increaseefficiencyandeffectiveness 
• lowerunitco<;U 

• increasesalesrevenueand/orprofits 
• meet customers' value added needs 

9 State two reasons why added value is important for: 
(a) abusiness 
(b)acustomer 

10 Explainthreewaysinwhichabusinessmightaddvaluetoaproduct. 

Answers on p.210-11 

Figure] Added value andtheoperations 
processin5ellingacake 

•tli~Gai~·itmi~lrmt~·W!· ~·mil~rl!Gll· ·~ll!Mmi!@m•!\~1tilMM· ~+~1·~11m,~:iC§~lt!1il@lf--------4m() 
Products may be produced with a variety of combinations of capital and labour. 
Mass·produced cars are built on assembly lines with a large investment in 
machinery relative to the cost of employing people - robot lines require very 
few empl~. On the other hand, custom sports cars are often built largely by 
hand with a much higher relative use of labour. The factors that decide the 
relative amounts of labour and capital include: 

• Production methods/the product - mass production tends co be 
capital intensive, craft products labour intensive. 

• Relative costs of labour and capital - low labour costs tend to lead co 
labour-intensive production as in agriculture and factories in developing 

• Business size ~ larger businesses tend co have more finance so can afford 
tobemorecapitalintensive. 

• The level of personal service involved in the product, e.g. manicures tend 
to be labour intensive, whilst manufacturing shampoo is capital intensive. 

• Customer's needs - markets where personal service is important to the 
customer tend to be more labour intensive; compare a high-class restaurant 
servicewithadriYf'"thru'one. 

Benefits and limitations of labour-intensive production 

Benefits 
• Personalservicescanbedeliveredwell. 

• Possible co produce one-off or custom-made products. 

• lowstart-upco<;ts. 

• lower unit co<;ts if labour is relatively cheap. 

• Easy to alter labour force by recruitment or retrenchment. 

Labour-intensiveproduction: uses 
relativelymorelabourthancapitalso 
labourcostsareahigherproportion 
oftotalmststhancapitalcosts,e.g.a 
uaftproducersuchasapotter. 

Capital-intensiveproduction: uses 
relativelymorecapitalthanlabourso 
capitalcostsareahigherproportionof 
total costs than labour costs e.g. an oil 
refinery. 

Busines5escanachieveaddedvalue 
andsuccessbychoosing a variety 
ofcapitalintensities.Whatismost 
importantisthatthechoicematches 
thebusinessobjectives,market,and 
product type. 
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Limitmions 
• Difficulccoprcxluceonlargescale. 

• Economies of scale are difficult co achieve. 

Benefits and limitations of capital-intensive production 

Benefits 
• Mass prcxluccion is possible on assembly line. 

• lower unit coses if capital is relatively cheap. 

• Economies of scale are possible. 

• labour force is less skilled so recruitment is easy and labour costs low. 

Limitations 
• Not suitable for varying prcxluct types or short runs. 

• Notsuitableforpersonalservices. 
• High stare-up costs due co cost of machinery. 

• Machine-dependent so breakdowns are expensive and may stop production. 

• lack of variety might lead co unmocivar.ed employees. 

• Cannocvarycapical inshortrun. 

11 Explainwhythe followingmightbecapitalintensive: 
(a)ashipyardbuildingoceanliners 
(b)amajorsweetmanufacturer 

12 Explainwhythefollowingmightbelabour intensive: 
(a)anestateagent 
(b)amarketstallsellingvegetables 

Answers on p.211 

Operations planning 
Operations planning deals with taking decisions about methods of prcxluccion, 
process innovation, location and the scale of operation. 

4'i4 ih · ,Ei4Mhi 
Drawupatabletoshowthe factors 
thatinfluenceabusin=in thechoice 
ofcapital intensityforproduction. 

·•1tu111~·ifm1~1:~um11:rn~:1~1~1:1;¥J~·~·J:1tE·l~1Mttt~·n'l~·rn~1m0m1·~1:1,..,.~~~~~~~~---4~ 
Marketing 
Through market research a business gains information to inform the following 
decisions: 

• Ideas and R&O - discovering and developing ideas tha.t meet customers' 

"""''· • Production methods ~ showing what customers will pay and what qual ity 
is required. This will inform production methods and the labour/capital 
balance. 

• Location - deciding on location in relation co consumer buying patterns 
andcostconmaints. 

Availability of resources 
Availability of resources at an appropriate cost includes the follawing: 

• The presence of an R&D department will enha.nce the generation and 
development of ideas. 

• Access to suitable land, labour and capital may be a constraint on 
production and location decisions. 

Operations planning 8 



Availability of technology 
Technology is vital in operatiom decisions, especially IT-based sysr.ems. Examples 

ir.clude: •ti·:l!i4!lli?!lli !ll· ,IE!!ii!IIMl!lili 
• Computer Aided Design (CAD) is faster and more accurate for design; IT Produce a brief report for a business 

processes marketing information rapidly. developing a new drill that sets out 

• Computer Aided M1nufacture (CAM) links design and production at low cost how the following may influence the 

• IT systems reduce labour and payroll costs, make quality consistent, reduce operations decisions it has to make-. 

stock and allow more efficient production planning. New materials enable • marketing 
different products. • availabili ty of rewurces 

• Advanced communication systems have enabled many businesses to locate • availabili ty of technology 

almost anywhere. 

•til!ttti!!!lffl~ti~tl~~.Jim}ll~lri~:i~n!?Dii~N~i+..-~~~~~~~~~~~~~----4~ 
Flexibility is the ability of a production system to adapt co a changing market. 

The need for flexibility in volume, delivery time and 
specification 
• Volume flexibility is the ability co operate efficiently, effectively and 

profitably a,er a range of output. In the shore run, this means being able co 
meet a sudden change in orders, either an increase or a decrease, and still 

supply quality and at the price the customer requires. 

• Delivery time - in the long run, this means being prepared for varying 

demand at different stages of the product life cycle. Flexibility in just-in-time 

UIT) production methods and being able co deliver at a time that suits the 

customer is ir.creasingly important as this flexibility may secure a sale. 

• Specification - ir.creasingly businesses and consumers demand products 

that d iffer slightly from each other, and the ability to pra,ide a range of 

specifications to order may be vital. 

Process innovation 
Process innovation is using a new or improved production or delivery method. 
This may be a new technology, e.g. robots, or a new W-.r-J of organising 
production, e.g. cell working. Process inna,ation: 

• lowers total and average cost 

• matches produce to customer needs more exactly 

• motivates employees 

However, process inna,ation requires planning and management for change. 

13 For each change, state whether it is due to new technology or new organisation: 

(a)Salesstaffuseatablettosendordersandsigncontractsonthespot. 

(b)Aschoolorganisesstudentsingroupsbyabilityinsteadofage. 

(c) CAD/CAM enables designs to be directly produced. 

(d)A bankoffersaloanonthespotinsteadofreferringtoaregionaloffice. 

14 1dentifyonebenefitofeachinnovation. 

Answers on p.211 

Processinnovation: usinganew 
orimprovedproductionordelivery 
method 
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ll!J·!·~II!•Zfimi!H~:fli~·il·~·l,~U!·[~'f!ii~i·mlrl·~::lmJ~irtffl~·!·ltt .... ~~~~~~~~~~--4~ 
Job production 
Job product ion is producing unique or small-scale produces one at a time by 
skilled workers. 

o Mee>s,~<omm'~edsmctly. 

i:Mi:1614 
• Flexibility. 

1·f#Mi:ifi 4 
[ • Labouri.ntenslve. andsla,v 

• H1ghunitcosts 

Batch production 
Batch production is production in stages where several of the same item are 
put together at the same time. Each 00.tch goes through one stage of the 
production process before moving onto the next stage, e.g. batches of bread in a 
bakery. It is a more capical-inr.emive method than job prcxluccion. 

• Lowerunitcosts 

• Equipmentmaybeableto 
produce a range of products 

Flow production 

• Time taken to reset machines between 
batches. 

• Higherinventory costsinbdtches 

• Lessflexibility. 

Flow productio n is cont inuous production. Produces pass directly from stage 

to stage, ohen on an assembly line for standardised products. 

• Lowunitcosts 

• Quality easy to monitor. 

• Can be mechanised and 
automated 

• Highcapitalstart-upcosts. 

• Limitedflexibility. 

• A fault means the whole assembly line stops 

• Notmotivatingforworkers 

Mass production and customisation 
Mass production produces high output at low unit cost using standardised 

parts, machines and products, usually in flow prOOuction. 

r
·t@hifi 4 N-f#Mirifl· 4 
• Very low unit cost and large volumes. I• Not flexible . 

_ _ • Not motivating for workers 

Job production: prodocing unique or 
small-scaleproductsoneatatimeby 
skilledwOfkl'fS. 

Batch productio n: prodoctionin 
stageswhereseveralofthesameitem 
areputtogetheratthesametime. Each 
batchgoes throughonestageofthe 
production process before moving onto 
the next stage. 

Flow productio n: mntinuous 
productioninwhic:hproduc:tspass 
directlyfromonestagetothenext, 
often on an assembly line. 

Mass customisat ion: uses mass 
production to meet individual 
customer's needs by setting 

workstations to prodoce a range of 
pre-set options 

::;;~~7:!~:~:~n::s:~:~~~~t;r::::~a~::i;~!~!~ptions. cmmD 
ITsystemsenableprcxiuctstodifferastheypasseachstage. Decisionsonproductionmethodand 

Problems of changing from one method to another 
Changing from one method to another incurs coses due to: 

• redesign of product 

• redesign and re-equipping production equipment 

• trainingofemployees 

• difficulty in meeting quality standards in a different method, e.g. computer 

screens are batch-prcxiuced, taking hours for each coating. Flow prOOuction 

would be very expensive, ,low and d ifficult co standardise. 

locationshouldinvolvesettingoutthe 
appropriatetheoryandthenapplying 
ittothespecificsituationofabusiness. 

i'i4 iH · ,Fi4Mhi 
Useatabletosetouttheadvantages 
anddisadvantagesofanytwo 
productionmethodsforthefollowing: 

• abiscuitmaker 

• acomputerkeyboardmanufacturer 

Operations planning G 



15 Explainthemeaningofthefollowing: 
(a)jobproduction 
(b)masscustomisation 

16 Listtwoadvantagesandtwodisadvantagesofeachofthefollowing 
operations methods: 
(a)jobproduction 
(b)batchproduction 
(c) flow production 

Answers on p.211 

location factors depend on the type of business in question. The factors 
to consider include geographical, demographic, legal, political, availability of 
resourcesandthesurroundinginfrascructure. 

• Geographic factors - these include climate and the likely occurrence of 
earthquakes, floods, tornadoes, snow and rain as well as landscape features 
suchashills,riversandchecoasc. 

• Demographic factors - employees are essential for any business. 
A chosen location shouki have enough people who have the right skills, 
experience and qualifications. Demographic factors may also be important 
fordetermininglocalwagesandsalarylevels. 

• Legal factors - the legal framework chat business operates in varies from 
one place co another. laws on tax, government assistance, planning. waste 
disposal, health and safety, employment and industrial relations are all 
important for costs or business operation. 

• Poli tica l factors - businesses will cake into account political stability and 
governmental non-interference. 

4'14 ih · ,Ei4Mhi 
Thefollowingareabouttomakea 
location decision: 
• afurnitureshop 
• afurnituremanufacturer 

• asteelmaker 

Useatabletoasseutheimportanceof 
thefactorsthatinfluencelocation. 

• ~;::~~:~
1
r~o:~~-~~~oi;~~r~;:~a;~ci~;;r:;n~i:~~=~;ec::;ncs ~111!:ml'Z!!!m:IIJ"""---l 

expensive to transport. The availability of suitable land may also be a factor. 

• Infrastructure - infrastructure is the utilities, transport networks, finance, 
educationalandhealthfacilitiesinalocation. 

• Marketing - being close to the market for produces reduces transport 
costs and finding similar businesses or customers nearby may reduce 
marketing costs. 

Relocation and industrial inertia 
A relocating business faces the same factors as a new business. But it may 
choosecostayinthesameplacebecausethecostsofmovingaregreaterthan 
the benefits of the move. This is industrial inertia. Relocating costs include: 

• finding and training new employees 

• finding new suppliers 

• additional marketing costs 
• the cost of moving and setting up again 

Decisions on location at different levels 
• Local location decisions - the decision to sec up in one particular place is 

determined by specific factors relating co that place. Considerations include 
the cost of renting or buying. availability of components, mar.erials and 
labour and the closeness of the market. Government policy may also be 
important. 

17 Define'infrastructure'. 

18 Statefourfactorsthathelp 
determine a location decision. 

Answers on p.211 

lndustrialinertia: whenabusiness 
staysinitscurrentloc.ationeventhoo9h 
thefactorsthatledittolocatethereno 
IOOC}erapply. 
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• Regional location decisions - the same factors operate but at a wider 
level related to the region and its links with other places. 

• National location decisions - a business deciding to Op€rate at a 
national level must make sure that it has sufficient funds for investment and 
marketing, supply chains, and distribution channels. 

• International location decisions - firm> entering international markets 
will focus on cost reduction through lower wages and freedom from 
government regulation (particularly in labour markets), global markets, 
avoiding/reducing taxes, supply chains, outsourcing possibilities and 
government incentives. The economic, political and legal environments will 
also be important factors. 

The scale is the size of production. An increase in scale is not only an increase in 
outputbutachangetoadifferentscaleinvolvinganincreaseincapital. 

Factors that influence the scale of production 
• Position in the product life cycle - as sales rise, new investment might be 

needed to provide output to sell. 

• Financeavailable. 

• Business objectives - if these do not include expansion there will be no 
change in scale. 

• The market - increasing scale involves increasing output that muse be sold. 

• The possibility of reducing unit coses. 

Economies and diseconomies of scale 
Economies of scale are fall ing average costs (costs per unit) as the scale of 
output increases. This enables lower process or higher profit margins to be 
achieved and makes it harder for competitors to enter the market. Ac a certain 
level of output, the minimum efficient scate is reached. As scale and output 
increase further, diseconomies of scale appear. These are increasing average 
coscsaschescaleofoutputincreases(seeFigure4). 

~~:~~:I~ -:, ~ . 
prOOc,:tion 

Quantity of output 

Figure4Economiesanddiseconomiesofscale 

Causes of economies of scale 
Generally, as scale increases fixed coses are spread over more units of output and 
variable coses may fall as increasing size enables more efficient organisation. Both 
thesewilldecreaseaveragecoscs. 

Internal economies of scale arise from inside the business 
• Purchasing economies of scale (bulk buying) - larger orders often 

attract a discount and this is true for borrowing money. Discounts are also 
givenfororders aboveacercainsize. 

• Technical economies of scale - new technology or advanced equipment 
will be more efficient and IT systems enable more efficiency. There are also 

19 Define'indumialinertia'. 

20 Statethreefactorsthatmight 
makeitdifficultforabusinessto 
relocate. 

Answers on p.211 

Economiesofscale: fallingaverage 
(ostsasthescaleofoutput increases 

Averagecosts: thecostsperunit 
ofproduction.Calrulatedbydividing 
totalcostsofproduction byquantity 
produced 

total costs of production 
averagecosts = quantityprodured 

Minimumefficientscale: thescale 
ofoutputatwhichaverageco1tsareat 
their la.vest 

Diseconom iesof scale:risingaverage 
costsasthescaleofoutput increases. 
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• Managerial economies of scale - larger businesses use specialists who are 
more efficient. They can also afford more exp€rt managers. 

• Administrative and marketing economies of scale - a particular cask 
often uses the same paperwork or process, whatever its size. Advertising for 
20 new staff costs the same as for 100 new staff. Ordering one item coses the 
same as ordering 1,000. An advertis ing campaign coses the same if 20 or 
2,000salesresulc. 

External economies of scale arise from outside the business 
• Infrastructure economies of scale - new infrastructure reduces average 

coses. Possible examples include fast.er broadband and new roads or airports. 

• Research and development economies of scale - access co nearby 
universities or research faci lities can lower average coses. 

• Marketing economies of scale - similar businesses operating in the 
same area may need to advertise less as customers visit knowing there will 
be somewhere co buy from. So individual firms do not need to promote 
themselves as much. Streets of fast-food shops are an example. 

A promotional campaign by an organisation representing an industry may 
result in less need for individual businesses to promote themselves. For 
example, a meat producers' association may advertise the benefits of eating 
meat, resulting in an increase in demand for all meat producers. 

• Production economies - if suppliers are nearby, there will be lower 
transport and communication coses. This explains the co11Centration of 
fina11Cial services in Singapore and of engineering in Seoul. 

Causes of diseconomies of scale 
• Communication difficulties - as a business grows, communication 

between all the employees, departments, divisions and functional areas 
becomes more difficult, slower and requires more resources. This raises 

• Duplication and coordination costs - as size i11Creases it becomes more 
difficult and expensive to make sure that the same work is not being done in 
different places, and more resources are devoted co liaison and coordination. 
large businesses ohen have a higher percentage of managers rather than 
employees directly engaged in production. This raises unit coses. 

• Less motivation and control - larger firms find it more difficult co 
motivate employees, as workers feel more remote from managers and the 
business as a whole. More resources may be devoted co control of 
employees.Unitcostsareraised. 

Inventory management 
Inventory management deals with the W'iJ-/ various types of inventory are held 
and their levels controlled. Another commonly used word for inventory is 'stock' 
or'scocks'. 

production.Theymaychangeasthe 
scaleofproductionchangesbutare 
always linked to it, usually th rough 
theemploymentofmorecapital 
investment. 

21 Explainthedifferencebetween: 

(a) economies ofscaleand 
di~conomiesofscale 

( b)internalandexternal 
economies of scale 

22 Identify: 

(a)threecausesofeconomiesof 
scale 

( b)threecausesofdi~conomiesof 
scale 

Answers on p.211 

9..liI!ltiillm·~ummi,~1+11Jll:·li~1~,;:,,~,mit~4i~t._~~~~~~~~~~~~~---4~ 
Inventory is the r'if-N materials, work in progress (partly finished goods) and 
finished products. There must be enough inventory to enable production to 

take place - if there is coo much inventory unnecessary com are incurred. 

lnvento ry: therawmaterial1,won<.in 
progress and finished goods held bya 

business to enable demand to ~ met 

G Cambridge International AS and A Level Business Studies Revision Guide 



• ::e:~;~~;l:r::l~~r~~:t!a:~;d:~ :r~:::~o;:r;;~~:~~t:Chout ~!ll!!IJf'l!!!!mlt""" ___ l 
waiting for more raw materials, i.e. they act as a buffer that will enable 
unexpectedorderstobemet. 

• Work in progress - these are goods that are partly finished but are not yet 
ready for sale, e.g. an assembled car with the wheels still co go on. 

• Finished goods - these are goods that are ready for sale. Businesses hold 
them so customers can be supplied immediately, i.e. they act as a buffer that 
enables demand to be met, e.g. goods in a retail score. 

Costs and benefits of holding inventory 
All inventory has come from resources used in production chat have co be 
paid for. Inventory does not generate any revenue co recover these costs until 
it is sold. Holding too much inventory results in unnecessary expense; holding 
too little may mean loss of customers. Holding inventory is essential for the 
transformation process and a business has co balance the conflicting costs and 
benefits. 

Costs of holding inventory 
These include: 
• rent for space or interest on money OOrrowed for storage costs 
• the cost of maintaining storage - employees, equipment and buildings 

• insuranceandsecurity 
• losses due to inventory becoming out-dated and unsaleable at a profit 
• inventory may be damaged, stolen or perish 

• occupying space that could be used for another purpose - a sign of inertia 
slowing down needed change 

In addition, holding inventory involves the coses of ordering, monitoring. 
tracking. inspecting and transport. 

Benefits of holding inventory 
• Ability to meet demand - holding inventory means a business is in a 

position co supply a customer as quickly as possible when an order arrives. 
Varying demand makes holding inventory essential for flexibility. 

• Ensuring production is not interrupted - holding inventory enables 
production and sales to continue e'ven if supplies of raw materials cannot be 
obtained for a while. 

• Gaining a discount - economies of scale in transport or bulk buying 
of raw materials at a discount may save more than the cost of holding 
inventory. 

• Reducing inflation effects - buying raw materials before price rises or 
producing goods before coses rise may produce savings or higher profit 
margins. 

23 Definethefollowing: 
(a) r.rwmaterials 
(b)workinprogress 
(c)finishedgoods 

Answers on p.211 

Makesureyoucandiscussthecosts 
andbenefitsofholdinginventoryfor 
eachofthethreetypesofinventory. 

24 Explainthreereasonsforholding 
inventory. 

25 Explainthreereasonsforholdingas 
little inventory as possible. 

Answers on p.211 
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Inventory is a key part of the transformation process. Managing it muse be 
linked co the other functional areas. Sales determine how much production is 
needed as inventory must be ordered and the number of employees co work 
muse be set. The production process may also determine inventory le'vels. IT 
systems enable these functions to be interrelated in the mCY..t efficient way, 
ohen based on the buffer inventory model. Buffer inventory is the minimum 
inventory chat prevents variations in supply, production or demand stopping 
production or sales. 

Bufferinventory: theminimum 
inventorythatpreventsvariationsin 
supply, production or demand stopping 
production or sales 
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Construction and interpretation of inventory 
control charts 
The buffer in\lE.'fltory model uses inventory control charts chat enable sufficient 
inventory to meet demand while minimising costs. ln\lE.'fltory is used over time; 
the model assumes this occurs evenly. le assumes a minimum in\lE.'fltory level to 
be held - the buffer inventory. In order for this to Ix> maintained, inventory 
muse be ordered at the reorder level, which will be before the buffer level is 
reached. The time taken from then until it arrives is the lead time. This means 
tha.t inventory never falls below the buffer level and reordering is triggered when 
the reorder level is reached. The inventory control chart in Figure 5 shows this 
graphically. 

. 
Bulferin,,..otory 

Inventory control methods 

""m­inventorylevel 

_.., 
=tyk>vel 
inventory level . 

There are two principal approaches to dealing with inventory: 

• Have inventory at high levels ensuring in\lE.'fltory will never run out -
managing levels is easy but it is expensive to hold. 

• Have small inventory levels ensuring very small inventory holding coses -
high inventory management costs. 

Both approaches may be made more efficient by using: 

• Inventory rotation - old inventory h used lx>fore new. 
• IT systems of inventory control - including electronic p:>int of sale 

(EPOS), which links sales at the t ill to stock levels. 

Settingabufferinventorylevelandusinganinventorycontrolchartwill Ix> 
appropriate for either of these approaches. The second approach is typified by 
just-in-time (JIT) production methods. 

Inventory control and just-in-time (Jin 
JIT operates with as low a buffer inventory level as possible. Raw materials are 
ordered only when needed for production, efficient production methods 
minimise work in progress and finished goods are supplied immediately to 

customers, minimising finished goods in\lE.'fltory. )IT requires: 

• low reorder level 

• low order quantity 

• shortleadtime 

Reorderlevel: thelevelolinveotoryat 
which more inventory will be ordered 

Leadtime: thetimetakenfor 
inveotorytoarriveafterithasbeen 
~de<ed 

26 Define the following terms: 
(a)bulferinventory 
(b)reorderlevel 
(c)leadtime 

Answers on p.211 

1 Usingtheinlormationinthe 
example,connructaninventory 
controlcharttoillustratethedata. 

2 Explaintheelfectofthefollowing 
changes,eachtakenintum. 
• leadtimeisreducedto3weeks 

• bufferinventoryisincreasedto 
1,600units 

3 Explainhowusinganinventory 
controlchartmayreducecosts. 

Reducingtheconsofholding 
inventorymayinvolvechangesto 
otherareasoloperations,e.g.number 
ofemployees,differentsystemsof 
monitoringinventory,newlTtracking 
systems. 
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• reliable suppliers for delivery time and quality 

• accurate forecasts of customer demand 

• integrated production process 

• enterprise resource planning (ERP) systems co integrate suppliers, production 

and customer demand 

The result will be very ,mall buffer inventory levels, lead times, order quantities and 

reorder levels. This applies co raw materials and finished goods. Owrall the costs of 
holding inventory will be small. JIT relies on finding reliable suppliers and integrated 

processes, linking demand, the production process and the supply chain. le is 

difficult co reduce inventory co zero but JIT production minimises inventory costs. 

27 OutlinethreereasonswhyJITproductionmayreduceinventorycosts. 

28 Identify possible problems for a busineu using a JIT production system. 

Answers on p.211 

4·14 MUi:Eiihffiii 
Rushplcmanufacturesqualitymotorbikeclutches.lt:iellsvaryingquantities 
eachmonth.Rushmustcutcostsbecausecompetitorshavereducedpricesand 
onlygoodwillhasmaintainedsales.Thebusinessreliesoncomponentssupplied 
byanumberoffirmsandholds4months'stocksbecau:ieitcannotaffordto 
loseproductiontimeorsales. 

Usingaspiderdiagram,analysethefactorsthatRushmightconsiderwhen 
decidingwhethertoadoptajust-in-timeinventorycontrolsystem. 
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5 Finance and accounting 

The need for business finance 

-.:t~1¥!.J!ll§~
1
14!!1!·~·~l1Efimtffl!~- m·li¥1ffi!·~·~b!· !1~Um11=&!H!f~i:t!i~H~1 .... ~~~~~~~~--4~ 

Business start-up 
When a business is first sec up, the owners will need finance to buy premises 
(if not rencing1 equipment and/or raw mar.erials. Service businesses will also 
need some initial finance. For example, a business consultant is likely to require 
an office that will need co be furnished and equipped, perhaps with chairs, 
desks, telephones and computers. These neEd co be purchased or leased; either 

W-.r-J money will be needed. 

Businesses usually experience other expenses such as wages before any income is 
received.Sufficientfinancemustbeavailablecocc,,ercheseinitialcosts. Thisis 
knownas'start-upcapital'. 

Business expansion 
Established busines,es frequently make the decision co expand. This might 
be acquiring additional premises or equipment. In some cases, finance might 
be required in order to buy another existing bur.iness. This differs from start­
up capital because this type of finance is only required after the business is 
operational. 

Different needs require different sources of finance 
The need for finance might be for a long-term project and therefore long-term 
sources of fina11Ce are likely to be used. For example a business may need 
finance for: 

• newprcxluctdevelopment 

• the exploration and development of new markets 

• an increased level of promotion in response to the arrival of a por.entially 
serious competitor ~ this could be a long-term issue for a bu>iness if the 
competitorstaysinthemarket 

Alternatively the need for finance might be related to temporary short-term 
shortages of fina11Ce, for example while waiting for payment from customers. 
caur.ing short-term sources of finance to be more appropriate. For example to: 

• purchasematerials 
• paywagesorutilitybills 

• pay for promotional activities 

The amount of money required, regardless of the length of time involved, might 
alsoinfluencethesourcedfinancethatwouldbeused. 

lnansweringanyquenionrelatedtothistopicmakesurethatyoutakenoteof 
thereasonwhythebusinessneedsfinance,i.e.forstart-upcapitalortoexpand 
anexistingbusiness.Thiswillinfluencethesourcesofcapitalthatwouldbe 
used.Takenotealsoof thesizeofthebusinessanditsformofownershipasthis 

l alsoinfluencessourcesoffinance. 

Start-up capital: the money that a 
businessrequirestobeginoperating, 
e.g.topurc:haseorrentpremises,to 
purchase equipment or ril-N materials. 

1 Definetheterm'start-upcapital'. 

2 Explainwhythereasonthat 
financeisrequiredmightinfluence 
thesourceoffinanceused. 

Answers on p.211 
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The meaning and significance of working capital as a 
source of finance 
• Working capital is used to finance the day-to-day activities of a business. 

le finances the purchase of materials and the payment of wages co the 
employees. Working capital is current assets minus current liabilities. 

• Current assets consist of liquid assets, i.e. inventory (stock), trade 
receivables(debtors)andcashandcashequivalent1. 

• Current liabilities consist of trade and other payables (creditors) and 
overdrafts. 

Positive working capital 
Where a business has positive working capital this meam chat the business has 
more current assets than current liabilities. Too much working capital means 
that the business has assets that are not working hard enough. It could be that 
too much money is tied up in stock and is therefore creating an opportunity 

cost. The money held in stock could be used more productively else-where in 
the business. 

Negative working capital 
In this situation, current liabilities exceed current assets. Too little working capital 

Working ca pita l: theexcessofcurrent 
assetsovercurrentliabilities:also 
knownasnetcurrentassets 

Liquidassets: theassetsthatcanbe 
quic:klyandeasilyronvertedintocash 
Forexample,bankarrountsandstock 
althoughstockistheleastliquidofthe 

could mean that the business is unable CO pay its short-term liabilities s.uch as Short-te rm li ab ili t ies: debts that are 
suppliers and wages. This could lead to the business becoming illiquid and expected to be repaid within a 
ultimately failing. Liquidity means the ease with which an asset can be turned 12-month period 

incocash. 

A shortfall in working capital is often resolved by agreeing an overdraft to enable 

thebusinesstocontinuetofunction. 

Many businesses fail due co a lack of working capital even though they are 

profitable. 

3 Explain what is meant by the term ·working capital'. 

4 Explain why too much working capital might cause problems within a 
business. 

5 Stateonedisadvantageandoneadvantageofpositiveworkingcapital. 

Answers on p.211 

4'14 ih · ,Ei4Mhi 
Makealistofthecurrentassetsand 
currentliabilitiesthatashoeretailer 
might have. 

The working capital cycle Working ca pita l cycle: the time 
Many businesses carefully monitor their working capital cycle which is shown between purchasing stock and/or r~ 
in Figure 1. materials and the receipt of payment 

fromcustomersforthegoodsor 
services received 

Figure I Theworkingcapitalcyde 
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Ways of improving the cycle 
These include: 

• Shortening the time customers take to settle their debts. 

• Speeding up the production process so that the time between receiving 
materials and delivering products to customers is shortened. The length 
of time goods are in production before being sold will affect the working 
capital cycle. 

Remember chat a pa<;itive working capital does not always mean chat a 
business has lots of cash to spend. Although it means that current assets 
are greater than what the business awes in the shore term, high levels of 

inventory (stock) are included in the working capital figure and a business 
cannot use that stock to pay the wages of its workers or to settle its debts 
with suppliers. 

Significance of the distinction between revenue 
expenditure and capital expenditure 
Revenue expenditure 
Revenueexpenditure isexpenditureoneverydayrunningcostswithina 
business. Such coses might include the purchase of raw materials, the payment 

of wages to employees or the payment to an electricity company for the power 
to run the machinery. They are generally items that will be used in the short 
term. Revenue expenditure is shawn as an expense in the income statement 
(profit and loss account). 

Capital expenditure 
Capita l expenditure is expenditure on non-current assets (fixed assets) such as 

Revenue expenditure: money used 
topayforeverydayrunningmstsof 
abusinesssuchasriw-lmaterialsand 
wages.Theyareshort-termcosts 

Capital expenditure: money used to 
acquirenon-rurrentassets{fixedassets) 
thatwillbeusedinthebus.inessCNera 
longperiod,e.gtopurc:hasemachinery 

~~:1~:::~~~ct::~t:~~ti~~~~~i~ ;:~oi~ ;:::~~::~.r a long time. ~.•,,m,,.n,,l!,h!!!, !Zdiffem,n'"r" -,,-,-- ,- ,-1 

If a business purchases new machinery and pays for it with cash, the payment revenue expenditure and capital 
will shaw as a reduction in the cash balance of the business. If a bank loan is expenditure. 
used to pay for the machinery, then this will be seen as an increase in the non­ Answer on p.211 
current liabilities (long-term liabilities). 

:::t;:f ~:c:~s~n::1~ also appear as an increase in the non-current assets (fixed @'14 j?4 • ,f [§@jfi 
Makealistofitemsthat mightbe 
included in revenue expenditure 
andanotherlistofitemsthatmight 

Sources of finance 
beincludedincapitalexpenditure. 
Dothisforaretailbusinessanda 
manufacturing business. 

~•1·m:!-1c~u111mr,m1n11c11E-~i:l!·tli~·ID11~a=i1,~·111,~1:!H~,11+:.--------------4~ 
The sources of finance available to a business can be influenced by the legal 
structure of an individual business, the size of the business and the reason for 
which finance is required, and the amount required and the length of time for 

which the finance is needed. 

A sole trader or a partnership would not have access to share capital unless they 
changed the structure of their business to a private limited company or a public 
limited company. Remember t hat the sale of shares in a private limited company 
is limited and it cannot be sold to members of the public. A public limited Stock exchange: the place where 

company is able to sell shares to anyone through the stock exchange. stocks and shares are bought and wld 
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Distinction between short- and long-term sources of 
finance 
• Short-term finance: usually defined as being repayable within 12 months, 

e.g. an overdraft or short-term bank loan. 

• Long-term finance: repayable a.er terms as long as 10 or 20 years, e.g. a 
mortgage or a long-term bank loan. 

Thesourcesdfinancecanbeincernalorexternaltothebus.iness. 

f jjj§jjf)i1·111H4¥·111i,fi:t+ 
Internal sources of finance are chose sourced within the business itself. Examples 
include retained profit, working capital and the sale of assets. Table 1 outlines 
the advantages and disadvantages of the various kinds of internal sources of 

finance. 

Tablel Advantagesanddisadvantagesofintemalsourcesoffinance 

Short-te rmfinance: mooeythatisto 
berepaidwithinoneyear. 

Long-te rmfinance: mooeythatis 
repaid over several years 

Re tainedearnings(re t a inedprofit) 

Profiteamedbythebusinessinprevious 
years of trading 

• Does not require interest p;1yments • Is dependent on previous years having 
to be made been profitable 

• Doesnothavetoberepaidto • lfshareholderspreferlargerdividends, 
anyone theymightnotagreetoitsuse 

Sale o f assets 

Assetsthatarenolongerusedbya 
businesscanbeconvertedintomoney 
toprovidefinanceforotherprojects 

Someassetscanbesoldwithout the 
businesslosingtheuseofthem.11 
assetsaresoldandthenleasedbackthe 
initialinflowoffundsmustbebdlanced 
againsttheleasepaymentsthatwill 
have to be made. 

Thebusinessmustbesurethatitdoes 
not need to own the asset that is to be 
wld 

Working capita l 

Thissourceoffinancecanbemade 
availablebyensuringthatcredit 
customerssettletheirdebts.lnventory 
canbesoldoffperhapsonspecialterms 
inordertoincreasetheamountof 
v,,orkingcapitalavailable 

• lsinstantlyavailable 
• Doesnotcreateadebttoanyone 

outside the business 

• Thefinancedoesnothaveto 
berep;1idtoanyone - itisa 
permanent source of finance 

• ltdoesnotincurinterest 
payments 

• ltcanbeafastmethodof 
obtaining finance although this 
dependsontheassetbeing sold, 
e.g.buildingscantakesometime 
to be sold 

• It is a permanent source of 
finance. 

• Byhavingaspecialsale,old 
inventorycanbesoldoff,making 
room for more up-to-date stock 

• ltcanbeafastww,ofraising 
finance. 

Internal sources of finance might be insufficient co misfy the financial 11€Ms of 

the business. lfthl.'finance is required for a large project then it is possible that 

internal sources alone will not be sufficient. 

• Theamountraisedmightnotbelarge; if 
abusinessnolongerneedstheassetwill 
ithaveahighvalue7 

• Theassetanditsuseispermanentlylost 
to the business. 

• lftheassetissoldandleasedbackthis 
will require regular payments to be made 
bythebusinessinthefuture. 

• Thecurrentassetsmightbereducedto 
apointthatmakesitdifficulttocover 
current liabilities 

• Customers might not be happy about 
beingaskedtosettletheirdebtsearlier 
than usual. 

• Potential new customers might prefer to 
dealwithabusinessthatoffersalonger 
credit period 

• It might not produce a large amount of 
finance 
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ltispossiblethatabusinessmighthavesufficient retained earningscofinance 
a large project, but most businesses will have been using their retained earnings 
tohelptogeneratelargerfutureincomeratherthanleccingitaccumulate. 

7 Explainwhatismeantby'short-termfinance'. 

8 State two reasons why a business might prefer to use long-term rather than short-term finance. 

9 ldentifyoneadvantageandonedisadvantageofusingworkingcapitalasasourceoffinance. 

10 Outlinetwoadvantagesofusingretainedearningsasasourceoffinance. 

Answers on p.211-12 
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Examples of external sources of finance include overdrafts, bank loans, 
mortgages, introduction of new parcnen or sale of shares. Table 2 outlines the 
advantages and disadvantage,; of these sources of finance. 

Short-term sources 

Table2Advantagesanddisadvantagesofshorttennsourcesoffinance 

Bank overdraft 

Thebankagreestoallow 
a business to draw money 
greaterthantheamountinthe 
account.Alimitisplacedonthe 
additionalamountthatcanbe 
drawn. Overdrafts should be 
agreedbeforetheyareused.An 
unagreedoverdraftislikelyto 
carryevenhigherinterestrates 

Short-term bank loan 

Moneyloanedtoabusinesstobe 
repaid usually within 12 months. 

• Usuallyquicktoputinplace 
• Thereisnolossofownershiporcontrol 
• Flexibility - businessdoesnotneedto 

usethefullamountofoverdraftagreed 
andwillnotincurchargesfortheunused 

• Security(collateral)isnotalwaysrequired. 
• Usuallyacheaperoptionthanan 

overdraft 
• Thetermoftheloanwillbefixedand 

stated 
• Regularrepaymentsaidbudgeting. 

• Oftenexpensiveduetohighratesof 
interest being charged 

• Overdraftscanberecalledatshort 
notice - thismightmeanthebusiness 
isunabletomeetitsshort-term 
financial obligations 

• Thebusinesswillneedevidencethat 
itwillreceivefundsshortly,e.g.from 
customers 

• The final amount to be repaid is often 
uncertain. 

•Theamountagreedcannotbe varied 
unlike an overdraft 

• lnterestispayableonthewhole 
amount. 

• Ear!yrepaymentmightincurafinancial 
penalty. 

Cll!!l!l!!!'!ll'l!!!l'!llt""~~~~~~~~~~~~~~~~~~11.........__~-~. 
11 A business sells its good on credit and is awaiting payment from a number of customers. It is short of funds to pay the 

wages of its employees. Explain which source of finance you would recommend the business uses to pay the wages. 

12 1dentifyoneadvantageandonedisadvantageofusingashort-termbankloanasasourceoffinance. 

13 ldentifytwopossiblesourcesofshort-termfinance. 

Answers on p.212 

Long-term sources 
long-term sources of finance are ohen used when finance is required for a 
project that is likely co take a long time before it becomes profitable. These 
sources can be permanent or non-permanent sources of funding. Some sources 
will require repayment at some time in the future, whilst other do not require 
any repayments co be made. Table 3 outlines the sources of long-term finance 
and their advantages and disadvantages. 
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Table3Advantagesanddisadvantagesof long-termsourcesoffinance 

Introduce new partne rs 

A!.Ourceoflong-termpermanent 
finance.Asoletradermightbecomea 
p;1rtnershiporanexistingpartnership 
might imite additional people to 
jointhebusiness.lfanewpartneris 
admitted,theexistingp;1rtnersmust 

Sha re capita l 

Available to incorporated businesses 
andcaninvolvethesaleofsharesto 
rK'.Worexisting shareholder.;. Sale of 
sharesresultsinthesaleofpartofthe 
ownership of the business. 

Private/imitedcompany:existing 
shareholdersmustagreeifsharesareto 
besoldtonewshareholders. 

Public limited company: shares may be 
boughtbyneworexistingshareholders 
throughthestoc:kexchangeandcanbe 
50ldtothegeneralpublic. 

l o ng-te rm loans 

Usuallyusedforlargeand/orexpensive 
projectswhenitmighttakealongtime 
before the sum borrowed can be totally 
repaid. 

Thehighertherisktothelender, the 
higherwillbetherateofinterestthat 
must be paid on the money borrowed. 

Mo rtgages 

Usuallyusedforthepurchaseof 
premises.Theyareoftenrep;1idover 
20or30yearsorevenlonger. 

Thesecuritytothelenderwillbethe 
valueofthepremisesbeingpurchased 
andperhapsotherpropertyowned 
bytheborroweruntilthevalueofthe 
mortgageisfullyrep;1id.Theborrower 
has full useofthepropertythroughout 
thetermofthemortgage. 

• Usually a quick method of acquiring • Some ownership and control of the 
additional finance. business is lost. 

• ltisapermanentsourceoffinance. • Asoletradertakinginpartnersloses 
some independence 

• It is a permanent source of finance • The ownership of the company 
anddoesnothavetoberepaid isdilutedifnewshareholdersare 

• ltcanpotentiallyraiselargesumsof introduced. 

• Theamountandtimeoftheloanis 
fixed 

• Thereisapossibilityafixedrateof 
interestcanbeagreed,removing 
thethreatoffutureinterestrate 

• Ownershipandcontrolofthe 
business is unaffected. 

• Theregularityofpaymentsaids 
budgeting. 

• Largeamountscanberaised. 
• Ownershipandcontrolremain 

unaffected. 
• Theassetcanbesoldbutthe 

mortgagedebtmustbedeared. 
• Oncethevalueoftheassetexceeds 

that of the amount borrowed, 

• Theamountofauthorisedshare 
rapital will limit the amount of shares 
that can be issued. 

• lnterestmustbepaid.Thisvaries 
accordingtotheriskinvolved, the 
lengthoftheloanandcurrentrates 
of interest. 

• Repaymentsusuallybeginas'iOOnas 
thelOdnistaken,butsomeprojects 
mightnotyieldreturnsforsometime. 

• Lendersrequireaguarantee,i.e. 
5eeurityorcollateral 

• Assetsusedassecuritywillbeseized 
andsoldifthelOdnisnotrepaid 
as agreed 

• lfthevalueoftheassetfallsbelow 
thevalueoftheoriginallOiln, the full 
valueofthemortgageisstilldue. 

• lnterestpayableontheloanwill 
bedeterminedbythecurrentrate 
ofinterestunlessonafixedterm 
agreement. 

an additional mortgage might be • Mortgage payments must be made 
possibleifextrafundsarerequired. whetherornotaprofitismade 

• Theassetcanbeseizedifrepayments 
are not made as agreed. If the amount 
recoveredislessthantheoutstanding 
debt the borrower is liable to pay the 

__ - ~ ference 

Debentures 

Debenturesdonotgivetheholdersany 
ownershipinthebusiness.Theyare 
issuedforaspecifiedtimeperiodand 
yieldafixedrateofinteresteachyear. 
Thecapitalsumisrep;1idtotheinvestor 
whenthematuritydateisreached. 

• Ownership and control is unaffected. • A fixed rate of interest must be 
• Largeamountsoffinanc:ecanbe paidwhetherornotthebusinessis 

raised profitable. 
• Repayment of the IOiln is not made • A debenture might be linked to a 

until the maturity date. specifiedassetthatcanbesoldifthe 
businessisunabletorepaythelender 
atthematuritydate. 

• Alargeamountoffinanceraised 
throughtheis">Ueofdebentures{non­
currentliability)mightdeterother 
potential lender.; 

Continued 
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Continued 

Venture capita l 

Venture capitalists are generally 
associatedwithriskierventuresthat 
otherlendersmightavoid.Although 
morewillingtotakerisks,theymight 
demandahigherretumontheircapital. 

Venturecapitalistswilloftenrequire 
someshareintheownershipofthe 
businessinordertoprotecttheir 

Governme nt grants and loans 

Agrantdoesnothavetoberepaid 
unlike a loan. Governments use 
grantstostimulatespecificaspects 
ofanecooomy,e.g.toencourage 
employment or to stimulate activity 
within,say,thebuildingsectorofan 

• Businessadviceisalsofrequently 
availableaswellasthefinance 

• Theloanmightbeapermanent 
sourceoffinanceorisoolyrepayable 
iftheventureisprofitable 

• ltprovidesalastresortforbusinesses 
thatareunabletoprovideproofof 
theirabilitytorePd'faloan,e.g. new 
business 

• Permanentfinance 
• Grantsdonothavetoberepaid 
• L0<1nscanhavealowerrateof 

interestthanloansfromabank 
• Canbeavailabletobusinessesthat 

mightnotbeabletogetfinance 
elsewhere. 

Thereisoftenconfusionoverwhetherornotthesaleofsharesisaninternalor 
anexternalsource offinance.Sharesareanexternalsourceoffinancebecause 

15 Explainwhyabusinessmightdecidenottou5eventurecapital. 

• There might be some loss of 
ownership and control 

• The venturecapitalistmightwantthe 
businesstotakeadirectiooabout 
whichtheoriginalowner(s) isnot 
happy. 

• Futureprofitsmighthavetobeshared 
with the lender 

• There could be strict guidelines about 
howthemoneycanbespent,e.g. to 
purchase new equipment 

• Thebusinessmightberequired 
torelocatetoanareaolhigh 
unemployment 

• Loanshavetoberepaidwith interest 

Authorisedsharecapi ta l: thetotal 
amountofsharesthatabusinessi1 
allCM'edtoissue. 

Debentures: long-term loans made to 
abusiness,whic:heamannualinterest 
andthecapitalsumisretumedtothe 
lenderatthematuritydate. 

Venture capita l: money received from 
individualswhoarewillingto takea 
riskinofferingfinancial~pporttoa 
business 

Cili1iil11!J1llil/1J'.-------1m() 
Different sources of finance are appropriate in different circumstances. The 
chosen source of finance might be for many reasons: 

• The financial history of the business. The financial history of the 
business includes the length of time chat the business has been in existence 
and also the evidence chat shows how well or not the financial affairs of 
the business are and have been managed. A business that already has high 
le...els of debt will be considered coo great a risk for a lender to agree co any 
additional finance. 

• Whether the fin ance is required for the short term or t he long 
term. A short-term need for finance would be advisable, for example, co 
pay suppliers and wages until customers settle their debts. The time for 
which the finance is requi red should be matched by the repayment period 
of any loan. 

• The use t o which the finance will be put. Large project~ such as the 
building of a new factory, are usually financed by long-term sources because 
it is likely co be a long time before profits from the new factory are gained. 

• Need to re tain control. Ownership and control of a business must also 
be considered. Current owner(s) might prefer co choose a source of finance 
that does not involve any dilution of ownership and control, in v.tiich case 
options such as issuing shares would be ignored. 

16 Describeoneexamplewhen 
short-termfinancewouldnotbe 
appropriate. 

Answer on p.212 
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• The cost of various options. The rate of interest co be paid is an obvious 
cons.ideration. Fixed interest loam are sometimes available, but if interest 
ratesingeneralwerecofallthentheloanrepaymentswillbehigherthan 
they might have been if a variable interest rate loan had b€en taken. 

Debentures incur lower payments initially because only interest is paid until 
the maturity date when the capital sum must also be repaid co the holders of 
debenture certificates. 

• Flexibility. A bank loan is likely co offer more flexibility in the ways that the 
money can be used than a government loan or grant. Governments often 
ins.istthatabusinessreceivingagovernmentloanorgrantmeecscertain 
criteria. For example, the bus.i~s might b€ required co locate in a specific 
area co help to reduce unemployment. The bus.iness might also be given 
financeontheunderstandingthatitisusedforbuildingne"Wprernisesorfor 
purchas.ing new equipment. 

Flexibility can also be required by a bus.iness in terms of how and when it 
canrepaythedebt.Somebus.inessesmighcaskcodelaythestartofany 
repayments until the project has begun co yield some returns. A bus.iness 
might also want the flexibility to repay the dl.'bt earlier than agreed without 
any penalty, although some banks will penalise early repayment of loans 
by requiring interest that would have been paid for part of the remaining 
duration of the loan to be added to the final payment. 

Thecontextinaquestionshouldbe 
considered when suggesting various 
sourcesoffinance.lstheprojectshort 
orlongterm?lsthebusinessasole 
trader,partnership,privatelimited 
companyorpubliclimitedcompany? 

4'14 ih · ,Ei4Mhi 
1 Analysethesourcesoffinancethat 

asoletradermightconsiderwhen 
requiring50meextrafinancetopay 
wagesforthenextmonth. 

2 Analysethesourcesoffinance 
availabletoaprivatelimited 
companythatwantstobuildnew 
premisesandlaunchatotallynew 
product. 

3 Analysethesourcesoffinancethata 
publiclimitedcompanymightuseif 
itfindsthatithasinsufficientfunds 
topaythesuppliersthismonth. 

Forecasting cash flows and managing 
working ea pita I 

9.ll!ll•l!!n·!l-t!ii!Ja•Dil!til!!· ~Ml1~Mlll~1·Dhli'!.f!i!2+ ... ~~~~~~~~~~~----4~ 
A cash -flow forecast is prOOuced co estimate or predict the amount of cash 
thacabus.inesscananticipatehavinginaparticularperiod.lthelpsabus.i~s 
prepare for times when it might experience a shortfall in cash and can therefore 
make arrangements for an injection of cash in time to cover the shortfall. 

The estimate could prove to be inaccurate. A cash-flow forecast is not based on 
cash inflows and outflows that have already happened. It is an educated guess 
about what can reasonably b€ expected to happen in the future. 

Difference between cash and profit 
• Cash is money in the form of notes and coins or money held in bank 

accounts that is readily available to pay fora business's purchases. 

• Profit is the difference between sales revenue and costs. Profit is not 
necessarily money that is available co spend because some sales might have 
been credit sales and payments have not yet been received. Some customers 
might never settle their debts and therefore that 'profit' will never be 

available for the bus.iness to spend. 

The importance for a business of holding a suitable 
amount of cash 
• Cash allows a bus.iness to pay for items such as wages and payments to 

suppliers. Employees would not continue to work for a bus.iness that did not 
pay their wages and suppliers wouki not continue to supply a business that 
didnotsettleitsdebts. 

• A bus.iness must have access to sufficient cash to enable it to meet short­
term financial obligations. 

Cash-flowforecas t: aprediction 
orestimationoffutureinflowsand 
outflowsofc.ashtoabusinessduringa 
specificfuturetimeperiod 

Makesureyoudonotconfusea 
cash-flow forecast with a cash-flow 
statement. A cash-flow statement 
isarecordoftransactionsthathave 
alreadytakenplace. 
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• A profitable business can be declared insolvent if it cannot honour its short­

term liabilities. 

• Holding too much cash creates an opportunity cost because the money 

might have been used in a w~ that produced a beneficial outcome for the 

business, e.g. investment in ne-w equipment or by placing it in an interest 
yielding account. 

• It is the production of a cash-flow forecast that allows businesses to monitor 

thelevelofcashinthebusinessandtotaketimelyactiontoemurethatan 

appropriate level of cash is maintained. 

• A profitable business can fail because it has a cash·flow problem. New 

businesses are particularly vulnerable due to suppliers refusing to sell on 
credit terms until the business is more established. However, the customers 
ofthebusinessarelikelytoexpectcredittermstobegiventothem,causing 

a cash-flow problem. 

17 Explainthedifferencebetweencashandprofit. 

18 Explain two reasons why busin=es need to hold some cash. 

19 Explainonedisadvantageofholdingtoomuchcash. 

Answers on p.212 

Uses of cash-flow forecasts 
• To predict times when there might be a shortage of cash in the 

business. This is particularly important when a large payment has to be 
made, for example, the premises insurance. Regular weekly or monthly 

payments do not tend to have a disruptive effect on cash flow, but a large 

quarterly, half-yearly or annual payment might be forgotten, and therefore 
not planned for, causing a shortfall in the cash balance of the business. 

Businesses must be prepared for these less regular payments. 

• To plan for foreseeable variations in cash flow. Seasonal variations can 
have a large impact on the cash flow of some businesses, e.g. those involved 

inthetouristindustry.Fixedcostswillstillhavetobepaid,whilsttheinflow 

ofcashisseverelyreducedatcertaintimesoftheyear. 

• To set targets. A business can set reduced targets for spending to ensure 
that outflows do not exceed inflows. Expenditure can perhaps be delayed 

umilthecashsituationisimproved. 

• To show to a potential lender. When a business requests an overdraft or 
abankloan,thelenderusuallyneedsproofthatthebusinesswillbeableto 

make the rep~ments. A cash-flow forecast can be used to show that the 

cash flow is sufficient to allow the loan repayments to be made. 

• To undertake 'what if' analysis. The potential impact of predicted 
changes to sales and/or costs can be anticipated. It could also illustrate 

the impact of changing the credit terms given to debtors or received 

from creditors. 

20 Explain two reasons why a business might construct a cash-flow forecast 

21 ldentifyonepossiblecauseofashortfallincashwithinabusiness. 

Answers on p.212 
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Construction of cash-flow forecasts 
Various formats are used for cash-flow forecasts. A simple example of what is 
contained in a cash-flow forecast is shown below. 

Cash inflows 

Payments from customers 
Bank loan 
Cash injection from owner 
Total cash inflow 

Cash outflows 

3,500 

10,000 
4,000 

17,50 0 

3,400 
Purchase of vehicle 9,500 

Payments to suppliers 2,800 

Wages ~ 

Total cash outflow 19,200 
Net cash flo w (total cash inflow - total cash outflow) (1,700) 

Opening balance 2,000 
Closingba lance(netcashflow+openingbalance) 300 

Nor.ethat: 

• The dosing balance becomes the opening balance for the following month. 

• Cash-flow forecasts are usually conmucted on a month-1:rt-month basis to 

cover a 12·month period. 

• Cash-flow forecasts are based on historic face and what is expected to 

happen in the future, e.g. the arranged purchase of a new vehicle or an 
insurance premium chat must be paid annually. Some figures will have co 
be estimated, e.g. the cost of r'<ffl materials or transport costs that might be 
subject to change due to market forces slKh as demand, supply or inflation. 

• A new business faces a particular difficulty because it does not have the 
previous financial data on which to base its forecasts. 

• Cash-flow forecasts must be as realistic as possible because they are often 
requiredbybankswhenabankloanisbeingrequested.Theycanalsomislead 
a business owner into overspending if the forecast was coo optimistic. 

Interpretation of simple cash-flow forecasts from 
given data 
A cash-flow forecast allows businesses to assess the following: 

• Are there likely to be times when a cash shortfall is expected? 

• How long is a shortfall predicted to lase? 

• Howbigistheshortfallexpectedtobe? 

• Canacausefortheshorcfallbeidentified? 

• Are there any months in which the business has a cash surplus? 

• Howlargearethesurplusesforecasctobe? 

Businesses must have strategies to deal with cash-flow issues. For example: 

• lfthereisaprediccedcashsurplus.makesurethatsurpluscashisputto 
profitable use rather than lying unused in the business. 

• lfthereisaprediccedcashshorcfall(thiswillbeanegativefigureshownin 
brackets): 
- Arrange funds co cover p€riods of cash shortfall, e.g. arrange an overdraft 

or short-term bank loan. 

- Check to see if any cash inflows are being delayed, e.g. payment from 
credit customers. 

- Perhaps postpone any planned spending or arrange a longer credit period 
with suppliers. 

Net cashflow: totalcashinflows 
minus total cash outflows 

Bepreparedtofillinsomemissing 
figuresfromapreparedcash-flow 
forecast. 

@'14 ih. ,fiitM@ 
Practisefindingmissingfiguresby 
removingrandomfiguresfromcash­
flowforecaststhatyouhaveprepared 
inclassandcompletingtheforecasts 
again. 

22 A business has a net cash flow of 
$3,000andatotalcashinflowof 
$12,000.Calculatethetotalcash 
outflow for the business. 

23 Thetotalcashinflowofabusiness 
isS15,000,thenetcashflowis 
$4,000,theclosingbalanceis 
(Sl,000~ Calculate the total cash 
outflowandtheopeningbalance 
for that month. 

Answers on p.212 
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- Do nothing. It might be that the cash shortfall is expected to be very 
short r.erm and will be comp€nsated for in the following months. 

Amendment of cash flow in the light of changed 
circumstances 
Forecasts are predictions or estimations of what can reasombly be expected 
to happ€n in the future. However, the futu re is never certain and therefore 
assumptions made might have to be changed in the light of changing 
circumstances. Forecasts, predictions and estimations that might change include: 

• thefOfecastvalueofsales 
• thecredittermsofferedtocustomers 

• thecredittermsfromsuppliers 

• price changes either of own goods/services or those of suppliers 

• wagerates 
• inr.erestrates 

• requirements for new equipment, e.g. a nev,, delivery van 

The more realistic a cash-flow forecast is, the less need there might be to make 
amendments to the estimated figures. le is generally accepted that some changes 
are beyond the control of the business, e.g. the price of suppliers' goods. 

Bepreparedtocommentontrends 
showninacash-flowforecast,e.g.an 
increasingordecreasingcashshortfall, 
andwhatstepscanbetakenifany 

. actionisrequired. 
'-

·•~tt:tn~ttffl~·m·J!tlia·m·~lr~ri~·l~i·!N~1:m1;a+m-tm1m1111tmtt!II._~~~~~~~~~~~~~ 
Short-term methods 
Reduce the credit period given to customers (debtors) 
• Ask customers to pay more quickly, e.g. reduce the credit p€riod from 

60 days to 28 days. Businesses would have co be prepared to lose customers 
to businesses that offer a longer credit period. They might not want to lose 
the business of customers placing very large orders and might consider a 
longer credit period for them. 

• Discounts for earlier payment can be offered but this means that the total 
amount received will be reduced by the amount of the discount. 

Reduce costs 
Reducing cost may mean renegotiating prices with suppliers or finding cheaper 
suppliers. For example, Carole and Oougie run a small building company and 
their supplier had just announced a 1()')(, increase in the price of bricks, cement 
and sand. Carole found another supplier that could supply them at the original 
price for the same quality mar.erials. A quick phone call to the original supplier 
resulted in the prices charged to Carole and Oougie being unchanged. 

Increase the price of goods or services sold 
The success of this action is likely to depend on the reaction of customers. If 
price elasticity of demand is inelastic, an increase in price will lead to an increase 
in sales revenue, i.e. increased positive cash flow. If there are a lot of competitors 
thenapriceincreasemightresultinasubstantialfallinsalesandsalesrevenue. 

Increase sales revenue 
This might need an initial cash outflow. For example. if sales are low due to a 
lack of awareness in the market, advertising expenditure might be needed. 
However, if the resulting sales revenue is greater than the advertising expenditure 
then cash flow will be improved. 

Existing old inventory (stock) can be sold at a reduced price. It may be better 
to sell at a low price and receive cash than to have the goods sat in storage 
1ncurrmgstoragecosts. 

lfyouareaskedtocommentona 
cashflowproblemmakesurethat 
youidentifythepotentialcauseand 
thenthatyoursuggestedsolutionsare 
consistentwithyourstatedcauseand 
withthebusinesscontextgiven. 
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Extend credit periods to creditors (suppliers) 
A balance must be achie\/00 b€twe€n the credit period gi11en to customers and 
that recei11ed from suppliers. If a business allows customers 45 days in which to 
pay for goods but pays its suppliers in 30 days, a por.ential for a cash shortfall is 
being created. 

Suppliers might also experience cash-flow problems and therefore would be 
unlikely to agree to an extended credit period. They might prefer that the 
business obtained its materials elsewhere. This is likely to depend on the size of 
orders being placed. 

Debt factoring 
The debts of credit customers can be sold to a third party who will then recO\ler 
the 11alue of the debt. The business selling the debts will receive a proportion of 
the original in11oice 11alue with the debt factor keeping the remainder. 

Customers might resent having their debts sold co another business, and 
therefore this can cause a lack of cruse between a business and its credit 
customers, resulting in the loss of some customers. 

Longer-term methods of improving cash flow 
Sometimes a longer-term approach to improving cash flow is required: 

Debtfactor: abusinessorindi11idual 
that buys the outstanding in11oices from 
abu:siness.Thedebtfactorwillpaya 
proportionofthein11okevalue tothe 
sellerofthedebtsandthenrecoverthe 
debt from the debtor. 

• ~!: ;: 1
: : e:r~~:r~: ~::r~ :1~~~~;:~!~~-~: ~~e:~l~ased ~1!!!111\ml'J!!m~---l 

receive an inflow of funds but will not lose use of the equipment. Howe11er, 
lease payments will form a regular cash outflow in the future. 

• Leasing: ~asing equipment means chat the business oe\ler owns the asset -
it remains the property of the lease company - but it has full use of the asset 
inrecurnforregularpaymencs. 

• Sale of assets: unused or under-used assets can be sold if the business is 
certainchatitwillnotneedcheminthefucure. 

• Hire purchase: instead of paying the full cost of an asset at the time of 
acquisition, the asset can be paid for Oller an agreed period. The business will 
make agreed regular payments until the asset plus interest is paid in full. Ac 
this time the business becomes the owner of the asset. 

The link between cash flow and working capital 
Working capital is current assets minus current liabilities. Current assets consist 
ofin\lefltory, tradereceivables (debtors),bankbalancesandcashinhand. 
Current liabilities consist of short-term loans and trade payables (creditors). 

The effective management of working capital can help to impr011e cash flow. For 
example: 
• theamouncofin\lefltoryisrestricted 

• debtors are carefully monitored 
• the best possible credit terms are agreed with suppliers - this can also 

include renegotiating loan or o\lerdrafc agreements 

Situations in which various methods of improving cash 
flow can be used 
St.eps taken to impr011e cash flow or working capital will be dependent on the 
perceived cause of the problem. For examp~: 
• Debtors delaying payment might require stricter control O\ler which 

customers are given credit. 
• lfcheproblemisincreasingcosts,thencheaperalternativesuppliersmight 

be the answer or some other cost-cutting measures, such as taking steps to 
reduce wastage of resources. 

• A review of marketing strategies might sol11e a problem of falling sales revenue. 

24 Explainoneshort-termandonelong­
term method of improving cash flow. 

25 Explainwhyitmightnotbe 
advisableforabusinesstosell 
oumandinginvoicestoadebtfactor. 

26 Explainwhysuppliersmight notbe 
willingtoextendtheircreditperiod. 

'l:l Explaintwowaysofimprovingcash 
flow into a business. 

Answers on p.212 

Trade receiva ble (debto r): arustomer 
ofabusinessthathaspurchased goods 
on(redittermsandwillpayatalater 
da~ 

Trade paya ble (creditor): abusiness 
thathasallowedaootherbusinessto 
obtaingoodsand/orserviceson(redit 
terms - thedebtwillbesettledata 
later date 

@'14 ih. ,fii#fi 
Drawupatable listingallofthe 
methods of improving cash flow. Use 
threeheadings:method,advantages, 
disadvantages.List the advantages 
anddisadvantagesofeachmethod. 
Considereachmethodinasmany 
businesssituationsasyoucan. 
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Costs 

Com are the financial payments for resources used in production. The level of 
coscsisameasureofefficiency. 

The need for accurate cost data 

For pricing 
Businessesnee:lcomakesurethacthepricechargedwillcOYerallcostsand, 

hopefully, provide some profit for the business. 

To calculate profit 
Profit = totalrevenue - cotalcoscs 
(revenue = pricexnumbersold;totalcosts fixedcosts + 11ariablecosts) 

Inaccurate cost information might lead a business co anticipate a profit when, 
inrealicy,therevenuereceivedwillootco\lefthecocalcomofproducingche 

product or providing the servicl'. 

Accurar.e cost information might also alert a business to the face that it is 
spending too much on a particular aspect of prOOucing its product or in the 
pravision of its service. It also allows a business co calculate the impact of a 
change in price of its own produce/service or of chose supplied co the business. 

To prepare cash-flow forecasts 
A cash-flow forecast is a prediction and therefore might prove to be inaccurate. 
That possibility increases if the cost information on which the forecast is based 
is not accurar.e. This could lead a business to prepare for a shortfall or a surplus 
of cash that does not happen. An ()',lerdrafc faci lity might have b€€n agreed chat 
would be insufficient ro meet the actual needs of the business, which couki 
cause severe liquidity problems. 

When preparing final accounts for a business 
The annual financial statements of a business must give a true representation of 
its financial position. This cannot happen if the business is using inaccurate cost 
information. This can give a misleading picture to possible investors and to all of 
the stakeholder groups linked to the business. 

For comparisons of cost information over time 
It will be impossible to make an accurate comparison of costs over different time 
p€riods if one or other of those p€riods was using inaccurate cost data. 

Types of costs 
• Fixed costs (FC): these do not vary with the level of output. Fixed coses 

muse be paid regardless of whether any output is produced or not. Examp~ 
include rent, rates and salaries. A landlord will still want his rent for the 
factory even though production has not taken place. 

• Variable costs (VC): these change or vary according to the level of output. 
Examples include r'iffl material costs and the wages of workers paid by piece 

• Marginal cost: the change in the total cost of producing one additional 
item of a product or of pr()',liding a service ro one extra person. 

• Direct costs: these can be linked directly to the making of a specific 
product or provision or a specific service. Examples include the r'iffl materials 
used in a product or the direct labour costs (rate paid p€r unit produced). 

Fixed costs: coststhatdonot vary 
accordingtothelevelofoutput,e.g 
salaries and rent 

Va ria blecosts: coststhatvarydirectly 
accordingtotheleveloloutput,e.g 
r'ifflmaterial1,pieceratepayments 

Margina l cos t: thecostolproducing 
oneadditionalproduct,e.g. therostol 
theextraril-Nmaterials 

Direc t cos ts: coststhatcanbe 
specilicallylinkedtotheproductioool 
aparticularitem,e.g. riNlmaterialor 
direct labour costs 
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• Indirect costs: these com cannot be attributed to the making of a 
particular product or pr011ision or a particular service. Examples include the 
wages paid to administrator.; in the business. 

28 Define'fixedcosts'. 

29 Explainwhatismeantbyvariablecosts,givinganexample. 

30 Explain what is meant by direct costs, giving an example. 

Answers on p.212 

Problems of allocating costs in given situations 
• Semi-variable costs: some costs contain a fixed and a variable element. 

An electricity bill generally consists of a standing charge (FQ and a charge 
for the amount of electricity used (VC). 

• Multi-product businesses: a business that produces a variety of products 
might find it difficult to knaw exactly how much of the administration 
costs have been incurred by one specific produce. In such cases, businesses 
will usually decide to apportion a part of the coses co each product based 
on factors such as factory space used or the number of employees involved. 

41MH.fiih\MU,MiMi 
Cost information for decision making 
Whether or not to produce a particular product 
Before committing to the prOOuction of a produce, businesses calculate the 
likelihood of a profit being made. In order co be profitable, the price that can be 

lndirectcosts: coststhatcannotbe 
linkedtoaspecificproductor~rvke, 
e.g. wagespaidtoadministrators. 

4'14 ih · ,Ei4fiffi@ 
1 Makealistofpouiblecoststhat 

occurinyourschoolorcollege. 
Divideyourlistintofixedcostsand 
variable costs. 

2 Makealistofpouiblefixedcosts 
andalinofpossiblevariablecosts 
fora business that manufactures 
mobile(cell)phones. 

Thesituationdescribedoppositeis 
'apportioning'ofcosts.Trynotto 
confusethiswith'allocation'ofcosts 
which,inaccountingterms,means 
thataportionofcostscanbelinked 
toaspecificproductandistherefore 
allocated to that product. 

charged should be sufficient to cover all the production costs and pr011ide some Average cost: total rusts divided by 

profit. The total cost divided by output gives the average cost, which must be output 

lawerchanchepricecobechargedifaproficistobemade. '---------

Special order decisions 
Occasionally a business receives a one-off order for its products but at a lower 
price than usual. The order should be accepted if the extra cost of making the 
additional goods is lower than the price being offered. The business would take 
into account the additional materials coses, labour coses and transport coses. 
Fixed costs need not be part of the calculation if they are already covered by the 
orders from existing customers. 

Should a business cease trading? 
The relationship between costs and revenue can determine whether or not a 
business continues co exist. In the long term, revenues muse cO\ler costs for a 
business co survive. Businesses might look at the trend of costs when making 
suchadecision-aretheyrisingorfalling? Anunprofitablebusinesswicha 
trend of falling costs might be profitable in the long term and should probably 

How costs can be used for pricing decisions 
lncheshortterm,itisessencialchatvariablecostsarecovered,bucinthelonger 
term, fixed costs must also be covered 11)' the revenue received. Pricing decisions 
are usually based on average cost i.e. (FC + VC) + output. 

For example, a business that prOOuces bicycles has fixed costs of $200,000 per 
annum and variable costs per bicycle of $50. If the business produces and sells 
3,000 bicycles each year the average cost per bicycle would be (FC + VQ + 

output: 
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200,000 + 150,000 (SO x 3,000) $1l6_67 
3,000 

The desired profit of the business would then be added co determine the price 
of each bicycle, e.g. if $15 per bicycle is the desired profit, the price of each 
bicyclemightberoundedco$130. 

How an analysis of costs can help in the calculation of 
payments for resources 
Analysis of costs can identify where coses are rising, perhaps unnecessarily. 
Increases in the cost of raw material might be removed by renegotiating with 
suppliers. by finding new suppliers or by using a lower standard of material. The 
decision between labour and capital might be revie-wed and a change in policy 
might result in more machinery and fe-wer employees being used. High levels 
of wastage might be identified as a contributor to cost increases, and therefore 
appropriate measures would be introduced to reduce this. 

How costs can be used to monitor and improve business 
performance 
When costs and profits can be identified accurately within a specific part of 
business activity, the business might be divided into cost centres, each being 
responsible for their own costs, and profit centres, each of which muse be able 
to demonstrate that it is profitable. 

The performance of each cost and profit centre can then be measured usually 
against pre-sec targets. Senior management can then cake action against a 
specific part of the business chat is judged to be underperforming. 

Part of a business chat is unable to control its costs or co produce the required 
level of profit is likely to be required to improve quickly or the management 
wichinthosesectionsmightbereplaced. 

Cost centre: asectionwithina 
businessforwhichrn1t1canbe 
identified 

Profit centre: asectionwithina 
busines1forwhichtheprof1tc.anbe 
calculated 

31 Explain two occasions when cost information would be used in business decision making. 
32 From the following information calculate total cost, average cost and profit 

Fixedcost=S100,000,variablecost=S5perunit,output='l,000,andprice=S36. 

Answers on p.212 

·•~:tf¥iZ·!·lil!4\CiJ~:FE·i~,f~-i~l1ttt31._~~~~~~~~~~~~~~~----4~ 
Determination of the minimum level of production 
needed to break even 
Breakeven analysis is a means of cakulating the IEVel of output at which the 
business makes neither a profit nor a loss and at which total coses equal 
totalrevenue.ltcanalsobeusedtocalculatetheamountofproficmadeata 
specified level of output. 

Production of output above the breakeven level will yield a profit, while 
production levels below the breakeven level will produce a loss for the 
business. 

The breakeven level of output can be found by calculation or by using 
a graph. 

Contribution method 
The information required is the selling price, the variable cost per unit and the 
total fixed costs. 

Contribution: the differen(ebetween 
sellingpriceandvariablecoststhatcan 
thenbeusedasa(OOtributiontavvards 
covering fixed costs 
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If the contribution methcxl is used co calculate the breakeVffl level of output 
thefollowingformulaisused: 

totalfixedcom 

contributionperunit(sellingpriceperunit variablecomperunit) 

Forexample,ifthefixedcostsforaprcxluctare$28,000,variablecom 
p€r unit are $10 and the selling price is $17 then the breakeven level of output 
will be: 

cotalfixedcom(28.000) 

contribution (17-10) 
4,000units 

Formulaic method 
Breakevenlevelofoutputcanbecalculatedusingthesimpleformula 
ofTC = TR. 

Total coses = flXed costs + variable costs (variable com per unit x 
quantityprcxluced) 

Total revenue = price per unit x quantity sold. As the quantity is still 
unknownwecancallthatQ. 

Using the same figures as for the contribution methOO the calculation 
would be: 

TR = TC 

17Q = 28,000 + 10Q 

17Q - 10Q = 28,000 

7Q = 28,000 

Q = 28,~0 

Q = 4,000 

This business will break even when 4,000 bicycles are produced and sold. 

By diagram 

Costs/revenue 
(S) 

Figure2 Breakeven 

so, 
Output (unl ts) 

Figure 2 illustrates breakeven. When drawing a breakeven diagram, you need co: 

• Give it a title, e.g. 'Breakeven diagram for the Bellcyre Bicycle Co. Led'. 

• Make sure that you label the axes and each of the lines. 

• labelthebreakevenpoint. 

lfanexa.minationquestionrequires 
youtocalculateabreakevenlevelof 
output,usingacalculationmethod 
isusuallymuchquickerthandrawing 
adiagram,andcanthereforesave 
valua.bletime. 

33 Explainwhatismeantbytheterm 
'breakevenlevelofoutput'. 

34 Giveaformulathatcanbeused 
tocalculatethebreakevenlevelof 
output 
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4'14 ih · ,Ei4Mhi 
Practisedrawingbreakevendiagrams 
andthenchangethepriceoroneofthe 
costsandredrawthelinestofindthe 
newbreakevenlevelofoutput 

Therewillnotbesufficienttimeinthe 
examinationforyoutobeaskedto 
drawacompletebreakevendiagram 
butyoushouldbeabletoredrawany 
lineandtoidentifytheimpactofany 

, changesonthebreakevenpoint 
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• Mark the margin of safety (the difference between the achieved IE'vel of 
output and the breakeven level of output when the achiE'ved level of output 
ishigherthanthebreakevenlevelofoutput). 

• Check your breakeven point by also using a calculation method. 

Calculation of the margin of safety 
Using the examples of bicycles again, if the current level of output at the 
factory was 6,500 bicycles each year, then the margin of safety is 2,500 bicycles. 
This means that if the sales of bicycles fell by 1,000 units per annum then the 
business would still be profitable because the fall in sales is wi thin the margin 
of safety. 

Uses of breakeven analysis 
• To calculate the level of profit achiE'ved at any given level of output. 
• To calculate the level of output that would be required in order to achieve a 

specific level of profit. 

• It allows the calculation of the impact of any changes co price and/or coses 
on the breakE.'ven level of output. 

The limitatio ns of breakeven analysis 
• It is assumed that all output is sold when in reality businesses often have 

unsold finished goods held in stock. 
• The accuracy of breakE.'ven calculations is dependent on the accuracy of the 

cost and rE.'venue information. Inaccurate data will res.ult in an inaccurate 
breakevencalculation. 

• The cost and revenue lines are assumed co be linear when, in reality, they 
might not be. For example. a customer might receive a discount on the price 
if a large order is placed. In addition, as output increases, bulk purchases of 
materials might be made, therefore variable costs might reduce. 

• Fixed costs can also increase over time due co increased prcxluction IE'vels 
requiring the purchase of additional equipment. 

• Breakeven analysis is only useful for one prcxlucc. For a multi -prcxlucc 
business, breakeven analysis would be very complex co achieve. 

Accounting fundamentals 
Accounting is concerned with the accurate recording of the financial 
transactions of a business (financial accounting) and the use of this information 
in decision making (management accounting). Different stakeholders will be 
interested in different aspects of accounting. 

Margin of safety: theamountof 
outputprod1Kedabovethebreakeven 
level of output. 

4'14 ih · ,Ei4Mhi 
Practisedrawingandlabelling 
breakevendiagramsusingavariety 
offigures(adiagramwithout labelsis 
of littleuse).Practisecheckingyour 
breakevenlevelofoutputbyusing a 
calculation method.Once learned, 
thisisaquickmethodofcheckingthe 
accuracy of your graphs. 

35 Definethe'marginofsafety'. 

36 0utlineoneuseandonelimitation 
ofbreakevenanalysis. 
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•tDl:~B~·in::Clili!t.DB:;,m:1:;n,il+f-~~~~~~~~~~~~~~~~~ 
An income statement (profit and loss account) records the revenues and 
expenses of a business over a period of time, us.ually 1 year, and shows if the 
business is making a profit or a loss. An income statement has the heading 
'Income statement for the year ended DD/MM/YYYY'. It is a financial statement 
of what has actu.1lly happened in the stated p€riod of time. This means that the 
figuresarenotestimated;theyarefacc. 

Contents of an income statement 
An income statement shows the gross profit and the profit for the year (nee 
profit) and the way in which any profit or loss has been calculated. 

lncome statement: thedcx:ument 
that shows the costs and revenues fora 
busioessandtheprofitorlossachieved 
inagiventimeperiod(usuallyl year} 
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The trading section shows gross profit. This is calculated by: 

Sales revenue 

Opening inventory 

Purchases 

Closing inventory 

Cost of sales 

Gross profit 

Cost of sales is calculated by adding purchases to Op€ning inventory and 

subtracting closing inventory. 

All other expenses. e.g. transport coses, wages and rent etc. are deducted from 
grossprofic.Thisgivesustheprofitforcheyear(netprofit). 

Heat and light 

Wages 

Office expenses 
Profit for the year 

The profit for the year is used to cover any int.ere>t payments due and any tax 

on profits that must be paid co the government. Dividends will then be paid to 

shareholders. The remaining amount is retained earnings (retained profit). 

The final section of the income star.ement shows how the profit aft.er tax is 

shared between the shareholders and retained profit. 

Profitbeforeinterestandtax 
Interest 
Profit(beforetax)fortheyear 

Taxatsay20% 

Dividends paid to shareholders 
Retained earnings 

Trading section: part of an income 
statement that shows the gross profit 
byrecordingsalesrevenueandthecost 
of goods sold 

71 Statetwoitemsthatareinthe 
trading5ectionofanincome 

38 Statetwoitemsthatarededucted 

Answers on p.212 

Answer on p.212 

•tiii~1tm~~Pm-1zrnD,m:HD,m11~.,~,~un,;m1:~Hm;u11~.r~-tm11mu~.um1~,®z-m;D1,mu1,1nmn-:-m••f---------4mCJ 
A star.ement of financial position (balance sheet) documents the net worth of 

a business including a list of the values of the assets and liabilities. The assets 

and liabilities are recorded as either short term or long r.erm. The balance sheet 

values are correct on one particular day, usually the last day in the business's 

financial year. The heading is 'Statement of financial position at DD/MMJYYYY'. 

Contents of a statement of financial position 
(balance sheet) 
• Non-current assets (fixed assets): examples include premises, equipment 

andvehiclesthatwillbeinuseformorethan 1 year. 

• Current assets: examples include inventory, trade receivables and cash and 

cash equivalents - items that are expected to be used within 1 year. 

• Non-current liabilities (long-term liabilities): examples include a 

mortgage or long·term bank loan, which would be repaid over a period in 

excessofl year. 

Asset: something that the business 
ownsoris owed tothebusiness, 
e.g.equipment, inventory or trade 
rec~vables{debtors) 

Liab ili ty: something that the business 
owe-;toanotherpersonorbusiness, 
e.g.overdraftortradepayable-; 
(creditors}. 
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• Current liabili ties: debts to be repaid within 1 year, for example, an 

overdraft or trade payables. 

From this information the net assets (total assets - total liabilities) and the 

working capital (current assets - current liabilities) of a business can be 
cak:ular.ed. 

Reserves and equity 
• Comprises all permanent share capital (ordinary shares and preferred shares) 

and all reserves. 

• Revenue reserves are profits retained out o f 'normal' trading activities; capital 

reserves are profits retained from capital transactions and adjustments to the 
capitalstructureofthecompany. 

Statement of financial position (Balance sheet) for 
XXX pie at 31 May 2013 

equipment 
vehicles 

inventory 
trade receivables 
cashandca">hequivalents 

Total assets 
Non-curre nt liab ilities 

long-termbankloan(repayable2032) 
Current liabilities 

overdraft 
trade payables 

Total liab ilities 

Equity 

ordinary shares 
preferred shares 

$0005 

{xxx) 

Ratios are a way of using the financial statements of a business to assess and 

compare its performa11Ce either with earlier years or with other businesses in 

the industry. 

Liquidity ratios and how they are used 
Liquidity ratios are a measure of the ability of a business to meet its short-term 

financial obligations and, for example, show if it is able co pay its suppliers for 

materials. 

40 Statetwoitemsthatareturrent 
aS5etsandtwothatarenon-

41 Statetwoitemsthatareturrent 
liabilities. 

42 Explainthedifferentebetweenan 
intomestatementandabalante 
sheet 

Answers on p.212 ____,,r---'-,_' 

e Cambridge International AS and A Level Business Studies Revision Guide 



Current ratio 
The current ratio is calculated by caking the cocalofallcurrenc assets and 
comparing chem co the total of current liabilities. le is calculated using the 
formula: 

currencassecs(CA):currencliabilicies(CL) 

current liabilities 

The result shows how many times the current assets could cover the current 
liabilities.lftheresultis3,thisindicatesthacforeveryS1 of current liabilities 
thereis$3ofcurrencassets:theraciois3:1. 

The current ratio figure will vary according co how much credit businesses 
extend co their customers. A business that deals mainly in cash can safely have a 
lower current ratio than one chat allows all customers co purchase on credit. 

Acid test ratio 
The acid test ratio ignores the value of inventory due co the possibility that these 
assets might be difficult co tum into cash. The acid test ratio is calculated by: 

currencassetslessinventory:currencliabilities 

current assets less inventory 

current liabilities 

A low figure may indicate that a business could have difficulty in paying its bills 
orm€€tingitsshort-termdebcs. 

Currentratio:acomparisonofthe 
assetsthatareexpectedtobecome 
cashwithin1yearwiththeliabilities 
thatareduetobepaidwithin1year. 
Thismea~resabusiness'sabilityto 
meet its short-term debts. 

Ac id testratio: comparescurrent 
assetsminu1invent0f)'(stod)with 
rnrrentliabilities,andmea~resa 
business'sabilitytomeetitsshort-term 
debts. 

43 AbusinesshasinventoryofS1,000,tradereceivablesS2,500andcashequivalentsofS1,000withanoverdraft 
ofS1,000andtradepayablesofS2,000.Calculatethecurrentratioforthebusiness. 

44 Usingthefiguresgiveninthequestionabove,calculatetheacidtestratio. 

45 Explainthesignificancetoabusinessofthedifferenceintheresultsfromquestions43and44. 
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Profitability ratios and how they are used 
Such ratios can be used to analyse the quality of the profit of a business. The 
two profitability ratios are the gross profit margin and the net profit margin. Gross profit margin: measures gro5s 
These figures can then be compared with chose of previous years and with profit as a percentage of sales revenue. 
other businesses. This can determine if the profit is good, acceptable or Net profit margin: mea~res net profit 
umatisfaccory. Profitability ratios give more information than a mere statement as a percentage of sales revenue 
of profit in dollars. 

Gross profit margin 
The formula used to cakulate gross profit margin is: 

grossprofit xlOO 

sales revenue 

Gross profit margin will be affected by changes in the cost of sales and/or the 
pricechargedbychebusiness. 

Net profit margin 
The formula co calculate nee profit margin is: 

profit for the year x 
100 

sales revenue 
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Net profit margin will be influenced by any changes co the level of expenses 
i11Curred by the business. For example, an i11Crease in wages paid co employees 
or an i11Crease in the cost of electricity would reduce the nee profit margin. 

The profitability ratios can show the ability of a business to reward its 
shareholders by the payment of dividends. Potential lenders are likely co use 
both liquidity and profitability ratios to judge the ability of the business to make 
regularrepayments(liquidity)andtheabilityofthebusinesstogenerateprofics 
(previous profitability ratios). 

46 Calculatethegrossprofitmarginforabusinessthathassalesrevenueof 
S80,000andagrossprofitofS30,000. 

47 Calculatethenetprofitmarginforabusinessthathassalesrevenueof 
S7S,000andanetprofitofS15,000. 

Answers on p.212 

Youareunlikelytobeaskedto 
calculatearatiowithoutcommenting 
onthesignificanceoftheresult. 
Makesurethatyourcommentsare 
meaningful.Tosayaratiois'good' 
or'bad'doesnotconveyanyreal 
meaning. Tosayit is'bener'or'worse', 
showinganincreasingordecreasing 
trend,thanthepreviousyeargives 
more useful information. 

--~gzztm·~if!r.~,,a11e11!l:·IIIZ~-,~ii~·F~-i~:f~-i"1ttll!I._~~~~~~~~~~~~~~ 
Comparisons between businesses 
A business can compare its ratios with chose of other businesses and assess 
whether or not it is p€rforming as well as other businesses in the same indumy. 
Negative differences might indicate that action must be taken if the business 
is to remain competitive. le might need co look more closely at the exp€nses 
i11Curredandseeifthereareanyinefficiencieschatarecausingcoscscobehigher 
than necessary. 

A lower-than-average gross or nee profit margin could be as a result of the price 
chargedbythebusinessbeingcoolow. 

Comparison with previous years 
Information is obtained from a comparison between the ratios from previous 
yean. Nee profit margin is used as an indication of how well a business is 
controlling its expenses. Trends in the profit margins might signify an improving 
or a worsening business situation. 

For example, if the trend showed that the net profit margin was decreasing, 
then the business might need to cake action to control its expenses. The 
shareholders might look at the final accounts to judge the impact of an 
investment project on the overall profitability of the business. 

To get financial support 
When a business is asking for a bank loan it is likely that the lender would look 
at the liquidity ratios in order to judge the ability of the business to repay the 
loan. 

If a business is seeking additional funds from shareholders, the investors would 
possibly analyse the profitability ratios as they would be looking for a reasonable 
return on their investment. 

Limitations of accounting ratios 
• They are based on past information and might not be a good indicator of 

futurep€rformance. 
• The interpretation of ratios can be influenced because published accounts 

give the detail required by law but avoid information that is not required and 
whichmighthelpabusiness'srivals. 

• Ratio analysis is a quantitative technique and other qualitative factors might 
also need co be considered. 
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• Ratios measure an outcome of business performance but do not convey 
information about the possible causes or solutions to any potential 
problems. 

• The use of different accounting techniques can make comparisons betwE'€n 
businesses difficult. Different techniques mean that you cannot compare like 
wich like. 

• The published accounts are an overview of a whole business and do not 
reveal departmental performance. 

• The statement of financial position (balance sheet) records the value of 
assetsandliabiliciesonaparcicularday,butthosevaluestendcovary 
throughout the year. 

• Other factors, such as the relative size of a business, can make the 
comparisons difficult or of less value for reasons such as the ability to bulk 
buy or not. 

4t'tfii,11hiti·lfH+i11,it 
Identification of the information that stakeholder groups 
might seek 
The owners of a business 
Soletradersandpartnershipswillusetheir financialstatementtocalculaceche 
amount of tax that is due co be paid, as well as for checking that they have been 
running cost effectively. 

The shareholders of a private limited company or a public limited company will 
use the final accounts to see the profit that has been made and to assess the 
likelihood of them receiving a dividend on their investment. They can also assess 
the efficiency of the management team in managing the business. 

Lenders of finance 
lcisusualforapotential lendertoaskcoseechefinancial statements of a 
business in order to assess its suitability for a loan. They would want co assess 
the ability of the borrower to repay the loan in the t ime allocated. The lender 
would look for evidence, most probably the cash·flow forecast and income 
statement, that the potential borrower manages all financial aspects of the 
business efficiently. 

The government 
The government will want co assess the amount of tax due to be paid 11)' 
thebusiness.Thefinancialstatemencsmighcalsobeusedcoensurethatthe 
business is worthy of an investment if the government is considering awarding 
it a grant. le is likely that the income statement would be of most interest co a 
government. 

Customers 
Customers are reassured if they can see that a business is going to s.urvive. 
People might be concerned about buying goods from a business chat appears to 
beoncheedgeoffinancialdisascer. 

Local community 
locals seeing an expanding business might welcome some reassurance chat 
employment will remain in the area and, hopefully, that more workers might be 
required in the future. 

The managers of the business 
The managers of a business are likely co use the income statement and the 
statement of financial position (balance sheet) to assess the performance of the 

48 Brieflyexplaintwopossible usesof 
financial ratios. 

49 Explain two possible limitations of 
using financial ratios. 
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business. They are likely to compare the performance of their business with that 

~::;~ :;: ~n~~tr:~~:~~; =s~:l~~Y~:s~::t::::i::~:( ~l!!l!l!'!!J!l!l!'JlJ""" ___ l 
busines~s are more EtfectiYe is that area. 

50 ~~~~/::;!~~s:~1:~n how 

Suppliers 
Suppliers will usefinalaccounrstoassesstheliquidityofbusinessesseeking 
credit, Le. to see if a business is in a position to pay for any goods or services 
supplied to it. 

The limitations of publi shed accounts 
• Published accounts canl)()( be caken as an accurate predictor of the future 

because they are based on past data and future trends m~ht be very 
different. 

• The financial statements contain quancitative information and not quafitative 
aspects of the business. lnfomiation about the motivational levels of the 
employees cannot be deduced from financial statements. 

• Window dressing of the accounts might pre!.ent an unrealistically positive 
sec of figures. For example, a business might sell off some assets so that it 
appears to have a lot of cash inche business. 

• A weak performance in one department might be masked by an 
oumanding financial performance in another department. The final 
accounts give an overview of the business as a whole. 

Distinction between financial and management 
accounting 
Financial accountants keep accurate records of all financial transactions within 

the ~ccounn would be of u1e to 

"""'-
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Windowdressing:presenting 
accountsinsuchaw"lthattheyseen 
moreattractiYetousers. 

51 Brienyexplaintwolimitations 
of using published financia l 

Answer on p.213 

::~:::Z%~/~=~fi:~:i;:;!:!:aiof ac;~::5 and l@·i!ll§!lllt!Si·!l:i:Fl-irJ!itl!'l@;/j, 
:=e the financial information co the sharehoklers and the managers of the ~~:~:-~~;a;.:~7:counts 

caJC1Jlat~1hefiruiociilratioscove.-ed 
Management accountants are u~ of financial information as a basis for in the syllabus. Analyse your results and 

future business decisions. The irloonacion might be used for mooitoring and :7t::xe~~~e:~!:s 5:'i:ic:y~e 
evakmionpurposes. 
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AS questions and answers 

This section contains exam-style quesciom for each AS 
level topic followed by example answers. The answers are 
followed by expert comments (shown by the icon ~ ) that 
indicate where credit is due and areas for improvement. 

1 Business and its environment 

Paper 1-style questions 

C:ttMMNt 
(a) State two qualities of an entrepreneur. (2] 

(b) Explain two business objectives that an 
entrepreneur might have when starting his 
or her new business. [3] 

Pfft:tr:FUii,h Mi 
(a) CreativeoessandconfKienceintheirab11ity. 

€J :~:1:::~~;c::i::,fu:: ::::,:; 7t:t:::::c:::::, 
and has not wasted time in giving an explanation that is not 

required by the question. 

(b) The most important objective i1 mrvival in the 1hon term. 

lfthebus.ine1sdoesnotmrvivetheearlystagesthenother 
poss.ibleobjectives,e.g. profitmaximisation,cannotoccur. 

Asecoodobjectivemightbetoobtainaspecificmarket 

share. FOfanewbusines1enterprisethi1objenivemightbe 

to gain a 10% share of the market within 2 years. This couki 

depend on the sm.•rigth of competition already in the markl'f. 

e:mm+ 
Discuss the possible effects on stakeholder groups 
of a large manufacturing business planning to scale 
down its operations on two of its five sites. [20] 

lfflfflFhii:b i41Md¥ifi 
Astakeholderisanyooewhohasan interestintheanivitiesof 

a business. 

The effects on stakeholders of the proposed scal ing down will 

depend on how much the two sites are to be reduced. Are 

they to dose completely) If the two site1 are to dose, then 

employee1 would be mncemed about their jobs. Some might 

hop{' to move to one of the ocher sites. Their reaction would 

dependonhoweasilytheymightgetanotherjobinthearea. 

lfjobsarehardtofind,tradeunionsmighttrytopersuade 

thebu1inesstohelpiiaveasmany jobsaspossibkperhapsby 

offeringtotramferworkerstoochersites. 

Shareholderswouldworrythatthebusinessisin financ:ial 

difficult y mdthat profitsarelikelytobereduced. Thiswouki 

mean that sharehokier1 might receive lower Of no dividends 

The localcommunitymightsufferbecausethejoblossesin 

theareacouldre1Ultin lessmoneys.peotinthelocalarea, 

causinglocalbu1inessestosufferasaresult.Thiswuklhavea 

downward spiral effect on the local economy. 

Theextentof theimpactonany stakeholdergroupwould 

depend on how much the sites are scaled down. If the sc:aling 

down is very minor then the impact might be minimal. 

~ :!:xs~:::::::::::r;::e ::::::~;:u~:rs 

mentioned, which is sufficient uni= a question state:S" that 
more should be discus,ed. The answer is analytical and makes a 

judgement. The candidate concludes correctly that the effect 

on st<tkeholders would be dependent on how big the scaling 
down was. The complete answer would gain a grade A and 
would be awarded math in the top level, e.g. 17- 20 marlu. 

Paper 2-style question 

EttMMt 
Superior Cosmetics Ltd (SC) 

SC Ltd manufactures a range of cosmetics and 
skin care products. Following an investigation 
by a national newspaper, a recently published 
article accused the business of using unaccept able 
methods of testing its products and also 
questioned the safety of some of the ingredients 
used in its skin care range. The mission statement 
for the business is 'To provide the best and purest 
products to the population'. The article claims 
that the business is not an ethical one and that its 
customers are being misled because its behaviour 
contradicts its mission statement. 

Discuss the extent to which SC Ltd should be 
concerned about the newspaper article and the 
dangers of being seen as an unethical 
company. [10] 
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lfflMF\iii:G bittltffiil 
Ethc.ibehaviouri!.notalwa~gOYerTll?dbylawbutalsoby 

what is moraly aa:epcable and WNt is perceived as pxl and 

fairpracuce.SCLtdneedstoworryabootchenew5p,jperartide 

ifitbelievescustorrenbuyfromitbecauseofitsclaimtobe 

.inethicalcompany.Howl'Vl'f,ifitbelievesth.ltcustomersbuy 

their products for other rea'i(>nS, e.s low prices. thffi pefhaps 
it should not be too worried. It might feel that customers 

willcominueiopurchaseSCLtd'sproductsbecausetheyare 

che1Ptrthan1ubstitut!'goodsavailableinthemarket 

However, if SC Ltd's customt.'fs arl' very ;iware of business 

ethics,thenthebusinesswouidneedtot~eKtiontopreVfflt 

wts from tarnrig. TM could depend on how nuny people 
rl'ildthearticle. lfthenewspaperispopul;ir;indi!.readby 

many of SC Ltd's customers then it needs to Kt quickly to get 

itssideofthestorypublished.lfthealleg;itionsaretrue,then 

SCLtdneedstochangeitst!'stingmethodsandingredil'rlts 

quickly and make customers aware of the changes. It takes 

yearstobuildagoodreputationbutitcanbedestroyedin 

days. Therefore SC Ltd must thoroughly investigate its testing 

me1hods and ingredients. It must ensure it conforms to its 

cu11omers' expectations and that it does not contradict its 

mission statement. Mo re customers are aware of ethics in the 

modern business world, ther!'fore these .ilegations need to be 

dealtwithquickly.TheinternetaloW5newstospreildglobaly 

veryql..td:ly. Thfflofort',ifSCLtdsellsworldwide,1tmightnot 

beonlyreadersofthenewspaperinthei"owncoumrythacare 

made.lWareofIDl'i=e.Salescouldfalinothercouncriestoo. 

~ :~;:;:. ~;t:~:::i~:::::,::;:~:;~ of 
answers. The candidate questions correctly the number of 
people who might see the article and whether or not the 
allegations are true. The extrdCt then diS<usses the need for 
action and also introduces the idea of how far news can 
travel Ilia the internet. This is a wf!il-balanced ans_, that 

focusesdirecrfyon theiS5Ueinrhequesrion. lfalofthe 
al!SWl.'r is of this qu.Jity, the candidate would KCXe the ful 
10marl<.s. 

2 People in organisations 

Paper 1 ·style questions 

EMMiM,i 
(a) Explain wrnlt is mean by 'worker 

participation'. [2) 

(b) Explain why emp~)'ttS who are viewed as 
Theot""y X might not welcome the Introduction 
ofworkerpartkipation. [3] 

iiffftMFOii,h Mi 
(a) WOfkerparticipationmeanstoinvolveemployeesin 

decisionmakinginthebu1ines1 

A This answe,-gain5 the2 marks. although an example 
'-=" could have been given, e.g. the useofwor~rdiremxs. 

(b)TheoryXworkersresislresponsibilitymdpr!'fertobegiven 

dear instructiom abo!Jt what is required of them. They 
cbnot ~ntorseekr!'spor-6ibilitythar: l'«lllld indudeany 

irwolvementindeci5ionmaking. 

... This is a short but dear answer 5/iolNing good 
understanding of Theory X and how this relates to 

worker partkipation. The fu/13 marks is awarded. 

C:ITMBf§it 
Dis.cuss the Importance of a human resource 
maHgement department in helping a business 
to achieve Its objectives. (20) 

Pttt@biii:h I j§lfflfflml 
AbusinessneedstoNvethebestemployeesinOfderw 

achieve its objectives. The right numbef of workers with 

appropriateski~sandexperiencearerl'quiredandtheymust 

be in the right place at a time. The HRM department finds out 

what workers are currently employed and then compares that 

withtheworke11tha1arerequired tomeetbusinessobjectives. 

The department then either makes workers redundarit if the 

businessh;istoo~oritr«n..itsworker.;ifthebusinessdoes 

not have enough. The HRM department cbes tht r«ruitment 
andselectionofriewworkers. 

TheHRMdep;irunentgivesinductiontrainingtonew 

employees so they can quickly becomefarn~iar with {ht 

business,1nditssyst!'fTIS.lta!sokeepsr«ord1ofemplo)'ee 

perfor~nce.ltYo01kswithlinemanager1toorganiseextra 
trainingifanyWOO(tfsneededit 

Without the HRM department, a business might not be ablew 
achieve itsctjectivesbecauseitmightnothavetherightquantity 

andq.;aDtyofemployeestomeetdepartmenta!targets.However, 

ifIDl'businessi!.smalitmightnotneedaHRMdep;irtmentto 

nub-Sln'th.lt khisthemc&appropriat:eemplo)'eesuthis 

couklbedoneby{heo,,,neror.1produaion~er. 

@ ;!;::;~tt;;::~:::i~;o:;:;:r~:rs the 

am_, to the HRM acti'tiries that are mosr relevant to the 
question and does not deviate in to a discussion of functions, 

such as the management of grievance and diS<iplinary issues. 
The candidate stresses the importance of rhe role of HRM in 

ensuring thot the business has the right quantity end quality 
of employees to allow its objectM"J. to be achieved but also 
recognises that a small busines:. might not have or need a 
HRM department. The complete annwr would achieve marks 
in rhf' rop level i.e. 17-20 marks, due toitsana',triatland 
evaluarive-conrerit. 

Paper 2-styte question 

EITMBM1it 
Best Bakery Ltd (BB Ltd) 

Robert and Cecilia have run BB Ltd for 10 years, 
employing 10 local people in the bakery and lhop. 
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The gradual increase in trade over the years means 
that their current site Is now too small. They plan 
to relocate 88 Ltd to a larger town 30 minutes drive 
from the current site. Some of their empklyees are 
unhappy about the mow and are not sure that they 
an continue to woric fo, the business. 

Discun the incentives that Robert and Cecilia 
might consider using to persw.de their workforce 
to move with them to the n- site. (10) 

ifflltMiii:B i4ifMMil 
Robert and Qcifii could offer flrlil'ICial or r,on.f1NnCial 
iocffltives.Theym.gturealistthattheir~scouldbe 
worriedabouttheoomiovol~dintravelingtothenewbikery 
andcouldofferextramooeytocoverthetrm,;portcostsor 
providedailytransporttothenewsite.Theycouldal)(loffeJ 
promotions to their loyal staff. the expansion of the business 
might mean that they all,() need to employ more peop~. This 
increase in status might persuade 1he promoted employees to 
movewi1hthem. 

Theyrnightconsiderincreasingthewagesofempb,eesto 
rew..-dtheirloyalC)(Theincen1r.oe5used'Mlldependoo......+u.t 
motiv.lres thei" v.crkers. If their emplc,ym are driven by money, 
the roeased wage and/or help with tr;nsportcostsrrighc:be 
!itlfcientH~ifrnoneyisnotthe~molivator,theofft,-of 
p«mOCfflmighlbethebestincertive 

lt~possiblethuthestaffwillnotbemotivatedbythesame 
thing.Therefore,RobercandCediamighthavetousearange 
of incem1~ co encourage ernplo,,ees to make the move 

€) :!:::=/;~:::;, °r:et1::J.=/:::'::s':t 

in~!itig;,tt,al/incentivesburconcenuatesOl'lrhaselhdt 
directly reliJtt, to the situation in the s«>nario. The sugge5ted 
incentives iJre explained in context rhrooghoot which adds to 
the quality of the iJIIDVt'r. The complete answer would be 
given full ffliJrks fo( knowledge and applkiJtion and 516 ffliJri:s 
for analysis iJnd evaluation. To g;,in fuH ffliJrks the candidate 
could~ discussed the incenti~s in terms of if Robert and 
Cecilia could iJfford financial incentives. In rota/ this respon,;e 

would be awiJrded 9/10 marks. 

3 Marketing 

Paper 1-style questions 

C:#MMi 
(a) Define the te rm 'market segmentadon'. [2] 

(b) BrieRy explain two advantages of segmenting 
a market. (3) 

lfflfflfliii:6 Mi 
(ii) The Wl'f businesses ider!cify particular groul)\ in a market 

thachaveimilarwanc:sNidneeck. 

~ The candidiJtf! gives a clear definitiOl'I with tv.,:, key 
\::, points about wants of particular groups (l marl:s) 
although he or she could h;,ve commented that individuals in 

the groups 5hare similar chariJCteristics. 

(b) PrOITI(XionCOSCSiirelc,,verbecilUSeildveJtisingislimited 
toplacesthetargecsegmentlooknt.Competitionmay 
be less as rmny firms aim ac other segments or the whole 
market,sosall'smaybehi~. 

I'!\. Two dea,- stiJtements (l miJrks) are given wirh an 
\::r explanation of why rhese iJre advanrages (3 marlt:s~ 

C•#MMN=t 
Discuss the most appropriate methods of market 
research a shoe manufacturer might use whe n 
developing a new fashion shoe. [20) 

lfflfflfliii:B i4ifMH¥!1 
Marketre!iearchisgatheringinformationaboutmarkets. 
customef5 and their reaccion to the marketing mix. It irwciws 
setting an objective. Developing a new shoe invol~ finding 
out what potencial customeJs are looking for, wtiac price they 
Yrill payar.dwheretheyrri:ghc:buycheshoe. 

f>rimaryrese.uchisgacheJinginformaciond'rectly,secondary 
researchisu~informationalreadygachered.AsitiscustOITll'f 
focused,primaryresearchwilbeesseoc~lthooghitmaybe 
useful to look at catalogues and informuion from competitors. 

Primary research methods nclude observation (not 
applicablehere),quesooonaires.inrerviewsorfocusgroups. 
A!il.licablenumberofcuscomersofvar)Tlg~es,gendeJNid 
socioeconanicgroupscanbechosen.orparciculartypes.They 
canbequescioneduingclosedoropenqoestions,orusing 
structuredorwistruct,..edincerviews.lc'M)Uldbebesttodo 
thisfac:etofilce,OYerchetelephoneorusngcheexistingwebsite 
foraquestionnaire.Tl'Mswillgi~informitioniboutthet)?l'of 
shoe that is demanded.A focusgroupwouldbemoreuseful 
onceapartirulardesignisavailablebisedootheiiit~re!iearch 

The quescions must be easy to understand and not ~ad 
respondents inaparticular direaioo. 

The s.amp~ mustbelargeenoughtorepresentthewholeof 
the target market - a random sample, e.g. a shoe JS aimed 
atrichfemaJes, aged 30-SS.Thes.amplecouldbestratified 
(dividedinto discinctsection)-ageranges(30-39,40-49, 
50- 55),gender(female) andincome(high). 

A shoebisedoo thisresearchandmadeatacostthatsuitsthe 
targetcustomeJmaybecescmarl(eted:soidfor rultoasmall 
part of the market Changes can be made to the marketing mix 

to improve sales. 

~ :~r;;:n;:n; ~e::::::a:::::::::ng 
,e;e-,rch methods, with exp/iJnatioos iJnd oommenrs as ro 
their advantages or d/siJdviJnt;,ges. The merhat:b are explkitly 
related ro a shoe firm iJnd rhere are commenrs as to rheir 
appropriateness. The comp/ere iJflSl"!.'r would iJChieve marks 

inrhetop~i.e17-20marks 
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Paper 2-style questions 

E#MW+ 
PaperSystemspk 

Paper Systems makes paper products for packaging 
and protection. These include envelopes, bags, 
and crushproof fillings sold to retail shops. The 
chair opened the last board meeting by saying: 
'We cannot continue as we are. We import raw 
materials and these are rising in prke. Interest 
rat« are rising and all our costs haw gone up. 
The ttonomy ts slowing and bu~AHSH are selling 
less; demand for our products is falling ;md sal« 
-nue is likely to fall. Reducing prku by 10% 
couklleadtoan increaseinsales of15%.' 

The marketing director r«ponded: ' I agree broadly 
we must change. Market research shows retail shop 
sales are falling but e-commerce is growing. We 
must change to supplying businesses selling goods 
through the internet. These are likely to want 
lower prices, better quality and certain delivery.' 

(a) Cakulate the prke elasticity of demand for 
the products of Paper Systems. (JJ 

(b) hplain how Paper Systems might use this 
PED informatkm when setting prkH [3] 

ifflltMiii,h Mi 
(a) PED=%changein qf)bchangeinprice=1S/10=1.S 

A The definition of PED gains I mark and ii co,-rect answer 
\:7" 3 milrks. Oneerro,; e.g. PfD = 15110= 1.2, is likely to 
t}ilin 1-2 marks. AJw;zys show )UUrwor*ings. 

(b) PED of 1.S 5 ei.utic. If prices are reduced. S31es ~e w~I 
rise so 1f P~ S~t'ITl'i is concerned illx>ut flllling rewnue 
(shouldreducepriceassumingalodlerfilCtorS,suchas 
CO!T'!petitOfbehaviour,aret:hesame. 

A This respome show.s- understanding of the implications 
\:7" of PED for revenue change and notes the possible 
,elevanceofotherfiJctors.ltgainsall3fTlilrks. 

EJTMMNU+ 
Discuss how Papet"" Systems might respond to these 
market changes by altering its marke ting mix. (10] 

IMIM!iiicb l§lt®tffitl 
A marketing mi~ i1 the combination of product price, place 
and promotion that meets conmmers' needs. The market 
ch.lnges indude rising rnm, a slowing economy and 
t~replacffl'lemofretailshopsbyorJinesel~ng.Paper 
Systemscouidconoot'rpromotingitsproductsroorJine 
sellersracherth.lnstreetreta~ers.Thepotent~dientsare 

notfinalconsumers,sogeneraladYertisingisnoteffectiYe. 
Mvertising ooold rWe place in e<01TVT1erce trade jourllils. 
Personal selliigby~ts tooniine retailersismorelikelyto 
resukinSilles.Fort~firstbuyers,disooontsorfreeSilmpie 
offers with each purcrnlse is recommended. Rising costs make 
itdifficultforpriceandqualitytomatchexpectations.soaUSP 
couldbethequi/icyoft:heproducts.Advertsandpt1bkicy 
material ful.ld emphalise this. Public relations may play a ~g 
rcieasitischeapandarticles inthetrade pre-;sulingPaper 
Systemsproduct1cooldbesetup. E-commercebusinesse1are 
likelytousesocialmediasothesecouklbeu\.edtogenerate 
interestbysettinguponlineeYentsorinvitationstotry 
SillTlples. Suitible e<ommerce trade conventions could be 

'""""" k is importilnt ra to neglect existing rustomers. Personal 
sei~ngand offers may be important in keeping them and 
delivery times mun be reduced. A different direction may be to 
offer products to consumers. This coold be gift-wrappingP3P«, 
documentstOfages~ems,.fiHng.photographboxeseoc.This 
would mean promoting in a diffffi>m way, to reach individual 

Ch.lnging the marketing mix will be ma:essful if !he product 
matche-s !he promotion Sales will irx:reue but it l'till be 
important to~ to the competition 

A rh!5eJCfract sta,-tswelwith defini~. ~is structured, 
\:7" with all components of the martetmq mix explained 

with relev.tnt possible examples. These are linked to the 
target market and its needs and are integrated (analysis). An 
attempt is made to qualify points and explain filCtors rhat 

success rright depend on (evaluation}. Comments show the 
likelihood of success (evaluation}. The comp/ere answer would 
beexpeaedtoscore8-10ffldrlcs. 

4 Operations and project 
management 

Paper 1-style questions 

Eif&BttTIII+ 
(a) Explain the term 'flow production'. (2] 

(b) Briefly explain two advantages of flow 
production. 

iffllt:ffiiii:h Mi 
(.a) Continuousproducoonooann1emblyllleforstancfard 

"'°""'" 
Q The candidare gives II c/e.,r defi_nition (2 mare) but 
\:7" cooJd hilVe referred to cumulative stage-by-stage 
,xocessing. 

[3] 

(b) low unit costs due to mechanisation, quality easy to check 
as on line 

~ A brief and ilCCurate ~ponse that gairn all 
\:7" 3marks. 
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ENtttTiif+ 
Otscun the fact on managers of a cllocolate­
maklng bustness should con skier when deciding 
where to locate a new factory in their country. [20) 

iffl¥Mi¥i,G dlttlfiffiOI 
Employeeswi1htherightskill1andexper;enceareessen1ial 
sotheav.iilabilityoftheseisimportantChoco!atemal:ing 
mayootrequirehighjyskijledpeopleinitiallysoitismore 
impoftilnt that there are people. The managers must consider 
any local laws that might affect the opemJOO of the fmory. 
lnhstrucrure is crucial - materials must be able co re~ 
thef1ctorycheaplyandproductsmuscbeabletobesen<co 
INfketeasily.Theremuscbepower;.mdaherutilitiesaswelas 
theaviilibilityoffinancialadvice.Stateassiscancein the form 
ofmt incentives, low rent or rrainingcom may be important. 
There must be land with planning pe,-mission. Finally, from a 
marketing view, the factory mur.c be able to send products to 
mar\:eteasilyandquickly. 

Q :::~;,~~;:r::::t~~ ~: ::::~a;:;~t: !~~f 
these are important or not but little detail or application to 
chocolate ffl/lnufacrure is given. The complete answer could 
be expected ro score 11- 15 marh. Ranking f11Crors or 
discussion of chocolate as II consumer product and the 
nature of materiills or tniJrket conditions would increase the 

Paper 2-style questions 

E¥BM11Ft 
Office Ideas Ltd 

Office lde;u produces a unge of custom-built 
offke furniture. It buys in componenu and 
buic raw materials such as wood, screws and 
metal sheets. It uses these to produce Its products 
to order, selling from a shop, the internet and a 
catalogue. Eight employees can usually produce 
36 typical fittings per week. The firm is finding 
it increasingly hard to compete on price. To gain 
discount prices Office Ideas hold between 8 and 
40 weeks' worth of sales in different materials. 

(b) Lllbourproductivitymeasurestheefficiencyofthe 
workforce.Offtcelde.isneedstolo'M'fcomandif 
productivitycanbeincre.isedfrom thisfigurecostswilf.il 
orderscanbeo:mpletedquideranditscompe,:it~ness 
willimpr<M!. 

€) :=::~~i;:r::i::::::: 
applied ro Office Ideas. It gains 11/1 3 marl<.5. 

C:MIM+ 
Oiscun why Office Ideas might change to just-In-
time inventory control. (10) 

iffl¥Fliiieb i#lt!Uffiil 
Just-in-t"'1'\einventorycontrolisoperatingwithaslowale~of 
invemory(rawmaterials.workinprogrl'!;sandfinishedgoods) 
as possible. It means only ordering materials when they are 
neededforproduction,workingefficient!yand seodingfinished 
goods immediately to C\lstomefS. This means that irwemory is 
heldataminimumlevelThislowersallthecostsofholdingic. 
e.g.sroragecoscs,insur;ir-oce,security,sp,aceandthepossil>ility 
oflo!isorda~e.8utJITdoesmeanthat!>IJddenordersrNy 
nocbeablerobemet,productionc:oiidbedisruptedandit 
v,ouldnotbepossibletobuymaterials inadvanceofpncerises. 
Offic:eldeasdoes~~antageofdisco.mtslorlargeorde~ 
andthematerWsiltedurableandunlit::elytoperish.HOWt>Ver, it 
doesbuildtoo.-derandCOlJldgettheprec:iseinventoryitneeds 
foreach jobwithoothaving toincurthec:omofholdingit 
8-40 weeks is a long time. A considerable ming WO\.lld follow 
if inventory was reduced to 4 weeh' worth of sales or less. 
Office!deasneedstolowercomandassumingitcantrainits 
employees and~ rd.ible suppliers it would be advantageous 
tom<7,1etoJITinventorycontrol. 

A JrTis explained in ~s extract and wme of its 
\:J' advantages and disadvantages are dis.cussed wirh 
particular application ro Office ldei15. Judgements are made. 
supported by reasoning (evaluiltion). The complete answer 
would be expected to srore 8-10 marks. 

5 Finance and accounting 

Paper 1-style questions 

(a) Cakulatethelabourproductivity in OffKe ~-!·~ffl§m· ~·~·IIIILit---------
ldeas. (l) 

(b) Comment on the significance of this figure 
fMOfficeldeas. [l] 

lfflrftMiiieb ma 
(a) 36/8perweekc:c4.5 finingsperwe ek. 

(a) Oefineworltingcapital (2] 

(b) Explaln two reasons why a new bus inns 
might use a cash-flow forecast. [l] 

lffl¥Mi¥ieb ma 
(a) Wor\:ingcapitalisthemoneyusedtofin,mcetheclay-to­

day activities o( a business. It is calcu~ted by S1.1buKtl"'lg 
current!iabilitiesfromrurrentassets. 
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.. This is a short but precise answer to the question. The 
candidate dearly understands what working capital is 

and gains both of the 2 marks. 

(b) To apply fora~ kwl. Newbu~nessesoften nttd bank 
loarn.l'or~tdsun,upap1ril. ~nkma~ofrena,;k 
foracash,flowl'orecasi:roseewherherthebusinesswillbe 
apableofmaks,gthe required ~erm. Tomab-wre 
tNtthebusinesswi l nornrioutofcuh. 

@;:::;;,:::5,;:,~x~':::.·:::::,, ';:;:gh 
r~ second reason is con-eel the candidate h.u not offered 
any explanation. This answer would have s«xed !he full 
3 marks if the candidate had explained thal the predicted 
inflovvs IJfld outflows of cash could help to predict any rimes 
when there might be a shonfiJ/1 of cash so that eiirly 
preventative action could be raken. 

C:ITMBM1itt 
Many small busineues fail in their first year of 
business. Discuu the argumentJ that a government 
might consider when deciding whether or not to 
give grants and/or cheap l~ns to small businesses 
in its country. [20) 

lffilttFiliiM i4iffitffl!I 
,\.ounysrmllbusinessesdof;,~inchefirstyearbutm;myother.. 
~ and make .i contribocion to che economy. They prCYide 
jobs.servicethenttdsofli!l'gerbu~nessesand.ifprofitable. 
cornributetocheturevenueofchegc,.,errrnenr.ln.icourn:ry 
experiericinghighlevelsofunemployment,theg=rnent 
might believe tNt helpngsrmn businesses 1s the quickest w.ay 
to get people into work beause once set 14' they wiR hopefully 
employothtf'S. 

GoYernments need to consider other derm.nds on their 
$pl'Mngandwhethermoneygiveoorloanedtolarge 
businesses might be more beneficial to the economy. However, 
largebusinessesmightbuymorelTl.lChinerywiththemoney, 
making some workers redundant. Small businesses are 
morel ikelytoemploypeopleracherthanmachinesbecau!ie 
oflimitedf1n;mceintheeill'lyyears.lfitistheaimofthe 
government to increase employment it might be better to giw 
orloanthefinancetothe~llerbusinesses. 

Governmentsr.eedtoknowthatgramsaricll00fl5giwnto 
smal l businesses wHI benefit the economy. !f giving loa115 then 
theyneedtobesurechatsmallbusinesseswiRbe.ibletomal<.e 
thenecessaryrt'payments.Givenchehighfai~re rateofsmal 
business, gMng loins might be nsky - some loam might never 
brnpaid. 

When gMngg~nts to .iny business, large or small the money is 
notreqLiredtobe~id.thereforethegoyerrvnentlTll&have 
wffic:ieru funds robe ;,ble to make the fin;ance.iv.i~able. 

€) ;:;,:~;::,,s:;;;s ~::::::~~:n=~~:.i: 
businesses throughout. The second paragraph offers some 
ilflil.ysis of the possible impact of providing fiMnce to small or 
large business and ends with a judgement that links to what 
the govemmenr might hope to achie'lle. An ans\over that 
demonsrmed this quality throoghour 'll'OUld be expecred to 
scort' marks in the highest level (17-20 marts). 

Paper 2 style question 

C:Hr¥BM1iii 
Homely House Builders Ltd (HHB Ltd) 

Cuh.flowfor.uistforHHBLtd 

C1slioutflows 

Openingb~l,mce 
Closingbalant@ 

Month1 Month2 
(S000s) (S000s) 

•so 
so 

"' S30 

(55) 

(a) Calculate the net cuh flow and closing 

Monthl 
($000s) 

balance for month J. [2] 

(b) Discuss the significance of the cash-flow 
forecast to HHB Ltd and to Its plans to apply 
fot· a long-term bank l~n to finance a new 
house building project. [8} 

lfflrttfliiiefri§i 
(a)Thenetcashflowformonth]is(S90.000)andche~ 

b.tlanceisSlS.000. 

@ ::-:e::=r:e:~~::~ n::ec:::::::re 
cot"rect/y written as being lOOOs. 

(b) The cash inflows appear to be unstable arid there is an 
estimatedupwardtrendinthecaSfloucflows.Asaresult, 
the net cash flow is predicted to worsen each month 
causingtheclosingbalmcetoreduceeachmonth.The 
bu§inessmightneedtoprovetothebankthacchistrend. 
isootexpectedtocontinue.Theb.tnkmightworry that 
the bminess will be Unlble to meet the repayments if a 
long·termloanwasgiventoHHS.Thebank'sdecision 
might deper.d on other fxtors. Fore,-,amp~ if the house 
buildingprojectisexpectedtobecomp~tedquid::lyand 
thehooses arepredictedtosef quid:lyfofa largeprofit,the 
b.tnk might not plilCe too much importance on the uslJ.. 
flow forecast. 

Q This is a good answershowi~ a dear understanding of 
\:IP' cash..flow forecaru and the link with a loan applicdlion. 
There is someanal'y5ts of the !rt"nds shown and the significilnce 
of them to the loan app/icarioo. An allS'Ner of rhis quality is 

iiWarded marks in the rq;, level, i. e. 718 ITI/Jlts. 
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6 Business and its environment 

Business structure 

•t!ttt¥i!l!·!+~rnm-1mu~1,~1~1tffl!m-m:i·Gtitilm!~,nu~rn~B1Mnmm-11,~+m0~1:11@mt11;m._~~~~~~~--~ 
Main differences between local, national and 
multinational business 
local businesses are active in a specific town, area or region within a country. 
They tend co be small- to medium-sized businesses that m€€t kx:al customer 
needs, e.g. hairdressers, indep€ndenc food shops and repair shops, such as radio 
and television repairs. 

National business.es Op€rate on a country-wide basis and might have branches in 
many regions of a country. Due to operating in several pares of a country, these 
businesses tend to be larger than the majority of local businesses. Although 
branc~ might exist to serve a small area, the business itself is one of national 
standing. 

Multinational businesses operate in more t han one country. They frequently 
produce and sell products in several countries, sometimes adjusting their 
products to me€t the specific preferences of different countries. Multinational 
businesses produce and trade across national boundaries. 

The growing importance of international trade links and 
their impact on business activity 
International trade links can be formed between businesses or as a result of 
governments reaching trading agreements. Links will be pursued and agreed 
when both parties believe chat they can benefit. For example, coffee growers 
will form links with a coffee processing business if they can secure a market for 
their coffee beans at a fair price. The coffee processing business will benefit from 
knowing that they have a secure supply of coffee beans and of a quality that 
they can trust. 

Governments might reach trade agreements wi th different countries in order to 

enlarge the p:>tential market for goods produced in their own countries. 

The benefits to business of international trade links 
• A larger p:>tential market - possibly a global market. 

• The potential for growth of a business. 

• Economies of scale. 

• Possibly fewer remictions placed on the import/export of goods co and 
from other countries. 

• lower import duties might be agreed by the participating governments. 
• Therecouldbeabeneficialsharingofexpertise. 

Possible disadvantages to business of international trade links 
• Businesses are likely to be exposed to competition from businesses in other 

countries. For example, if import duties are reduced, then overseas 
businesses will be able to sell goods at a cheaper price than previously. This 

Multinationalbusinesses: operate 
in more than one muntry. The head 
officeislocatedinonemuntrybut 
branchesofthebusinessexistin1everal 
countries 

Business structure @ 



can put pressure on the price that the national business.es can charge. This 
can potentially reduce their profit. 

• Meeting the needs of a wider variety of customers might mean a greater 
variety of produces need to be produced, causing a lack of economies of scale. 

• Some countries have kmer wage rates than others, therefore this is likely co 
influence the price charged for finished goods that might be significantly ch"i>aper 
than home procluced goods. This could lead coa 00 of jobs in some countries. 

• Not all goods are acceptable for sale in all countries, e.g. alcohol. Therefore, 
businesses must be fully aware of any restrictions on the type of goods that 
can be sold. 

1 Distinguishbetweenanationaland 
a multinational business. 

2 Brieflyexplainonead\13.ntage 
andonedisadvantageofthe 
developmentofinternationaltrade 
links 

Answers on p.213 

·•~N~ffl~Hmt,mfDB~N~lfa.jmtt .... ~~~~~~~~~~~~~~~~~--4~ 
Multinationals and the state: advantages and 
disadvantages 
Benefits to a country 
• The multinational business might bring substantial investment into a country 

in terms of technology and skills development. 
• Increased employment if the multinational recruits locally. 

• The infrastructure might be imprO\led to accommodate the multinational 
business. It might make some improvements as part of an agreement with 
the host government. 

• An increase in the variety and possible quality of goods offered for sale in a 
country. 

• Lawer prices for goods procluced or sold by the multinational. 
• If the multinational is profitable, the host country can benefit from an 

increaseintaxrevenuepaidtothegO\lemment.Taxpaidcanbeincometax 
from employees as well as tax on profits. 

Disadvantages to a country 
• The arrival of a multinational business might prevent infant industries in the 

host country from becoming established. 
• The multinational might demand tax concessions for locating in a particular 

country, therefore depriving the government of potential tax revenue. 

• Multinationals ohen bring their managerial staff with them and therefore 
the jobs offered in the local market might only be the lower-skilled ones. 
This can dilute the benefits to the host country in terms skills development. 

• Some multinationals have a larger turnover than the gross domestic produce 
(GDP) of some host countries. This can produce an unequal balance of 
power in fa\/Our of the multinational that might cause some governments co 
allaw activities that would otherwise not be acceptable. For example, a 
multinational that breaches employment legislation or causes pollution 
might not suffer the same consequences that a smaller business might. The 
multinational might threaten to withdraw from the country. 

In recent years it has been more usual, in most countries, for privatisation to 
occur rather than nationalisation. In virtually all economies there are now 
privatised and nationalised businesses/organisations. 

Many gO\lernmenu prefer market forces to determine business activity providing 
that all relevant laws are complied with. This means that business activity that 
previously took place under public ownership naw occurs in the privat.e sector. 
Examples in the UK include the production and supply of gas, electricity and 
telecommunications. 

3 Brieflyexplainonereasonwhy 
agovernmentmightencourage 
amultinationaltolocateinits 
country. 

4 ldentifyonedisadvantagetoa 
countryofamultinationallocating 
there. 

Answer on p.213 
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Advantages and disadvantages of privatisation or 
nationalisation 

Advantages of privatisation 
• When a previously stat:e-owned business is not privatised as one business, 

ir.creased competition betwl'€n the smaller privatised units should result and 
that should improve the service and drive down prices to customers. 

• Privatisation allows access co different sources of finar.ce through the stock 
exchange and banks. 

• The sale of state-owned businesses provides an inflow of finance for the 
government chat can be used to meet other priorities. 

Disadvantages of privatisation 
• Once the business is sold to the private sector, and if it becomes highly 

profitable, chat revenue is lost co the government. 

• Privatised businesses will be run co make a profit and the needs of customers 
might not be a priority. This is particularly possible when there is a lack of 
competition within an industry or when movement between businesses is 
difficult. 

• Once a state-owned business has been sold, the government no longer has 
control owr how it operates and what its objectives are. 

• Economies of scale might be lose as large and perhaps unwieldy businesses 
are broken up into smaller units. 

Advantages of nationalisation 
• Essential goods and services can be provided at a price chat the population 

can afford. 

• Scrat.egic industries, such as the provision of electricity or gas and the 
defence industry, can be kept under state control, removing the possibility of 
thembeingconcrolledbyahoscilecouncry. 

• Employment levels can be influenced by the number of jobs provided 
through state-owned businesses. 

Disadvantages of nationalisation 
• Decision making can be wry slow due to the involvement of government 

departments. 

• The businesses might not be run as efficiently as possible because a priority 
is the provision of essential goods and services rather tha.n the profit motive. 

• Any funding will be provided by the government, which reduces the amount 
that can be spent elsewhere. This will probably be taken from tax revenues. 

Governments in many countries have seen the benefits of some businesses/ 
organisations being jointly owned and controlled by the government and private 
organisations. These are known as public/private partnerships. 

Public/private partnerships are appropriate in cases where a privatisation would 
not be in the best interests of the population but where some input from 
privacebusinessescanbebeneficial. Thebenefitscanbeintermsofbusiness 
skills or in the form of finar.cial support. 

The nature of public/private partnerships including private 
finance initiatives (PFI) 
In many countries, the provision of services such as health, education and 
transport have been judged appropriate for joint ventures betwl'€n the state 
and private businesses/individuals. 

Privatisation: thetransferof 
ownershipandcontrolofabusine1s/ 
organisationfromthepublicsectorto 
theprivatesector(fromgovernment 
ownershipintoownershipbyprivate 
individuals) 

Nationalisation: thetransferof 
ownershipandcontrolofabusiness/ 
organisationfromtheprivatesector 
tothepublicsector(fromprivate 
ownership to government/5tate 
ownership} 

5 ldentifyoneadvantageandone 
disadvantage of nationalisation. 

6 Brieflyexplainwhyagovernment 
mightnotwanttoprivatisea 
strategicindunry. 

Answers on p.213 
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Some organisations are funded by governments but the day-to·day activities are @'\4 j?4[0 ,ii4MJ@ 
carried out by private organisations. For example, some health provision is ,ub­
concracted to private individuals or organisations but the funding is provided by 
the gavernmenc. This removes the government from the ne€d to provide the 
actual services on a daily basis. The private sector has been judged to be more 
efficientinthepravisionofsomeservices. 

Some agreements involve government initiatives being funded by money from 
the private sector. For example, some schools and colleges in the UK have been 
funded by private investors. 

Size of business 

External growth is usually a faster means of expansion than internal growth. It 

Drawupatablewiththreecategories 
acrossthetop:healthcare,education 
andtransport.Foreachcategory,list 
asmanyadvantagesanddisadvantages 
(a)ofitbeingpurelystate-ownedand 
controlledand(b)ofitbeingtotally 
privately owned and controlled. 
Finally,listthepossibleimpacton 
eachoftheseservicesofpublic/private 
partnerships and/or PH 

involves either mergers with other businesses or takeovers of other businesses. Merger: the joining together of the 
Growth achieved in this way is often referred to as horizontal integration or ownerlohip of two or more businesses 
vertical integration. withthefullconsentofallthe 

Many modern businesses have grown in a way chat has allowed chem to 
diversify and therefore gain some protection from a downturn in one particular 
market. Other businesses have sought to secure their wpply chain by merging 
withorbytakingavertheirsuppliers. 

The different types of merger and takeover 
Horizontal 
Horizontal growth is the merging with or taking aver of a business in the same 
economic sector, e.g. if a tea packaging business merged or bought out a coffee 
packaging business and if a chain of restaurants merged with aoother restaurant 
chain. The merger of two restaurant chains might, for example, make chem 
stronger and more likely to survive. 

Vertical 
Vertical integration takes place between businesses in different economic 
sectors, e.g. if a coffee processing business merged or took aver a coffee 
plantation or if a furniture manufacturer merged with a large foremy busineS5. In 
both of these cases, the joining of the businesses would be to ensure a supply of 
the raw materials by the manufacturer and might equally be to secure a market 
for the raw materials on the part of the primary sector business. 

Conglomerate 
Conglomerate integration is when businesses from different industries and often 
also from different stages of production merge or are taken aver. 

Integration does oot need to be within the same industry. A clothes retailer 
could decide to diversify and buy an existing chain of coffee shops ~ different 
typ€of business but both in the tertiary sector. 

A clothes retailer could decide to buy into a forestry business because it believes 
forestry to be profitable. There is oot any link between the businesses other than 
their common ownership. 

Friendly and hostile takeover 
A merger is a joining of two or more businesses when both sets of owners 
consent. A takeover can be either agreed by all parties involved, a friendly 
takeover, or it can be against the wishes of the owners of the business 
being bought, i.e. a hostile takeover. A friendly takeover occurs with the 

businesses involved 

Takeovers: when the ownership and 
controlofabusinessisacquiredby 
anotherbusiness.Thetakeovercanbe 
byagreementorcanbeaforcedor 
hostile takeover. 

8 Cambridge International AS and A Level Business Studies Revision Guide 



knowledge and often the agreement of the owners of the business that 
is being taken over. However, a hostile takeover is seen as an aggressive 
act on the partofchebusinessthat is forcibly acquiring another business. 
This can be achieved bybuyingsufficiencshareson the stock exchange to 

gain a controlling interest in the other business.A business can buy shares 
in another business often without the target business being aware chat 
a takeover is in progress until it is coo lace and the predator business has 
acquired sufficient shares co gain control, though there may be laws that 
require the predator to declare its intentions once a certain percentage of 
shares have been purchased. 

Impact of a merger on the various stakeholders 

Table 1Potentialimpactsonsomestakeholdersofabusiness 

I 11,4. &W14 L&i44 Mii47 
• Promotion. 
• More 

responsibility 
• Morestatus 

• Status of working • Potential for • More variety. 
for a larger larger orders • Lower prices 

• Fear of job 
loss as fewer 
managers might 
be required. 

• New,unfamiliar 
systems might be 
introduced. 

business 

• Fearofl05ingjob. 
• Employment 

practices might 
change. 

• Location of job 
could change. 

7 Brieflyexplainthedifferencebetweenamergerandatakeover. 

8 Giveonedisadvantageofatakeovertotheemployeesofabusiness. 

Answers on p.213 

• Suppliersofthe 
other business 
might be 
retained. 

of scale are 
gained 

• Product 
quality might 
change. 

• Product range 
might change. 

~\ 4'i4 ih · ,Ei4Mhi 
Questionsoftenaskyoutogiveadvantagesordisadvantagestoabusiness 
ortotheemployeesorotherstakeholders.Makesurethatyoutakenote 
ofthatfocusinyouranswer.Studentsfrequentlyexplainadvantageswhen 
disadvantagesarerequired Thisdoesnotseemtohappentheotherw""/round 
as often! 

Why a merger may or may not achieve objectives 
Amergermightbesuccessfulbecause: 

• The new, larger business can achieve economies of scale and become more 
competitive due to: 

- more purchasing power with suppliers 

- managerial economies, e.g. the new, larger business would only require 
one finance director 

• The status of the business might be raised in the eyes of customers, making 
theirproductsmoreapp€aling. 

A merger might not be successful because: 

• The larger business becomes difficult to control, i.e. diseconomies of scale are 
experienced. 

• The feeling of insecurity among employees might continue as new systems 
are introduced, perhaps leading to a higher labour turnover. 

• The businesses might find that their cultures are coo different to allow 
effective collaboration. 

Drawupatablewithstakeholders 
notinTablelandlistthepossible 
advantages and disadvantages that 
theymightexperienceasaresultofa 
merger. 

9 Brieflyexplainone reasonwhythe 
mergeroftwobusinessesmight 
not be successful. 

Answer on p.213 
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The importance of joint ventures and strategic alliances as 
methods of external growth 
An alternative means of growth that does not involve any change in ownership 
is the formation of joint ventures and scrar.egic alliances. These occur when two 
or more businesses b€1ieve that working together, perhaps only on one specific 
project,canb€beneficialcoeachbusiness. 

Joint ventures can involve businesses sharing resources co produce a product 
for sale or co provide a service. The venture must yield benefits to all the 
businesses involved in order co be worthwhile. 

A strategic alliance would also be mutually b€neficial but it might, for 
example, b€ in the form of medical care and educat ion being provided to a 
pare of the world that a business relies on for some of its materials. This form 
ofalliancebenefitsthelocalinhabicantsbecausetheyreceivebettereducation 
and healthcare. The business b€nefics because the local community is healthier 
and better educated. The business can aim ensure chat the local labour force is 
educatedintheskillschatarerequiredbychebusiness. 

The businesses can b€nefit from: 

• poolingcheirfinancialresources 
• sharing expertise that each business individually might not have 
• gaining access co different markets, e.g. if an alliance was formed between a 

business in the UK and one in India or China 

One example of a strategic alliance chat might b€ formed is b€tween a coffee 
processor and some of the farmers growing the coffee. By forming this alliance: 
• The coffee growers can be given the financial help and perhaps some 

additional input of expertise co enable chem co increase the amount and the 

Joint venture: when two or more 
businesses contribute their expertise 
toabusinessventure. Thebusinesses 
do not merge but work together for 
thepurposeoftheseparatebusiness 
activity/project. 

Strategicalliance: anagreement 
between two or more businesses or 
organisationstolinktheiractivitiesas 
intheexampleofthecoff~processor 
and the coffee growers 

Ajointventureornrategicalliance 
allowseachbusinesstoremainasa 
separateoperation,abletowithdraw 
orchangetherelationship ifneeded. 

4·14 MIOi:fiiMhi 
Thinkofotherbusinessesthatmight 
benefit fromjointventuresorstrategic 
alliancesandmake notesoftheways 
inwhichthearrangementmightbe 
mutually beneficial. 

• i:1
~:;:t:;::s:~g business might provide the initial cost of planting and of ~!!ll:mlf!l!!!!m!l""" ___ l 

some of the equipment that can improve the growing and harvesting process. 10 Outline one benefit of joint 

• The coffee processing business would b€ having some control over the 
quality of the coffee beans chat it received as well as some assurance that the 
coffee grower could continue co grow the beans. 

Answer on p.213 

External influences on business activity 
External influences affect the business environment and determine the 
framework businesses operate in. They include the actions of the state and 
governmenu and their associated policies, relevant laws and international 
agreements. technology, and social and environmental factors. Businesses have 
to cake all these into account when making decisions. Analysts use the acronym 
PESTLEtosummarisecheseinfluences: 

• Political 

• Economic 
• Social 

• Technological 

• Legal 
• Environmental 

·•11;m.~1:~rn~,,~H111+m1:1A11z!.J~nD1t!t~-u~n1Ctt1!·!-~,mtttt111.._-----------~ 
The role of the state 
The state and government play a major role in determining the business 
environment. Governments have large spending programmes and these have 
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to be financed from taxes and borrowing. A government has a responsibility 
to make sure chat the country it is governing has an appropriate environment 
for businesses to operate in, e.g. that the population is well educated, prices 
are not rising coo fast, infrastructure is in place and relations with other 
countries are good. Objectives like these are macroeconomic, i.e. concerned 
with managing the overall economic conditions. Governments can also act 
to create the right conditions for individual businesses and consumers at 
their level. 

How the state might intervene to help or constrain 
businesses 
Macroeconomic level - helping businesses 
Governments try to create the right conditions for businesses by ensuring that: 

• the finance system is able to make money available to businesses 
• the right number of educated workers are available 

• prices do not rise coo fast 

• consumers have enough income to s.pend on goods 
• exchange races do not vary quickly or too much 

• different regions do not differ coo much in terms of income or 
unemployment 

Individual businesses level 
Atanindividualbusinesslevel,governmentswillhelpbusinessesbypr011iding: 

• grants, subsidies and low-cost loans for investment 
• roads, railways, airports and broadband 

• skilled government consultants and agencies co assist with business problems 

• advice co different sized businesses or those in rural or high unemployment 

State intervention to constrain businesses 
State intervention and constraints on business include: 

• taxes,whichreduceprofitsorincreasecosts 
• laws co promote or enforce health and safety and consumer protection 

• regulations on presenting fair and accurate accounts 

How the state might deal with market failure 
Market failure occurs when the price mechanism and the laws of supply and 
dema.nd fail co produce an outcome chat h socially desirable. Examples include: 

• educationforall 

• streetlights 
• refusecollection 
• utilitynecworks 

• consumer protection and labelling 

• medical and hospital services for everyone 
• roads, railways, ports and airports 

• a legal system and police forces 

• defenceandnationalsecuricy 

• publicopen,paces 

In all these cases, it is very unl ikely that a privately owned business will be 
ablecopr011idechesefaciliciesandmakeaprofit.Thestatewillscepinandbe 
the pr011ider. It can do this directly by pr011iding these things as in the case of 
a national health service, an army or kx:al g011ernment caking rubbi5h away. 
Another option is for the state co use private businesses co provide these 
services by contracting out (outsourcing), franchising or licensing. 

Macroecono mic: describesdecisions 
or objectives that relate to the economy 
ofacountryasawholeanddealwith 
the overall framework of economic 
activity. 

lnmanycountriesthereisan 
assumptionthattheprivatesector 
producesgoodsandservicesmost 
effectively.Theremustthereforebea 
reasonwhythestatewouldprovide 
thesegoodsandservicesorintervene 
toregulateorsupportprivatesector 
businesies. 

11 Givetworeasonswhythestate 
mightintervenetohelpor 
constrain businesses. 

Answer on p.213 

Marke t fa ilure: ocrnrswhentheplice 
mechanismandthelil\,\/Sofsupplyand 
demand fail to produce an outcome 
thati1sociallydesirable. 

12 ldentifythreeareasofmarket 
failure. 

Answer on p.213 

External influences on business activity 8 



Governments' key macroeconomic objectives and their 
impact on businesses 
Governments sec objectives for the economy, which they try co achi€'.'e by using 

policies. The priority placed on each objective will determine which policies 

are implemented, when and by how much. It is this implementation that is 
important for businesses rather than just the setting of objectives. Important 

government objectives include achieving: 

• low unemployment 

• low inflation 

• stable exchangerates 

• growth 

• transferofwealth 

Low unemployment 
People who want co work should b€ able to find work. The rea'>Ol"l governments 
have an objective of low unemployment is because high unemployment is a 

cosctoacountryas1tcauses: 

• a waste of human resources that lowers overall production and economic 
growth 

• social problems like drug taking and personal ity problems 

• a cost co the whole country in benefits, lose taxation and increased crime levels 

P':'ssib/e impact of high unemp/CJ'/me'!t on businesses 
High unemployment means there are relatively more workers seeking the 

availablejobs.lnturnthiscauses: 

• a low consumer income, which means sales are lower and competition is greater, 

leading to low output, low profits and pressure co cut costs and lower prices 

• redundanciesandrationalisation 

• a consumer switch to lower·priced, lower-qualit y produces 

• employees fearing the loss of their jobs, which means they will work harder 

and complain less 

• easy recruitment of already skilled employees 

• low wages as scarcity o f jobs means workers will work for less 

• invescmentfalls 

Low inflation 
Inflation is a persistent increase in the general level of prices. Rising prices mean 

eh.le the value of money in a country falls. The reason governments have an 

objective of low inflation is that a high level means uncertainty because it: 

• erodes the value of savings and makes borrowing more attractive 

• makes planning and fixing contracts difficult 

• might lead to hoarding 

Possible impacts of high inflation on businesses 
Possibleimpactsofhighinflationonbusinessesare: 

• increased borrowing for investment as asset values will rise with no effort 

• increased coses of materials, fuel and labour 

• it is easier co increase prices and pass on price rises of materials and labour 

• consumer spending lowers as prices rise 

• price becomes a more important marketing mix element 

• increased pressure from employees for higher wages 

• increaseddifficultyintrackingandsettingprices 

• a country's produces become less competitive and less attractive to foreign 

Unemployment: occurswhen=e 
workers who want to wOO< cannot find 

i""' 
lnflation: apersistentincrease inthe 
general level of prices. 

Exchangerate: thepriceofacurrency 
in terms of other currencies. 

Growth: an increa1e in economic 
activity, usuallymeaMJredbyarisein 
gross domestic prodlKt {GDP} 

Gross domestic product(GDP): the 
total value oftheoutputofacountry 
inlyear. 

Transferof wealth (or wealth 
redistribution): whengovernments 
usetaxes,subsidiesorregulationto 
movewealthfromonegroupinsociety 
to another. 

13 1dentifyanddefinethreekey 
government macroeconomic 
objectives. 

Answer on p.213 

@A iH • ,Fiitffifi 

' 

Use a flow diagram to show how rising 
unemploymentmightaffectagarage 
sell ing petrol. 

Rememberthatadecreaseininflation 
meanstha t pricesarerisingless 
quickly,notthattheyarefall ing. 

14 Define inflation. 

Answer on p.213 

@"14 MU ,Fiitffifi 
Writeashortarticleforyourschool/ 
collegemagazinetoexplainhowa 
business selling accountancy services 
mightreacttoaperiodofhigh 
inflation. 
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Stable exchange rates 
The exchange rate of a country's currency is its price in terms of other 
currencies. A stable exchange rate means that this price is remaining the same 
over time so that the price of exports and imports will not keep changing. 
This makes planning easier. Exchange races are only one factor in decisions on 
exporting and importing. 

Possible impact of unstable exchange rates on businesses 
Stable exchange rates make planning easier and more certain for importers and 
exporters. 

• Rising exchange races mean chat exporting businesses become less 
competitive. Prices of exports rise in the importing country and the volume 
of exports falls. The extent of the fall will dep€nd on the price elasticity of 
demand. 

• Rising exchange races mean chat importing businesses become more 
competitive. Prices of imports fall and the volume of imported goods increases. 
The extent of the increase will depend on the price elasticity of demand. 

• Falling exchange rates mean the reverse of the above. 

Growth 
Growth is an increase in economic activity, usually measured by a rise in gross 
domestic produce (GDP). Economic growth means there is more wealth, and on 
the whole consumers will be able co buy more and governments can provide 
more facilities such as education, health services and infrastructure. Growth can 
be achieved by more use of resources, higher investment, a more skilled 
workforce, higher exports, or higher consumer spending. 

Possible impact of economic growth o~ busine~ses 
• sales and profits increase as consumers' incomes me 
• sales of luxury items rise relativt>ly more than basic products 
• newproducclaunchesarelikelycoincrease 

• investment and more new technology is more likely 
• employment increases, unemployment falls 
• taxrevenuesincrease 

• it may be more difficult co recruit suitable skilled labour 

Transfer of wealth or redistribution 
Governments are concerned not just with the levt>I of GOP and income but 
with which groups in the country have the wealth and income. Governments 
generallyhaveobjeccivesrelatedto this.Forexample,cheymighcwishto: 

• pay benefits co those on low incomes. the unemployed or disabled 

• gee those on high incomes co pay relatively more taxes 
• tram fer wealth and income from richer co poorer pares of the country 
• provide cheap housing for those on low incomes 

• encourage or discourage certain products or industries 

Possible impact of wealth transfer on businesses 
• Income tax, wealth/property taxes and benefits will redistribute income and 

wealth from richer co poorer and ,pending patterns will alter. 

• Profit taxes may vary by the amount of profit made. 
• Businesses in areas of low unemployment may be able to receive subsidies or 

grants. 
• Certain industries may get subsidies, e.g. rene-wable energy suppliers, or have 

topaymoretaxes,e.g.fossilfuelbusinesses. 

• Groups who gain or lose will have certain ,pending characr.eristics and these 
willaffectbusinessesinchoseareas. 

15 Statetheeffectonpricesforeach 
of the following changes: 
(a)priceofimportsifexchange 

rates rise 
(b)priceofexportsifexchange 

rates rise 

Answer on p.213 

@A iH • ,Fi4Mhi 
Useaspiderdiagramtoshowthe 
possible effectsonabusin=selling 
furnituredomesticallyandforexportof 
arisingexchangerateforitscountry's 
currency. 

16 Explain economic growth. 

Answer on p.213 

@A iH • ,Fi4Mhi 
Economicgrowthisrisingrapidly. 
Conuructatabletoshowthedifferent 
effectsofthisonayachtmanufacturer 
and a match manufacturer. 

Youneedtounderstandeconomic 
theoryanduseittoexplaintheimpact 
ofchangeonbusinessesandthe 

\ decisionstheymake. 

17 Outlinetworeasonswhya 
governmentmightwishtotransfer 
wealthfromonegroupinthe 
country to another. 

18 Foreachofyourtworeasons,give 
an example of how two specific 
groupsmightbeaffected. 

Answers on p.213 
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Governments face different situations at different times so their objectives will 
change. An economy with full employment and economic growth is more likely 
to emphasise objectives such as low inflation or wealth transfer. An economy 
with low unemployment, some inflation but facing wildly changing exchange 
rates might focus on stabilising the exchange rate. An economy with high 
inflation may focus on this fim and see growth and employment fall. 

A complicating factor is chat macroeconomic objectives often conflict. le is very 
difficult co achieve all five objectives at the same time, as a policy co achieve one 
often leads to b€ing unable to achieve another. 

Typical conflicts in achieving objectives 

: ~~i~~~~n~:e~%~~~:=:~~7:~ h~:a~r~~sc~u:~~ ~:;_::;:n. @"i4 ih • rfiitffifi 
groups working so unemployment rises. List the current macroeconomic 

objectivesofthegovernmentinyour 
country.Canyouidentifyanyconflicts 
intheseobjectives? 

• Achieving low inflation may mean low growth and high unemployment. 
• Stabilising exchange rar.es may mean low growth. 

Policy instruments used to achieve macroeconomic 
objectives 
Governments have a range of economic policies they can use to achieve 
objectives but these mostly fall into monetary, fiscal or exchange race policies. 

Monetary policy 
Monetary policy is using government controls over interest rates or the 
amount of money (money supply) to achieve policy objectives. The rate of 
interest is the price of money. Changing interest rates will alter the cost of 
borrowing for chose who wish to cake out a loan. If races rise, it will be more 
expensive to borrow so less will be borrowed. This has the effect of: 

• Reducing investment spending because it is more expensive to borrow to 
pay for the money to fund machinery or equipment. 

• Reducing consumer spending because interest on mortgages, credit cards 
and loans will increase and so fewer goods will be purchased. Repayments 
of existing loans, such as credit cards, rise so there is less money left a;er for 
spending. In addition, saving will become more attractive so less will be spent. 

• Raising exchange raw.; because rising interest rates will make a country more 
attractiveforforeignfinancialinstitutionstoputmoneyinco. 

Changing the amount of money in the country will also influence the total 
available for banks to pass on for consumer spending or investment. Increasing 
the money supply can be done by: 

• Selling more government debt to the banks (quantitative easing) co enable 
moremoneytobeavailabletobusinesses. 

• Reducing the amount of secure reserves banks need co hold, so freeing up 
more money for lending. 

• lowering restrictions on bank lending. 

lowering interest rates or expanding the money supply will lead to increased 
consumer spending and investment and higher economic growth. Inflation may 
increase if this growth is small, and the effect on exchange races will depend on 
by how much imports increase as growth may lead to greater exports too. 

Fiscal policy 
Fiscal policy is the use of taxation and government spending co achie'.'e 
economic objectives. Governments can choose from a range of possible taxes, 
each one with in own effect on different groups. Major taxes include: 

Monetary policy: usinggovemmeot 
controlsoverinterestratesorthe 
amount of money {money supply) to 
achieve policy objectives. 

Fiscalpolicy: theU5eoftaxation 
andgovemmentspendingtoac:hieve 
economic objectives 
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• income tax on individuals 

• profittaxesonbusinesses 
• taxes on sales or value added 

• taxes on particular goods, e.g. alcohol, petroleum, carbon or tobacco 
duties 

Major government spending areas include education, health, defence, transport 
and benefits to individuals. Businesses may gain from subsidies or grants. 

Increasing taxes will have the effect of taking money out of the economy 
so growth is reduced, unemployment may grow and inflation may fall. 
Increasing go11ernment spending may result in inflation, growth and a fall in 
unemployment. The precise effects depend on what taxes are changed and 
which areas of government spending change. 

Exchange rate policies 
Exchange rate po liciesareactionstakentoinfluencetheexchangeina Exchange rate policies: actionsto 
desired way. Monetary policy will have an impact on the exchange rate because influence the value of the exchange 
lowered interest rates will make a currency less attractive co foreign investors. 
They take money out of the country's banks so the exchange rate will fall. It 
is possible for a government to use exchange controls to limit the amount 
of money moving in and out of a country, but in cOOay's global world this is 
effectively very difficult. Some countries tie the value of their currencies to 
stronger currencies or use public relations to cry and influence opinion about 
their strength. 

Table2Theeffectsofexchangeratechangesonbusiness 

Hh#i ;.;;;.; 1,147 Oh#i 1,11::1·1 i..Yf 
• Export price rises • Import price falls. • Import price falls 
• Sales volume falls 
• Salesvaluechangedepends 

• Import quantity rises 
• Salesvaluechangedepends 

• Lower costs for imported 
materials 

on price elasticity of 
demand 

• Exportpricefalls 

on price elasticity of 
demand. 

• Import price rises. 

• Increased competition for 
domestic producers. 

• Higher import prices 
• Sales volume rises 
• Salesvaluechangedepends 

• Import quantity falls 
• Salesvaluechangedepends 

• Higher costs for imported 
raw materials 

on price elasticity of 
demand 

Choice of policy instrument 

on price elasticity of 
demand. 

Governments have to address economic issues they currently face and choose 
appropriate policy instruments. First, the cause of the problems must be 
established before choosing a policy to address the cause. These decisions are 
usually difficult and have different possible solutions co achieve the objectives. 
Other possible policies include supply side po licies. These focus on freeing up 
businesses to become more efficient by relaxing regulations, providing efficient 
infrastructure and helping provide a well-trained, skilled workforce. The key 
thingforbusinessscudiesscudentsistoconsiderwhateffectagivenpolicy 
might have on businesses. 

The effect of changes in macroeconomic performance and 
policies on business behaviour 
There are infinite combinations of macroeconomic: variables and policies. It is 
important to look at the effects of each variable on its own, assuming all other 
variables are constant. Table 3 sets out some possible effects of changes in 
macroeconomic variables and policies but there are many others. 

• Decreased competition for 
domestic producers. 

Supplyside policies: policiesthat 
attempt to make businesses run more 
efficieodyandhavelowercosts. They 
include:betterinfrastructure,relaxing 
regulations,klw-eringtradeunioo 
influence,grantsandsubsidiesfor 
investmentandhelpingprovideabetter 
skilled workforce. 

Whenanalysingtheeffectsofchanges 
intheeconomicenvironmentconsider 
onechangeatatimeandimaginethat 
allotherfactorsareconnant. 
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High unemployment or 
economic growth 

High inflation 

4·14 j(,[Oi,iiihffifi 

Monetary- lower interest 
rates or increase money 
supply 

Fiscal policy 

Monetary policy- raise 
interest rates 

Fiscal policy 

• Loans become cheaper. 
• Households spend more as 

borrowing becomes cheaper 
andmorespendingmoneyis 
ava ilable. 

• Exi:hangeratefallsasforeign 
moneyleavesbanh 

• Moreinvestment. 
• More borrowing. 
• Production increases to meet 

extra demand. 
• Moreemployeesarehired. 
• Exportersfacehigherprices. 
• lmportersfacelowerprices. 

• Lower income tai<es so • Increase production to meet 
households spend more, demand. 
especially on luxury products. • Producers of luxury goods 

increase production. 

• Lower sales taxes so prices • Increase production to meet 
fall . demand 

• Lower profit taxes. • Lower prices. 
• Production increases to meet 

demand. 

• Highergcr.ernmentspending • Production increases, 
leadstoanincreasein especiallygovemment 
consumer demand and 
government contracts. • Businessesmovetoseek 

gcr.ernmentcontracts. 

• Borrowing becomes more • Production falls. 
expensive. • Marketing increases 

• Households spend less • Prices are reduced 
as borrowing gets more • Search for new markets 
expensiveandlessspending 
money is available. 

• Higher income taxes so • Prices fall to encourage 
households spend less purchases. 

• Productionfalls 
• Marketing increases 
• New products. 
• Searchfornewmarkets. 

• Highersalestaxescauseprice • Lower profits. 
• Costcutting. 

• Higher profit taxes. • Profits fall. 

• Decreased government 
spending causes less 
consumer demand and 
government contracts 

• Investment falls. 
• Costcutting. 
• Relocation to lower tax 

country. 

• Profitsfall. 
• Redundancie5/rationalisation 

in government suppliers 
• Searchfornewmarkets. 

1 Use a diagram to show how lowering interest rates might help a government 
to increase employment. 

19 Acountryisfacinghigh 
unemployment, low growth, low 
inflationandastablecurrency. 

(a)ldentifytwoappropriate 
2 Explainhowloweringinterestratesmightconflictwithanobjectiveof 

lowering inflation. 

3 Produce notes to show the effect of lowered interest rates on a medium­
sized producer of electronic consumer goods that exports 30% of 
production. 

macroeconomic objectives for 
the government. 

(b)Outlinetwopoliciesa 
governmentmayadoptto 
achieve these objectives. 

Answer on p.213 
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Corporate social responsibility (CSR) 
Corporate social responsibility is the actions, legally required or voluntary, 
needed for an organisation co act responsibly co all its stakeholders. CSR 
includes acting in an ethical way, respecting the people, communities and 
theenvironmencthatthebusinessaffectsandbalancingtheclaimsof 
stakeholders. Acting on CSR might: 
• reduce environmental problems such as pollution and climate change 

• mean long-term needs are put ahead of short-term goals 
• bebehavingintherightway 
• reduce exploitation of one group by another, e.g. profits for shareholders may 

mean very low wages for employees 

Corporatesocialresponsibility: the 
actions,legally requiredorvoluntary, 
neededforanorganisationtoact 
responsiblytoallits1takeholder1. 

~SRa~;~~:s~ccounting procedures that renect the true value of assets and cash ~!!!lmJf'l!!!!mlt""" ___ l 
H=s 

• notpayingbribescowincontraccs 
• paying a fair wage and providing healthy and safe working coodicions 
• buying r'<ffl materials from sustainable sources 

• acting co reduce pollution beyood the legal requiremenu 
• making suppliers conform co an ethical ccxle of conduce 
• not outsourcing co poorly paid or child workers or where low health and 

safety standards operate 

• a social audit or CSR report of stakeholder objectives, establishing CSR 
indicators, measuring these and regularly reporting on them 

Arguments for CSR 
• Better fina.ncial performance as customers are attracted and costs are looked 

at carefully. 

• Can be a marketing advantage in brand image and reputation. 
• lower costs, e.g. recycling or lowering wast.e. 
• Customerloyalty. 

Arguments against CSR 
• Expensive and raises costs and prices. 

• Makes businesses uncompetitive, especially in a global marketplace. 
• Stakeholders cannot agree on ethical/socially responsible behaviour. 
• A luxury in a time of recession. 

• le is a fashionable, cynical way co market a business. 

20 Explainthemeaningofcorporate 
social responsibility. 

21 1dentifythreestakeholdersina 
business manufacturing shoes, 
includingatleastoneexternalto 
the business. 

22 Give one reason why it might 
bedifficultforabusinessina 
developingcountrytoactina 
socially responsible way. 

Answers on p.213 

Many profit-making businesses also 
havesomesocialobjectives.Achieving 
thesemayincurcostsbutmaygive 
marketing advantages. 

·•~@~·rtff!illll!~-ltttffl:lll!·llt¥¥1C·!:-~Hrtlll!l1~11mrn~,11;;11a,~1:11,~um0~1:m1¥1t11-~H~i!!imll!t._~~~~~---4~ 
Government and the law 
Governments have a responsibility co make sure that the business environment 
is one where competition is fair, workers have healthy and safe cooditions, 
consumers are given accurate information and are prot.ected from faulty or 
dangerous prcducts and that businesses are encouraged co set up in the best 
places co contribute to the life of the country. They do this through passing laws 
and using regulations co achieve these objectives. Much of this is aimed at the 
primary objective of improving the way that markets work so that they are fair 
co everyone involved ~ prcxlucers, suppliers, advertisers, consumers, employees, 
investors,societyasawhole. 

Employment and conditions of work law 
Employment law varies from country to country, but most countries have laws 
that deal with most if not all of these topics: 

Lawsvaryfromonecountryto 
another.Makesurethatyou 
understandtheareasoflawthat 
governmentsuseandhowlawsin 
generalmightaffectbusinessactivity. 
Youdonotneedtoknowspecific 
detailsofparticularlaws,butyou 
mightwanttocheckoutthelawin 
thisareainyourowncountrytogaina 
deeper undemanding. 
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• protection of health and safety of employees 
• minimum pay or wage levels 
• contracts of employment, unfair dismissal and redundancy arrangements 

• prevention of discrimination against certain groups of people based on their 
characteristics, e.g. disability, age, religion, gender, sexual orientation 

• parenting rights and workplace harassment/bullying 
• membership of trade unions 

These laws add costs, and create the need for record keeping and employees 
to monitor them, but they also lead co more committed and secure employees 
and less costs as there will be fewer accidents, legal costs and court cases. 

Marketing behaviour - consumer protection law 
Businesses are very often large or small enough to disappear easily if there is a 
problem. This means that compared to consumers, they have a lot of power 
if there is a problem. Businesses may be tempted to sell faulty or unsafe 
products or to use persuasive unethical selling techniques to gee consumers 
tobuy.Mostcoumrieshavelawsthatrelatetotheseareasensuringchat: 

• goods are not faulty, are safe and are fit for the purpose for which they are sold 
• goods and services provided are as they are described 
• weights, measures and sizes are accurate 

• food products are safe to eat ar.d prepared in hygienic conditions 
• advertising gives accurate descriptions of the products or services and does 

notexploitanyone,e.g.children 

These may add costs or limit the way a business may behave, but governments 
have a responsibility co make sure that consumers are protected. Having laws 
means businesses quickly adapt co the requirements and consumers can have 
more confidence when they buy. 

Competition law 
Goods and services are sold in markets where there is competition betwe€n 
providers. Businesses might be able to limit competition to their own advantage, 
e.g. by getting together and all agreeing to sell at a high price, forcing consumers 
to pay more than if there was real competition. Competition law aims co bring Competition law: aims to produ(e 
about as much competition as possible so that suppliers are encouraged to as much competition in markets as 
become more efficient, lower costs and prices, and provide choice co consumers. possible by banning anti-competitive 
Competition law usually deals with fair trading requirements and pro- practic:es and encouraging competition. 

competition laws. 

Fair trading requirements banning unfair practices 
Unfair practices include: 
• pricefixingandpriceagre€ments 
• information sharing agreements 

• producers refusing to sell to retailers unless minimum prices are set 
• sole supplier arrangements - suppliers only supply if no competitors are 

allowed 
• predatorypricing 

Pro-competition laws 
These include: 
• banningcartels 

• investigating monopolies to make sure that these are not acting against 

• investigating proposed mergers and takeovers co make sure they will not 
result in unfair monopoly power 
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Competition law is a cost co government and businesses that have to check they 
areinline.ltrequires,ophiscicatedanalysisofmarkecsandmaytaketimetobe 
introduced in a way chat works. 

Other laws, including location decisions and particular 
products 
Governments have a range of other laws chat affect businesses. For instance, 
there may be planning requirements to be met when setting up a factory, office 
or shop. There may be restrictions on pollution that require equipment to clean 
up smoke or chemicals. There may be noise limits on industrial premises, limits 
to lorry movements or business operations may be restricted to daytime hours. 

Particular products may have specific laws chat apply to chem, e.g. explosive 
substances,drugs,chemicalsthacrequiresafeparcicularscoragesolutions. 

The impact of international agreements on businesses 
Mose countries have signed up co a number of international agreements setting 
up common regulations and behaviours. Businesses muse then act in line with 
the agrffments. Examples include: 
• World Trade Organization or regional trade agreements on freeing trade 
• United Nations-based Kyoto agreement on restricting carbon emissions 

• Internacional labour Organization standards on employment conditions 
• United Nations law of the Sea setting out mineral rights, fishing rights and 

ownership rights 
• internationally agreed accounting standards 

Particularexamplesincludebusinesseshavingto: 
• design prodlKts to meet particular standards of safety 

• reducepollutionoruselessenergy 
• sec out their accounts to include corporate social responsibility factors 

23 Give two reasons why governments 
havepassedlawsthataffect 
business behaviour. 

24 1dentifytwoareasofbusiness 
activitythatareaffectedbylaw. 

Answers on p.213 
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Technology is now key co business success in all areas. 

Production 
• Design based on information collected from market research using IT and 

the internet. 

• Computer-aided design. 
• Manufacturing using computer·aided manufacturing and robotics. 
• Fracking to produce previously unobtainable gas supplies. 

• Genetically modified plants and animals. 

• 3Dprinters. 

Operations 
• Enterpriseresourceplanning. 
• Electronic point-of-sale systems to link sales, stock and ordering. 

• Access co online information and data. 

Communications 
• Mobile computing and home working. 
• Videoconferencing. 

Marketing 
• Databases to sell to particular identified groups or individuals. 
• E-mail and social networks co communicate with customers directly. 

• E-commerce ~ global on-line sales outlets. 
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Table 4 The benefits and problems of introducing technological change @·i4 j?4[0 1i/4MJ@ ~-·····••.1mm••····~ Drawupalistofthebenefitsand More efficiency, less waste. Cost of researching new technology. 

lmpr011ed products and services Cost of new technology that may date 
directlytailoredtooonsumers'needs quickly. 

New materials, designs, products. Investment in wrong technology is 
easy and expensive. 

Faster more detailed instant Jobsdisappear;retrainingand 
communication new skills needed; resistance from 

employees. 

lncreasedqualityandqualityoontrol. More pressure on employees. 

problems fora supermarket considering 
introducing a point-and-press scanning 
systemforshoppers,whichwillrecord 
allpurchasesandgenerateadetailed 
databaseofpurchaseslinkedto 
paymentmethodsande-mailaddresses 
ofcustomers.ltwillmeanthatnearly 
allthetillswillnotbeneeded. 

•t!•tilll!:Mill·~i1!H~i:1=¥!%=41¥~-lr~Ill•~+~H~lr!i4!¥1¥~-i,D/Mll!lt>~._~~~~~~~~~--4~ 
Businesses are constrained by and rely on other 
businesses 
Businesses neo,er op€rate on their own. They are always pare of a supply chain, 
either as a supplier or purchaser. They may rely on agency staff, use marketing 
agencies, consultant~ energy suppliers and transport businesses. They will use 
internee providers, search engines and telephone networks. The actions of 

competitors will affect their behaviour and plans. Government agencies may 
place legal requirements on activities and pressure groups, trade unions and 
consumer groups may have a large influence. 

-.:t~¥i!M!:l!·~Hrtlll!i1~i1:rn~,i!ii!im·~lrll·~il!H~lr:i¥!¥fi·~iiDi!HD!l!t .... ~~~~~~~~~~~ 
The need to consider the community and pressure groups 
Businessesoperateinasociecythatmaybeaffectedbybusinessaccivity.Society 
is a stakeholder and increasingly acting as an influence on business decision 
making. Businesses are not separate from social change and have co take 
account of social needs including: 

• the changing role of women 

• environmental issues 

• sustainabilityandenergyconcerns 

• ideas of fairness and equality 

• p€rceptions about wealth and income distribution 

Manyoftheseneedsarereflectedandarticulatedbypressuregroupssuchas 
Greenpeace, Oxfam or a trade union. These groups gain publicity in the media 
that both reflects and affects consumers' buying behaviour. It may be in the 
interests of a business to engage with pressure groups and work with chem co 
change so that social needs and attitudes are reflected better. Failure to engage 
may lead to the goV£>rnment forcing change by passing laws following lobbying 
by pressure groups. Examples might include the pressure for: 

• more women to enter the workforce. 

• a higher percentage of women co become senior managers 

• more environmentally friendly processes of prcxiuction 

Failure co respond may lead to fewer sales and less profit, lowered employee 
motivation, difficulty in recruitment, poor public relations and internal conflicts. 

Many businesses are finding that having an ethical approach or engaging 
in corporate social respons ibility has a positive effect on sales, consumer 
p€rcepcion and the employees, and use this as a marketing cool, e.g. line caught 
tuna fish is sold as a sustainable catch and fair trade productsapp€al coan 
increasingnumberofconsumer.;inrichercountries. 
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How a business might react to a given demographic 
change 
Demography is the study of population structure and its changes. It is 
concerned with age, gender, ethnic origin, migration and education levels. It deals 
with how birth and death rates and migration affect these. Demography is vital 
to business activity because it is related to patterns of demand and employment. 

Demand and demography 
People with different characteristics, such as age or gender, have different 
demands for prcxlucts - men and women buy different types of clothes and 
read different types of books. 

Effects of age 
A society with increasing percentages of older people will: 
• spend relatively more on holidays and travel, health prOOucts and eating out 
• need more care homes and medical services but spend less on music, 

electronic goods and entertainment 

• require governments to pay more pensions so taxes may rise 

On the other hand, a society with a high percentage of people aged under 15 will: 

• have relatively high demand for toys, baby food and children's clothes 
• face increasing demand aver time for prcxlucts appealing to young adults 

then families 

Effects of changing ethnic mix 
A more ethnically diverse population will demand a wider range of clothing, 
food and possibly of religion related prOOucts. 

The demographics in a particular country will affect the opportunities for 
business activity, some firms will find their produces in a declining market, some 
in a growing market 

Employment and demography 

Effects of age 
• Older workers tend to be loyal to the employer, have experience, be less 

likely to move jobs or location, and are possibly more reliable and less likely 
to be absent. 

• Younger workers tend co cost less, be flexible, willing co mave and able co 
learn new skills but may need more family/parenting leave. 

Effects of education levels 
A society with a low percentage of people with school or uniwrsity 
qualifications will have a low-skilled inflexible workforce that forces employers to 

offer training programmes. 

Effects of changing ethnic mix and migration 
• Different ethnic groups may have different expectations regarding facilities at 

work. or working hours. 

• Immigrants may have different skills or be willing to work for lower wages. 

Demography: thestudyofpopulation 
structure(age,gender,ethnicity, 
educationlevels)anditschanges 

i'i4it9. :Fiitffifi 
Acountryhasahighandgrowing 
percentageofpopulationaged45and 
over.Prepareatablethatcomparesthe 
effectthismighthaveonthefollowing: 
• afurnituremanufacturer 
• ahotelchain 
• achildcareprovider 

ltisimportanttobeableto 
understandthatdemographicsaffect 
demandandemploymentpatternsand 
tobeabletoapplythisunderstanding 
toaspecificsituationinvolvinga 
specified business. 

•tl·!ll4!lli?!!l4i!ll· ,lil!iill!IMll!lili 
Useaspiderdiagramtoexplainpossible 
consequencesforthelabourmarketin 
acountrywithahighimmigrationrate. 

•tD®D1~i:,m,~,H~Jl·~iiCJ~Hl1i~i·mlr~i:~:l~J:~\fa-illf!M~1,m+1J~·i:ml~·i~·0~1~:l¥!ili~-H~·~fy~ll~tt--~~~~~~ 
All business activity will change the physical environment. Concerns are growing 
that this process has reached a point that is not healthy for human beings or the 
planet. There are many pressure groups acting to try and reduce the impact on 
the global and local environment, and governments are passing laws and putting 
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pressure on businesses to cry to reduce the impact of business activity on the 

Ever more businesses are changing their policies and practice to reflect these 
concerns and regulations. Examples include: 

• A more explicit focus on corporate social responsibility in relation to 
pollution,wastedisposalandrecycling. 

• Building environmental audits into planning. 
• Focusingonenvironmentalpolicyinrnarketingmaterial. 
• Changing co obey ne-w environmental laws and regulations. 

• Engaging with and responding co environmental campaigners and pressure 
groups. 

• Developing more energy-efficient, sustainable solutions to raw material 
supplies, operations planning and product design. 

4·14 MIOi:fiiMhi 
Preparenotesforapresentationtotheboardofdirectorsofthefollowing 
companiesonhowtheiroperationsmightbeaffectedbyagreaterconcernfor 
the physical environment: 
• acomputermanufacturer 
• alawfirm 
• aforestrycompany 
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7 People in organisations 

Human resource management 

4t'ti¥H11;¥J·IMWG·ii,Uii,,fi,i+ Ill() 
Staff appraisal 
Staff appraisal plays a key role in measuring the performance ofemploy{'{'S. Staff appraisa l: when the 
The appraisal h usually carried out IJt the line manager. Performance is assessed, performance of employees is measured 
targets can b€ set and training needs and the por.ential for career progression against pre-set targets or expected 
identified. The HRM department is where all records of such appraisals are kept. 

Appraisalsarecarriedoutatagreedintervals~quarterly,half-yearlyor 
annually-and measure: 

• the extent to which pre-sec targets have been met 
• the achievement of key competencies 

• thesuccessfulundercakingofidencifiedcrainingneeds 

The benefits of staff appraisal 
• Training needs or a need for new equipment might be identified. 
• Possible ambitions of employees, for example for promotion, might be 

identified and perhaps appropriate actions can be taken co help the 
employee co progress. 

• Pay levels and incentives can be adjusted appropriately. 
• Bonus payments can be determined based on the extent to which targets 

have been met or exceeded. 

• The causes and consequences of p:xir employee performance can be set out 
(seeFigurel). 

o lackoflfaining 

•lnadeqL1ate 
equiprrent oHigh level of 

wastage 

o Rep!aceold 
equiprrent 
where needed 

• Reviewof)prwch 
!OS(4)1'1Vision 

Figure 1 Causesandconsequencesofpooremployeeperformance 

1 Outlinetwoadvantagesofusing 
staff appraisal. 

Answer on p.213 
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Implementation of MBO 
Staff appraisal is usually part of the management by objectives process. The 
appraisal session is when future objectives will be agreed. The objectives can be: 

• agreed between the employee and their manager or set by management 
without discussion with the employee 

Ma nageme nt by o bjecti ves: 
anapproachusedtoensurethat 
employees are all won<.ing towards the 
overallbusinessobjective.Objectivesfor 
individualsareeitheragreedorimposed 
by managers. 
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• individual or for a whole department 

• direct from senior management or as part of a departmental target 

The objectives should be achievable ar.d realistic if they are expected to 
motivate. There is a vie-w that objectives are more likely co be met when they 
have been agreed rather than imposed. Generally, all objectives should be: 

• Sf.AART if they are to be an effective management tool 

• in line with the overall business objectives 

• able co be monitored ar.d measured so that immediate action can be taken 
iftargenarelikelytobemissed 

• recognised when met so that appropriate reward or recognition can be 
given. This is an encouragement to all other employees co meet or exceed 
theirtargentoo 

The usefulness of MBO 
• Employees feel involved when objectives are discussed ar.d agreed. 

• Having specific objectives co achieve can be motivating. 

• Employees are more likely to be committed to objectives/targets that they 
havebeeninvolvedinagreeing. 

• Employees know exactly what is expect.eel of them ar.d how they are 
contributingtotheoverallbusinessobjectives. 

• Employees are likely to be motivated by having their training needs and 
potential for promotion recognised. 

Possible disadvantages of using MBO 
• ltistimeconsuming. 

• A business might not want to discuss some of its overall objectives with all 
employees. 

@'!4 iH ·1,fi4Mhi 
Aclothesmanufacturingbusinesshas 
decidedtointroducemanagementby 
objectives.Makenotesthatcouldbe 
giventosupervisorsworkinginthe 
businesstohelpthemunderstand 
thebenefitsthatboththeyandthe 
businesscouldhopetogain. 

• ~;:l:e:t~::~:a:l~ar.d agree very easy targets to ensure that financial ~11!111\ml'J!!!lm:~---l 
2 Explainwhatismeantbytheterm 

• Targets that are too difficult to achieve can be demotivating. Any forecast of 'management by objectives'. 
what is to be achieved must be as accurate and reasonable as possible. 3 Outline two ways in which MBO 

• It can be inflexible because any change in the business environment might might help a busin= to achieve its 
require agreed targets to be changed, e.g. the recent worldwide objectives. 
financial crisis. 

• Arr-t discussion of training needs might make employees feel inadequate or 
might give them unrealistic expectations of future promotion. 

Answers on p.213 

•t!¥i~ttffitl~·l!!lmt¥ffl!:imE@m1Ml+~·~._------------------4~ 
The need for labour legislation 
labour legislation governs how empl~ are co be treated. Workers are given 
some protection against exploitation ar.d employers are given some form of 
legal support if employees fail co meet their contractual terms. The adherence to 

labour legislation is monitored by the HRM department, who will also deal with 
issues arising when laws may have been broken. 

Without legislation, some businesses might expect workers to work in an unsafe 
environment that could put their health ar.d physical safety at risk. 
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Broad principles underlying labour legislation 
The broad principles for labour legislation are shown in Table 1. 

Table1 Areasforlabourlegislation 

Hours of work Maximum hours work allowable per week or aYeraged <:Nef a giYl'n time period. Age restrictions also 
apply to hours \oVOfked in some instances. Legislation will also outline exemptions, e.g. armed forces. 

Remuneration issues Outl ines the national minimum wage if there is one. Also details how and when employees 
including minimum wage should expect to be p;iid and the rate at which any overtime should be paid 

Discrimination issues Designed to prevent employees experiencing discrimination for reasons of gender, race, relig ion, 
disability or sexual orientation. In some countries, employees cannot face discrimination due to 
trade union membership, political affiliation or being HIV positive 

Health and safety Designed to protect employees while at work. Legislation ensures a safe and healthy working 
environment,outliningthestepsthatcanbetakenwhenabusinessfailstomeetthelegal 
requirements 

Employment contracts Legislation outlines the required details of employment contracts and how and when they might 
be terminated 

Holiday entitlement Some governments will dictate a minimum holiday entitlement. Employers may giYI' more as an 
incentive, but must at least meet the minimum required. 

Employment relations Covers the right to be a member of a trade union. Can also include details of national collective 
bargaining agreements. Legislation would also outline the type of action that workefs can take 

Minimum age issues This can limit the type of VI/Ork that can be done below a stated age. All work is prohibited below 
acertainageinsomecountries 

4 Brieflyoutlinetworeasonswhylabourlegislationisnecessary. 

5 Explainwhatismeantbyanti-discriminationlegislation. 

Answers on p.213 

ll!!I!l•~· ~ .. ~rnnt~·liCt·mn1,~·N~·~1·mrn:,~,,~,,m111,~:ta-1~,f~P=,~,.:rn~,111a.fl~t·JG~,:11i1=,·m11~,~,.nu~+>------4m() 
The benefits of cooperation 
• Employe€s and managers might learn co respect and understand each other. 

• lccanproduceausefulexchangeofideas. 
• le helps co remove the feeling of 'chem and us'. 

Methods of achieving cooperation 
Cooperation can be achieved: 

• through the u,e of worker participation 
• by recognising the value of input from employees that can lead co a more 

motivated workforce 

•t~f~kfilll,,~·l!H~i~·~M~i:~i:~il~:\:1$._----------------4m() 
Workforce planning is the process of deciding how many workers will be 
needed and what skills are required co allow the business to meet its future 
busi~sobjeccives. 

Reasons for and role of workforce planning 
Workforce planning: 
• avoids having coo many employees, resulting in a wasted human resource 

• improves the potential for the business to run efficiently becau,e the right 
numbers of workers with the right skills are employed 

Workforce planning: theprocessof 
deciding how many workers will be 
neededandwhatskillsarerequiredto 
allowthebusinesstomeetitsfuture 
business objectives. 
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What does workforce planning involve? 
• A clear idea of what is to be achieved in order to determine accurately what 

workforce is needed. 

• An audit of the current workforce to determine if the business has too many 
0< too few workers, and 'Ml ether the employees have the skills required to 
meet the business objectives. 

What steps can be taken if the business does not have enough 
employees with the right skills? 
• Recruit more staff - permanent or temporary, full- or part-time. 

• Retrainexistingstaff. 

What steps can a business take if it has too many employees? 
• Make some existing workers redundant. 

• Perhaps do nothing. Workers might leave or retire and reduce the workforce 
tothedesiredsizenaturally. 

• Make sure that the employees needed by the business are kept - persuade 
them to stay. 

6 Explainwhatismeantby 
'workforce planning'. 

Answer on p.213 

•tui~tt!ffll· Z·~ttlil·~·IGttl!Zli··~iil·mlr~ll~·i:mhii~,IGl~hl~?~t-.... ~~~~~~~~~~~--4~ 
Purpose and value of trade unions 
A trade union works on behalf of its members to prot.ect their rights at their 
place of employment. It is intended to create a balance in the pawer between 
workers and their employers. Trade unions might: 

• represent their members at meetings with business representatives 

• seek changes if a business is requiring its employees to work outside legal 
guidelines, e.g. to exceed regularly the nWTiber of hours that should be worked 

• work to resolve grievances between workers and their employers 

Reasons for joining a trade union 
• To gain the protection of a larger organisation that speaks on behalf of 

employees. 

• To benefit from legal advice, support and representation when needed. 

• To benefit from the improved conditions of employment that a trade union 
might negotiate with businesses. 

• Trade unions will negotiate on behalf on an individual, all the employees of a 
particular business or the 'Mlole union membership. 

7 Explaintworeasonswhyaworker 
mightchoosetojoinatradeunion. 

Answer on p.213 

~•1m1·!:·m®1-meee1,ii,~~~~~~~~~~~~~~~~~~--t~ 
Main processes involved in negotiation 
• Deciding what is the actual issue for discussion. 

• Deciding who should be involved in discussions. 

• Deciding the procedures to be followed. 

• Gathering inf0<mation from all parties involved, perhaps including legal advice. 
• Followingproceduresuntilagreementisreached. 

Situations in which negotiation might be effective 
• Determining wages and conditions of employment. 

• Resolvinggrievanceissues. 

• Determining redundancy strategies. 

• Discussing proposed changes in company policy. 
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Collective bargaining 

Collective bargaining means that di,cussion takes place between trade unions, Co llec tive bargaining: v,,,here 

on beha.lf of employees, and management. This means that discussions with discussions take place between 
individualemployeesareootrequired. businessesandtradeunionsonbehalf 

Benefits of collective bargaining 

• The business deals with one party rather than individual employees. 

• The trade union can intervene to resolve problems with employees. 
• Employees can benefit from having a representative to present their views co 

management because the trade union representatives wouk:I be more skilled 
in such situations and might therefore achieve a better outcome. 

• Sometimes a good working relationship can buik:I up betw€€n the business 
and the trade unions enabling some issues co be discussed and resolved 
amicably and not always requiring a formal approach. 

The processes involved in conciliation and arbitration 
An impartial outside view can sometimes help towards a speedier resolution 
of problems between a business and its employees. Conci liation is where 
an ind€p€ndent outside body enters the discussion in an attempt to help 
negotiations and suggest a way in which a satisfactory outcome can be 
reached. Solutions reached through conciliation are not binding and are merely 
suggemons. 

However, arbitrat ion involves an outside, independent body in making the final 
decision about how a dispur.e should be resolved. In such cases, both the 
management and the trade unions are bound by the agreement. The parties 
involved muse agree to arbitration as they will be bound by the decision of 
the arbitrator. 

In the case of a dispute between the managers or owners of a business and its 
employees the following stages might occur: 

• The managers and workers would try to reach an agreement between them. 

• If agreement is oot reached they might S€€k the help of an intermediary 
(conciliation). 

• The intermediary attends a meeting with representatives from both sides of 
thedispur.epresentormeetswitheachpartyseparately. 

• If a face-to-face meeting is oot appropriate, the intermediary might convey 
information from one group co the other. 

• Conciliation aims to find some compromise and common ground that can 
allow agreement to be reached. 

• If the dispute cannot be resolved by conciliation, arbitration might be used. 

• Both sides need co agr{'(' co arbitration. 

• The arbitrator will examine all of the facts of the dispute and make a 
judgement that can be binding if both parties have agreed to abide by 
the decision. 

• In the UK, conciliation and arbitration is prO\/ided by ACAS (Advisory, 
Conciliation and Arbitration Service) 'Mlich offers help and advice co prevent 
or resolve workplace disputes. 

Situations in which either conciliation or arbitration might 
be useful 
• Resolvingdisputesaboutpayissues. 

• In disagre€ments about proposed redundancies. 

• In cases 'Mlel"e an employee belie...es that he or she has been dismissed unfairty. 

• When a disagreement has arisen and the employer and/or the employees 
believe that they canoot find a solution without outside help. 

ofa\11/holegroupof.vorkers 

Conciliation: animpartial,outside 
bodyassistsemployersandemployees, 
byfacilitatingnegotiationsand 
suggestingasolutiontotheproblem 

Arbitration: animpartial,outside 
bodymakesadecisionafterhearing 
evidence,whic:hwillbeb.nding 
between employers and employees 

8 Distinguishbetween'conciliation' 
and'arbitration'. 

Answer on p.213 

4'14 it9 ·1,Ei4Mhi 
1 Makealistofpossiblesituations 

thatcanbethecauseofadispute 
betweenemployersandtheir 
workers. 

2 Drawupatableoutliningthe 
advantages and disadvantages of 
tradeunionmembershipforboth 
employers and employees. 
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~•!!lll!:!IJD·~l:iml·~i:ll·~t!i!·!tt._------------------4~ 
The meaning of single union deals 
A business chat recogni,es and deals with only one trade union is said co have a 
single union agreement. This is usually the largest union that works on behalf of 
workersinchatparticularindustry. 

Why they might be used 
• Discussions only need co be held with one trade union. 

• le might increase the por.ential for reaching agreement as only two parties are 

• ~~~:=~eement has been reached, the deal would be binding on all ~!!l!l!lll'!!!il'!lO-___ l 
9 Brieflyexplainwhyabusinessmight 

employees. prefertohaveasingleuniondeal. 

However, members of trade unions that have not been included in a single 
union deal might feel that they are not fully represenr.ed. 

Organisation structure 

Answer on p.213 

lilll&IMl:m-·M11·t··t------1~ 
An organisation muccure should be designed co meet the changing needs of 
the business in terms of growth and development and should allow levels of 
authority and respo nsibility throughout the organisation co be identified. 

An organisation chart will gi11e an O\l{'(\liew of the number of levels within a 
bu>iness and the scope of responsibility at each level. 

Purposes and attributes of an organisation structure 
An organisation muccure provides a framework for decision making. allowing 
flexibility, growth, development and a muccure for meeting the needs of a 
bu>iness.lnparticular,anorganisacion muccure: 

• illustrates who is respon>ible for whom and who is accountable co whom 
withinabu>iness 

• allows employees to know which cask should be their priority when given 
work from more than one person 

• shows who the deci>ion makers are in an organisation 

• shows the official chain of command 

• illustrates the official channels of communication 

• can also show the different functional departments/divisions within a 
large bu>iness 

• gives employees some idea of their promotion or progres>ion route within 
abu>iness 

The performance of a business can be influenced by the type of organisation 
structure it adopts. 

Factors influencing choice of organisation structure 
• Some bu>inesses organise their muccure according co the functional 

activiciestakingplacewithintheorganisation,e.g.production,finance, 

Authority: thepowertodirectand 
controltheactionsofother5 

Responsibility: beingaccountablefor 
any action taken. 

Cha in o f command: theroutethrough 
v,,,hichorder..willbepas:.eddOYmfrom 
senior manager5 to employees on the 
lowerlevelsofthehierardiy. 
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human resource management or marketing. Each department has a clear 
function and its own internal hierarchy. 

• Other businesses divide the organisation into product groups or 
geographical regions depending on the nature of the business involved. 
A multi-product business might have a structure for each produce, 
whereas a business operating in several geographical regions might 
have a separate structure for each region, e.g. North America, Europe and 
southeascAsia. 

• The structure must be appropriate for the size of the business. Larger 
businesses tend to need functional departmenu. An organisation structure 
can demonstrate the relationship between departments and the levels of 
authority within and across departments. 

• An organisation structure must be compatible with the aims and objectives 
of a business. For example, if the overall aim of a business is growth, the 
organisation structure muse allow growth to cake place without sacrificing 
any level of efficiency. When frequent changes need to be made to an 
organisation structure this can be l/€f"Y unsettling for many employees. 

Figure 2 shows a functional organisation structure. 

Figure2Afunctionalorganisationstructure 

Advantages and disadvantages of a functional structure 

Advantages of a functional structure 
• Specialises will be employed for each functional area. 

• There will be a clear hierarchy and chain of command in each department. 

• Employees will know how they contribute to the overall business structure. 

Disadvantages of a functional structure 
• Communication between departments can break down. 

• A lack of communication between departments can lead to a lack of 
coordination and a duplication of effort. 

• le is possible chat employees focus only on their department, meaning chat 
an understanding of the whole business is not developed. In some cases, 
actions taken by one department can have a detrimental effect on another 
department without the consequences having been considered. 

• Competition between departments can develop which might not be in the 
best interests of the business as a whole. 
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Organisations structured by product 
Many multi-produce businesM.'S create cost and profit centres for each produce, 
with each produce having its own organisation structure and specialise teams co 
support 1c. 

Advantages of structure by product 
• Employees become specialised in one product. 

• le is straightforward co allocate costs and revenues to a particular product. 

Disadvantage of structure by product 
There is duplication of effort if each product or area has its own specialist 
finance or marketing department. These specialise departments could work 
across different prodLK:ts or could serve more than one geographical region. 

Organisations structured by geographical region 

Advantage of structure by geographical region 
A business with a division dedicated co one geographical region is more likely to 
understand the needs of the local customers. 

Disadvantages of structure by geographical region 
• The business might not gain the maximum possible benefit from economies 10 Identify two functions of an 

of scale if business activity is divided between different regions. organisation structure. 

• ~~I ~~~~::~:if~~:: :~i~~~~:11:s r:':~e~ivisions to move away Answer on p.213 

41Mfidttt!111il1MMf+ BIO 
A hierarchical structure demonstrates the levels of authority in a business, with 
those with the most authority at the top of the structure and chose employees 
with the least authority and responsibility placed at the bottom. It can be either 
narrow(tall)orflat. 

Narrow (tall) organisation structure 
This structure is associated with bureaucratic organisations and has many levels, 
typically with a small number of personnel reporting to each line manager (see Span of control: the number of 
Figure 3). Examples might include organisations such as the armed forces. people directly reporting to one person 

Advantages of a narrow (tall) organisation structure 
• There are several levels with delegated decision making. 

• Several levels in the structure mean that employees can progress in small 
steps towards higher levels of responsibility. 

• There is usually a narrow span of control for each manager/supervisor. The 
ideal span of control depends on the skill of the employees and the type of 
'NOrk b€ing undertaken. Highly skilled workers r.end to need less supervision 
than unskilled 'NOrkers and therefore could work under a wide span of 
control. 

• Senior management has some of the burden of decision making taken on by 
managers below them in the hierarchy. 

Disadvantages of a narrow (tall) organisation structure 
• Some loss of control by senior managers. 
• Poorer decisions may be made at lower levels. 

• The bureaucratic nature of tall structures requires communication through 
several levels, which can be very slow and time consuming. 

Shop·floorworl:ers 

Narrow1p,10olrnotr~ 

Figure ] Exampleofanarrow(tall) 
organisation structure 
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• Higher levels of management can become distanced from lower levels and 
might be unaware of issues concerning employees on the lower levels of the 
hierarchy. 

• Due co the many layers through which communication muse pass, there is a 
danger chat some communication is ineffective, leading co lack of contact 
and/or some duplication of effort or lack of coordination. 

41Mi·li¥1,itf iiMll101GN 
A flat structure is frequently found in ne"W businesses, which have small 
numbers of employees (see Figure 4). Alternatively, delayering might have 
produced a flat structure due to the removal of some management levels. 

Advantages of a flat organisation structure 
• A flat organisation can aid fast decision making because 

communication has to pass through fewer levels. 

11 1dentifyoneadvantageandone 
disadvantageofatallorganisation 

Answer on p.214 

• The feeling of 'them and us' can be reduced because there is a closer 
link between senior managers and the lower levels. 

Wicie1opaoofcootrol 

Eadlmao;igeri11espom.bk•f0fmaoyemploya>5 

Figure4 Exampleofaflatorganis.ationstructure 
Disadvantages of a flat organisation structure 
• There are limited opportunities for promotion. 

• Usually a flat organisation structure means a much wider span of control. 
Managers might find it difficult to communicate directly with a large 12 Identify one advantage and one 
number of staff without holding frequent meetings. disadvantage of a flat organisation 

• The decision-making responsibility rem with a smaller number of managers, 
which might prove to be a great burden. Answer on p.214 

4i·h::fiMtffiDl4¥i:itfHH:f Ill() 
Features of a formal structure 
• A formal structure is hierarchical. All relat ionships and levels of authority 

and responsibility will be illustrated by the structure. The person with the 
most pawer will be at the cop of the hierart:hy and the people with the least 
pawer will be at the bottom. 

• The chain of command will be chat which passes from one level co the level 
immediately below in the hierarchy. This will also be the official channel of 

• The organisation structure can also illustrate the route for delegated tasks. 
Tasks should only be delegated to chose working on the level immediately 
below. Tasks should not usually be delegated across departmental lines. 

• An organisation structure also illustrates the centralised or decentralised 
nature of the business. Centralised structures involve decisions being made 
at the top of the organisation, while a decentralised organisation has some 
decision-making power delegated co the lower levels. 

:e~;:i,~;:~~:i!c::t:~mtotheof&ialdiainofcommarxi ~l!llll!ml'J!!m~---1 
0< channels of communication. These might be between departmental managers 
'M)() meet arxi discuss business issues outside the organised meetings. 

• Informal structures can be beneficial if a useful exchange of information 
takes places. However, sometimes the informal communication can be a 
disruptiveinfluenceandcanbeseenassubversiveandasunderminingthe 
officialscructureorhierarchyofchebusiness. 

13 Distinguishbetweenaformaland 
an informal structure. 

14 Brieflyexplainwhatismeantby 
channelsofcommunication. 

Answers on p.214 
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Span o f control 
The ,pan of control can be narrow or wide (see Figures S ar.d 6). The skill level of 
employees or the nature of the work being done can determine which is most 
appropnate. 

Advantages of a narrow span of control 
• A narrow ,pan of control allows employees to be closely supervised. 

• There are fewer people for each manager co communicate with. 
• Each manager has fewer employees co be responsible for. 

Disadvantages of a narrow span of control 
• A narrow ,pan of control is frequently used in a bureaucratic organisation 

and gives little opportunity for lower levels to contribute co decisions. 

• Communication is frequently only one w~. 

Advantages of a wide span of control 
• Employees often have some in.ulvement in decision making, which makes 

them feel more satisfied and valued. 
• Some management coses might be saved as fewer managers/supervisors are 

required. 

Disadvantages of a wide span of control 
• large numbers of workers might be difficult co monitor and control ar.d can 

leadtomistakesbeingoverlooked. 
• le can be time consuming to communicate with r:Nery individual employee 

so more frequent meetings might be required, which might be unpopular. 

A matrix strlKture overrides the normal chain of command. le functions within 
anoverallformalhierarchicalbusinessscructure.Matrixstructuresareusedto 
carry out a specific project ar.d will bring together expertise from a range of 
departments. The project leader is not always the most senior person in the 
team, but for the purpose of that project they will direct the team regardless of 
their'normal'positioninthebusinesshierarchy. 

Table2111ustrationofamatrixstructure-functionalareasinvolvedinaproject 

Sp.Jnofcootrni•J 

Figure S Example of a narrow span of 
control 

! ! ! ! 
Sp.inolcootr~•B 

Figure 6 Exampleofawidespanof 
control 

lrnzMMM~#ll·li:Milr:r:r::r:,M::il:i~¥11%·, 
Advantages of a matrix structure 
• The best team will be chosen for a project. 
• le might improve cooperation and communication between departments. 
• The most effective use is made of the skills within the business as employees 

• :~:t~:c:u;;~;!:;r:::::~ibility ofa business, making it more ~,l!l, 11,,=,,.11,,l'l!oa!!!,ll!,,m,,11,"r"'-~-,-0,-,- 1 
responsive to changes in the business environment. disadvantage of using a matrix 

Disadvantages of a matrix structure 
• Employees will temporarily have more than one boss - their usual line 

manager and the project manager. 
• Employees might fir.d it difficult to prioritise their work if they are working 

on more than one project at a time. 

structure in a business. 

Answer on p.214 
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·•!•ffl!·CM!¥~·Bmi·~l:IF~lr!!IIF!Hm;~.;:~1,~1ma-~mmrtrt:111--~~~~~~~~~~~----4~ 
The relationship between delegation and accountability 
Delegation is when a cask is passed to an employee on a lower level of the 
hierarchy of a business. It can spread the workload of a business and lead to 

more effective and efficient use of resources. 

The authority to complete a task can be delegated, but the ultimate responsibility 
for its successful completion remains that of the manager who delegated the task. 
The person undertaking the delegated task will be accountable co the manager 
but they do not bear the final responsibility. If the employee was ooc capable of 

completingtheta,k,thenthefaulclieswiththemanagerfordelegatingacask 
to complete that was beyond the employe(>'s skill level. The chief executive of a 
business will be held accountable by the shareholders if the business d(){'s not 
meet its targets, regardless of who was given various casks to complete. 

Advantages of delegation 
• Employees can feel more valued if they are asked to ur.denake a job usually 

done by their manager, therefore increasing their level of motivation. 
• Delegation can increase the confidence ar.d skills of workers and prepare 

them for promotion in the future. 

• The manager has time to spend on more complex issues. 

• Delegation can highlight those employees who are ready for a more 
responsible role. 

• The tasks might be completed quicker, so increasing the efficiency of the 
business. 

Disadvantages of delegation 
• Managers might fear some loss of control. 

• The manager might keep checking chat the task is being done correctly, so 
wast1ngt1me. 

• Employeesmighcbejealousiftheyarenotchosen. 

• Some managers are afraid chat their employees will complete casks more 
efficienclyar.dcan feel threatened. 

• VVhen a delegated cask irM>IYeS an employee supevising colleagues. some tension 
can becausedtmtcannegatrvelyaffectchegroupofworkersandtheiroutput 

• Time and resources can be wasted if the chosen employee does not have 
thenecessaryskillscocompletethecasktotherequiredscar.dard. 

The impact of delegation on motivation 
Delegation is one of the non-financial motivators that a business can use. 

Why delegation can be motivating 

4'14 ih · ,Ei4Mhi 
Usingtheheadings'Retail'and 
'Manufacturing',lintheadvantagesand 
disadvantagesofawideandanarrow 
spanofcontrol,makingsurethatyou 
relateeachpointtotheparticular 
context.Thiswillhelpyoutoretain 
focusonthecontextinanexamination 
quenion.Makealinofthetypeof 
wksyouexpectmightbedelegatedin 
aretailandamanufacturingsituation. 
Milkenotesofthepotentialbenefitsand 
drawbacksofusingdelegationineach 
situation. 

• Delegation can be part of job enrichment and exposes employees to a wider 16 Outline one advantage and one 
range of more complex tasks. disadvantage of delegation. 

• Employees feel trusted and might begin to believe chat they could be 17 Explain how delegation might 
promoted. This increases their self-esteem. motivate employees. 

• Delegated tasks can also lead co an employee gaining the respect of their Answers on p.214 
colleagues, therefore meeting their need for the esteem of co·workers. 

4i.filiN'®@flU011t1+ ~ 
The relationship between span of control and levels of 
hierarchy 
Many people in any business will be responsible for others in the organisation. 
Direct control is exerted over those immediately beneath a manager and 
ir.direccconcrolisexertedoverthoseemployeesinthelevelsbelowchat. 
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The higher levels in a hierarchy usually have a narrower span of control 
than those closer co the bottom of the structure. This is because the higher 
levels generally have more complex and responsible jobs to complete. less 
complicated tasks that are completed lower down the hierarchy might not need 
regulardiscussionorsup€rvisiontotakeplace. 

The difference between authority and responsibility 
A manager can have the authority to require employees co p€rform tasks. By 
delegating. a manager might give an employee the authority to carry out a 
parcicularcaskbucthefinalresponsibilityforchetaskbeingcompletedcorrectly 
remains with the manager. 

Conflicts between control and trust in delegation 
Trust is a two-way process when delegation takes place. The manager muse trust 
the employee to complete the cask satisfactorily. The worker must feel fre€ to 
gee on with the task without interference from the manager. It is not always 
easy for a manager co give up part of their work but, once the decision has been 
made, frequent checking on the employee is wasting time chat the manager 
could spend on more important matters. 

•t3i!~i~Bmt~·ill@C·i~i~~Uit-~~~~~~~~~~~~~~~~~---4~ 
Centralisation means that decision making is kept at the top of the organisation. 
The amount of decision making lower down the hierarchy is very limited. 

Advantages of centralisation 
• Faster decisions can be made without a need for discussion at lower levels. 

• Clear goals will be given by those in charge, removing the possibility of 
departments digressing from the stated aims of the business. 

• Decisions will be consistent across all departments or divisions. 

• The desired image can be maintained due to the consistency of decisions. 

Disadvantages of centralisation 
• There is a larger decision-making burden on only a few individuals at the top 

ofthebusiness. 

• Some better ideas might have been forthcoming from lower levels of the 
hierarchy. 

• It does not allow les5 senior managers co develop their decision·making skills, 
so making them less well prepared for a more senior role. 

• Centralised decision making can prove to be a problem if managen are lacer 
promoted to more senior decision-making roles. 

•t!!i~,i!tc-1n:1~·1tt1m:i-~um,~,fl·Hmt!mm,~,.,m,~,11-~~~~~~~~~~~~~-4~ 
Line management is defined by the hierarchy of a business. It is demon mated 
by the chain of command and the channels of communication. A manager takes 
responsibility for the employees beneath them either directly or indirectly. 

Staff management involves those who might offer specialise advice to any 
department, prOOuct group or regional division within a business. They offer 
advice without having any managerial responsibility for the people they are 
currently advising. Staff management is linked co the supporting role offered by 
some sections of a business, for example, the IT department or finance 
department. 

Line ma nageme nt : follawsthe 
chainofwmmandasindicatedonan 
organisation structure. Managers are 
responsible for employees beneath 

theme1therdirectlyorindirectly. 

Staff ma nageme nt: when speci.Jlist 
sullX)rtora<MCEisofferedtodepartments 
'Mthoutifl/managerialresponsblityfor 

thepeopleb!.'Wlgadvised. 

@ Cambridge International AS and A Level Business Studies Revision Guide 



Business communication 
Communication can be one or two way and is the transfer of information 
between two or more parties. 

In order for communication to be effective it should be transmitted via 
an appropriate medium, and needs to be received and understood by the 
intended recipient.Ina businesssituationitcanbedangeroustoassumethac 
just because information has been sent, it has been received and understood. 

The purposes of communication are co: 

• giveinstruccions 
• gain information from customers about what they expect from a business 

• inform customers about the prcxluccs Of services chat the bus.iness offers 

• inform employees about the goals of the business 

• act as a means of involving employees in some decisions 

• coordinate activities b€twee, departments 

·•~x:tn~ttm~·~·1ttta·m·~+~1:~:1~,,~u~1:1m1+1,1~u~1~1 ... ~~~~~~~~~~~~---4~ 
The communications methods used in any business will depend on what 
information is being communicated, who is sending the information and who is 
recewmg1c. 

What can affect the choice of methods of communication? 
• The type of information that is b€ing communicar.ed. Is the information 

sensitiveorforgeneralcirculation? 
• Whether or oot the information is b€ing communicated within a busines5 or 

between organisations. More formal methods of communication are likely ro 
be used when information is being pas,ed b€tween organisations than if the 
communication is only internal. 

• How many people are inYOlved. 

• If feedback is required. 

• If a permanent record of the communication is required, e.g. confirmation of 
a meeting. 

Standard methods of communication 
Communication might b€ between individuals, or between an individual and a 
groupofpeopll'. 

Written 
Letter: a formal means of communication, e.g. to confirm the success of a job 
application or to confirm a future meeting date with the representatives of 
aootherbusiness. 

Report: this is also a formal means of communication. Reports are used in 
schools and colleges to give information about the progress and attainment 
of students. In business they are used to report on business activities to the 
shareholders and other stakehokier groups or to report to managers on the 
progress of a project. 
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• There is a permanent record of the communication. 
• Oetailedinformationcanbegivenbecausethereader 

willbeabletorereadifnecessary.Forexample,detailed 
diagramscanbeincludedintheannualreportofa 
buloiness. 

Noticeboard 

• The communication might take some time. Not all countries 
have rapid postal systems. The communication might be 
subject to delays. 

• If there is too much information, the reader might not read it 
all and therefore important information can be overlooked 
Thisisparticularlytrueoflengthyreports. 

• Handwritten communications are not always legible although 
buloinesscorrespondenceisusuallytypewritten. 

• ltisposloiblethattheinlormationismilointerpreted. 

This method might be useful if the information is intended to reach many 
people within an organisation. le could be used to announce a staff meeting. 

• Alargenumberofpeoplehaveaccesstothe 
information 

• It is a cheap method of communication 

Spoken - meetings 

• Thereisnoguaranteethattheintendedrecipientswillsee 
the information. 

• The way in which people react to the information cannot be 
gauged. 

Meetings can be small or large scale. They can be held to pass on information, 
to gain information or for appraisal purposes. 

• They allow interaction between those attending. • Can be time consuming. 
• Instant feedback can be received • Sometimes other issues are raised that divert the focus of the 
• Thereactionsofpeoplecanbeseenandinterpreted. meeting 

Spoken - by telephone 

• Output is lost if meetings take place during normal working 
hours 

Telephones can be used to communicate with people within an organisation or 
between different organisations. 

• Immediate communication with an instant response. 
• Questions can be a~ed about the information; this can 

prevent future misunderstandings. 

E-mails 

• The caller cannot know if the person on the other end of the 
conversation is actually listening or not. 

• Usuallyarecordisnotkeptofwhatwassaid 
• The reactions of the parties involved cannot be seen. Facial 

movements and body language can indicate how well the 
information is being received. 

• Fast and global communication both inside the business • The message might be one of many others and might be 
and between businesses. overlooked. 

• Detailed information can be sent quickly, i.e. attached • Information overload if too many e-mails are received. Do the 
documents right ones get prioritised? 

Websites 

• Theinformationmightbeaccessedbysomeoneotherthan 
the intended recipient. 

• They might be seen as less formal by some businesses. 
• Their continual use might undermine the ability of people to 

holdaoonversationwiththeiroolleagues. 

Websites can be used to give information to stakeholders. They can be used 
to portray a certain image, e.g. to show chat the business is an environmentally 
friendlyar.dsociallyresponsibleorganisation. 
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• A lot of information can be passed on. 
• Awell-designedwebsitecanhelptoprojecttheimage 

of the business. 

• The business cannot control who views the website and 
therefore care must be taken about the information that is 
plac:edonit. 

• Once a website has been established, it is low cost 
• Abusinesscanreachpeoplethatitisnotevenawareof. 

• lti:spossibleforinformationtobealtered,whichcouldbe 
harmlultothereputationofthebusiness. 

• Websitesmustbekeptuptodate. 

Video conferencing 

• Videoconferencingsavestimeaspeopledonotneedto 
travel to a meeting. 

• Physical samples or demonstrations are not possible 

• Thetravelcostsares.aved. 
• Canbedifficult toarrangeduetodifferenttimezones 

aroundthewortd 
• Peoplelromdifferentpartsofthewortdcanparticipate 

creatingbettercoordinationbetweengeographical 
divisions within a business. 

• Theequipmentisrelativelyinexpensive. 
• ltallowsforreactionstobeseen 

Mobile phones 

• Employees can be contactable 24 hours a day, 7 days a • Employees can feel that they are always at work. 
=ek 

• Employees can still be in contact with their office while 
.r-Nayfromtheirworkplace 

C3MMl+i,,i,,i11,iifiN 
How communication works within an organisation 
Channels of communication often follow the chain of command. There can 
be time~ when the usual channel of communication will not be followed, 

e.g. if an employee wishe~ co make a formal complaint about his or her line 
manager. Mose businesses require communication co occur 00th vertically and 
horizontally. 

The difference between one-way and two-way, vertical 
and horizontal communication 
Vertical and horizontal communication can 00th be one or two way. One-way 
communication is used in the passing of orders when a response or feedback 
is not required. Two-way communication can also involve the passing of orders 
bucsomefeedbackisexpected. 

Horizontal communication is when information is passed between people on 
chesamelevelofchehierarchy. 

Vertical communication is when information is passed from one level of the 
hierarchy co the next level, either above or below. 

Communication can be one or two way. This will depend on the culture and 
the leadership style in the busines~. Vertical downward communication might 
be the passing down of orders, while vertical upward communication could be 
giving some feedback on progress on a particular project. 

··~:f~·hD,=rn~Gltltl~·l·~ICMl!llh\:iJli~·~i::~i:~:i~··~:Hm+~·i·~·~f-~~~~~~~~~---4~ 
• Inappropriate medium ~ it would not be appropriate, for example, co put 

a message on a notice OOard saying chat five people in the department were 
to be made redundant. A face-co-face meeting would be more appropriate. 
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• Information overload - important messages might be 0\/erlooked if too 
much information is being received. The increased use of e-mails has been 
recognised as a possible cause of information 0\/erload. 

• Too many communication stages - a tall organisation muccure 
has many le'vels through which information must travel. This can cause 
distortion of the meaning of the original message. 

• Noise - this can consist of noise from machinery or other conversations 
taking place. In meeting~ coo many people speaking at the same time 
can prevent some information from being heard and received. The 'noise' 
might not be a physical noise but might be a distraction such as something 
happening else-where in the office, which draws your attention away from 
your conversation. 

• Language - inappropriate use of technical language or ;argon can prevent 
some people from undemanding the information given. Communication 
between countries muse be free of any words chat have a different meaning 
in another country. local dialects and expressions are unlikely co be 
underscoo:1 by people outside of a particular region. 

• Attitudes, perceptions and emotions - our interpretation of a message 
can depend on how we feel emotionally when we receive the message. 
Anger can lead us co interpret information differently from 'Mlen we are 
calm. Anger can also cause some people co 'stop listening'. 

Management muse determine what form communication will cake to ensure 
tha.tit is effective. Pointstoconsider'Nill include: 
• whether communication will be one way or two way, i.e. whether or not 

feedback is required 
• how many departments are involved 

• how many people will be involved in the communication 

Communication networks 
The different kinds of communication networks are wheel, circle, chain and 
connected, as outlined below. 

A wheel network 
A wheel network is useful if one person is in control of the information and 
the recipients do not need to communicate with each other. The p€rson in the 
centre of the 'wheel' is usually the leader of the group and will pass information 
to all other people involved. 

A circle network 
In a circle network information is not freely exchanged between the members 
of the circle. Each person within the circle maintains contact with two others. 
Information has co be passed on to chose who are not in direct contact with 
each other. 

A chain network 
The chain network follows the hierarchical structure within an organisation. 
Communication can be either one or two way. 

A connected network 
In a connecr.ed network, e'veryone involved has the opportunity to 

communicate with each other. Information passes freely between all those 
involved without any sec pattern or official channels of communication. All ideas 
can be voiced and will be heard, although agreement can sometimes be difficult 
to reach. 

18 Brieflyexplaintwobarriersto 
communication and suggest ways 
inwhichthesemightberemoved. 

Answer on p.214 

Figure7 Awheelnetwork 

Figure 8 Acirclenecwork 

Figure9 Achain 
network 

Figure 10 Aconnectednetwork 

8 Cambridge International AS and A Level Business Studies Revision Guide 



4·14 j(,[Oi,ii4Hffi¥i 
Makesurethatyouknowthedifferencebetweeneachofthecommunication 
networks mentioned above and practise relating them to different work 
situations. 

The role of informal communications within a business 
The standard methods of communication outlined above are formal means of 
communication. Most businesses will also experience some informal 
communication. Employees meet in various situations inside or outside of the 
workplace and their conversations will often involve the place of work. 

Discussion can be factual or based on unsupported rumour. Informal 

Info rmal communica tion: information 
beingpassedoutsideoftheofficial 
communication channels. 

::;~ni~:r~a~cni:;:rn~;: ~~:~~:emr:r:1:~~:s~~;~~;: :~;gers ~,ri,ll,,l!!l,,,11,,!1'"!!!' ,m,.m"o'"r"-""-~-.. -,-. i 
informal communication. There may be times when management needs CO act chain network and a connected 
to stop incorrect and damaging rumours being communicated throughout the network, giving an example ofa 
business. situationwheneachmightbeused. 

Ways in which communication can influence the efficiency 
of a business 
• By managers making sure that the people who need information have the 

correct information. 

• Effective communication can minimise the time wasted in decision making. 

• Time ar.d money can be saved by ensuring that the most appropriate means 
of communication are used. 

• Interdepartmental communication can prevent the duplication of effort and 
irxrea,e the level of coordination. 

• Giv ing relevant information to employft's can raise their level of motivation 
becau,etheyfeel involved in the business. 

Ways of improving communication in a given situation 
Communication can be improved by carefully assessing the information to be 
conveyed and the people who need to receive it so chat an appropriate medium 
can be used. Care should be taken to provide information in a written format if 
a lot of details or facts need co be communicated. 

le should not be ass.umed chat the same method of communication will be 
appropriate inallcin::umscances.Managersshouldalwaysassesseach 
communication need as it arises and should be prepared to change their usual 
methods of communication if necessary. 

20 Explain the difference between 
formalandinformalmethodsof 
communication. 

Answers on p.214 

4"i4 iH · ,Fi4Mhi 
1 Makealinofsituationswhen 

informal communication might be 
usedinaretailsituationandina 
manufacturing business. 

2 Makenotesonwaysinwhichthe 
managersofabusinessmight 
communicate information.Try to 
includeasmanybusinesssituations 
asyoucan,e.g.passingdownwork 
instructionsornotifyingworkersof 
redundancies. 
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8 Marketing 

Marketing planning 

·•~N!t!flllll!@D1nn1m1n-,mf~1:n1:m11:~,~•-1--~~~~~~~~~~~~~~~-~ 
Marketing planning is the systematic approach co developing marketing 
objectives and setting out specific activities co implement the marketing strategy 
to meet clime objectives. The result will be a marketing plan. 

The marketing plan 
Figure 1 shows the layout of a typical marketing plan. 

Figure 1 Atypicalmarketingplan 

Benefits of a marketing plan 
A marketing plan can be complex, take time co prepare, be difficult to understand 
and lead to inflexibility. However, a properly drawn up marketing plan will make 
sure that: 

• marketing activities contribute co achieving corporar.e objectives 

• marketing activities are integrated 
• resourcesareusedefficienclyinaplannedway 

• employees are informed and committed co the plan 

• the review and monitoring stage prepares the organisation for change 

Marketingplanning: thesystematic 
approach to developing marketing 
objectivesandsettingouts.pecific 
activitie1toimplementthemarketin9 
strategytomeetthoseobjectives 

Makesureyouknowthedifference 
betweenamarketingplan(the 
systematicapproachtoorganising 
marketingactivities)andamarketing 
strategy(theoverallintegrated 
approachtomarketingaproduct, 
e.g.the4Ps). 

1 ldentifytwobenefitsofa 
marketing plan. 

Answer on p.214 

•tl!Cft~U~G~ii~~E-i~lt~·@lmNtitlnB;-mm111::1@1¥Jll~:la:~:fmii~R:~,~nmta!·~kC·i~,i:~ii~UD:$ .... ~~~~~-4~ 
Price elasticity of demand considers the effect of a price change on demand. 
There are thre(> other measures of elasticity - income elasticity of demand 

(YEO), promotional elasticity of demand (PrED) and cross elasticity of demand 

(CrossED) - and these can all help a business to plan. Knawing the values can 

help decide what marketing decisions to make. 

Income elasticity of demand (YED) 
Consumer income is a huge factor in demand. A recession, unemployment or 

economic grawth will affect how much consumers are willing to buy. A rise in 

@ Cambridge International AS and A Level Business Studies Revision Guide 



ir.come will lead to a rise in demand for most goods (normal goods). Income 
elasticity of demand measures the degree of responsiveness of demand for a 
good to a change in consumers' ir.come. 

YED = %change in qua~tit_y demanded 
%change1nmcome 

Income elastic demand 
Income elastic goods are sensitive to price changes, i.e. a change in income 
results in a more than proportionar.e change in demand. The YEO of price elastic 
goodswillbegreaterthan 1. 

Income inelastic demand 
Income inelastic goods are not sensitive to ir.come changes, that is, a change 
in income results in a smaller proportionate change in demand. The YEO of 
ir.come inelastic goods will be smaller than 1. 

Demand may rise with an increase in income (normal goods) or fall with an 
ir.crease in ir.come (inferior goods). 

Using income elasticity of demand 
• If income levels are changing, a business can use YEO co predict what will 

happen to its sales and alter its marketing mix appropriately. For example, if 
unemployment is forecast to rise, a business may consider lowering price or 
using lower quality resources to cue costs and prices. 

• If a business is selling an inferior good at a time of rising ir.comes it may need 
toconsiderimprovingthequality. 

Promotional elasticity of demand (PrED) 
Promotional activity is a key factor in ir.creasing sales. Promotional elasticity 
of demand (PrED) measures the degree of responsiveness of demand for a 
good co a change in promotion ,pending. 

Promotion elastic demand 
Promotion elastic goods are sensitive to changes in promotion, i.e. a change in 
promotion results in a more than proportionate change in demand. The PrED of 

promotion elastic goods will be greater than 1. 

Promotion inelastic demand 
Promotion inelastic goods are not sensit ive co promotion changes, i.e. a change 
in promotion results in a smaller proportionar.e change in demand. The PrEO of 
promotion inelastic goods will b€ smaller than 1. 

PrED = % change .in quantity demand_ed 
% change 1n promot10n spending 

lncomeelast icity ofd emand(YED): 
measuresthedegreeofresponsiveness 
of demand fora good to a change in 
consumers' income. Demand can be 
incomeelasticorincome inelastic 

Normalgood: agoodwithapositive 
YED, meaning that demand changes 
inthesamedirectionasanincome 
change. 

Infer ior good: a good with negative 
YED, meaning that demand changes 
intheoppositedirectiontoanincome 
change 

Makesureyouidentifyclearlywhich 
measure ofelasticityisappropriate. 
Allmeasures ofelasticityassumethat 
otherfactorsremainconstant,so make 
sureyoucheckifanyhavechanged. 
Checkthatyouhavenotedcorrectly 
whetherthe elasticityispositiveor 
negative. 

Promotional e lasticity of demand 
(PrED): measuresthedegreeof 
responsiveness of demand for a good 
to a change in promotion. Demand 
canbepromotionelasticorpromotion 
inelastic 
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good. A rise in the price of margarine may cause an increase in demand for 
butter (substitute gocx:l). A rise in the price of fuel may cause a decrease in the 
demand for large engine cars (complementary gocx:l). Cross elasticity of 
demand (CrossEO) measures the degree of responsiveness of demand for a 
good co a change in the price of another good. 

A positive value indicates that the two gocx:ls are substitutes for each other. 
A negative value indicates that the two goods are complementary. A very law 
value means that the two goods are not related. 

Cros1ED =-16.67dividedby - 20 =t0.83 

2 Statetwoadvantagesofusingdemandelasticitiestoamarketi~ 

3 Calculatethevalueofthefollowingelasticities: 

(a) Income elasticity of demand when income falls by 10% and demand for 
goodAfallsby15%. 

(b)Promotionalelasticityofdemandwhensponsorshipcostsincrea5eby 
6% and demand for good A rises by 10%. 

(c) Cross elasticity of demand when the price of good A rises by 15% and 
thedemandforgoodBfallsby10%. 

Answers on p.214 

Make sure you know the definitions of all the measures of elasticity and what 
theymean.Practisecalculatingthemandp.iyattentiontothevalueofthe 

, resultandwhetheritispositiveornegative.Showallyourworkings. 

ltisimportanttoconsiderwhether 
income,promotionalandcross 
elasticitiesarepositiveornegative. 
Checkcarefullyasthisdeterminesthl' 
effectofthechangesondemand. 

Cross elasticity of demand 
(CrossED): measuresthedegreeof 
responsivenessofdemandforagoodto 
achangeinthepriceofanothergood 

4'14 ih · ,Ei4Mhi 
1 Produceatabletoshowtheeffects 

onrevenueofeachofthefollowing: 

(a)Anincomeelasticityofdemand 
of2Vfflenincomerises. 

(b)Apromotionalelasticityof 
dl'mandofl.SwhenSSOkis 
spent on advertising. 

(c) Crosselasticityofdemandof0.5 
forgoodAVfflenpriceofgoodB 
risesby10%. 

2 Writl'notestoillustrateany 
marketing recommendations you 
wouldmakeba5edonthetable. 
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·•~iltffl~·!·~rtt!!ll~·ttffll!l· !i·~H~::~H~:im+ .... ~~~~~~~~~~~~~~----4~ 
Product development involves creating produces that are new or different so 
eh.le consumers can see new or added value. It is important because all products 
willevrocuallyencerchedeclinestageofcheirlifecycleandneedtobereplaced. 

The product development process 
The produce development process is shown in Figure 2. 

Coo~~~:1:i,"?!~tsaod 
opporruntoow!th objeclil'es 

Post!a<J>d> - !ro<litom<Jthestages 
lnthetifecycle 

Figure2The productdevelopmentprocess 

Sources of new product ideas 
Ideas can come from ins.ide or outside a business, but many will come from 
research and development programmes, which generate and develop ideas from 

ofproductsthatarenewormodified 
so coosumers will see new or additional 
benefits 

4 Brieflyexplaintheproduct 
development process. 

5 Statetworeasonswhyproduct 
development is important. 

Answers on p.214 

:se;::~~~r ;:~~::;~~:partment ti@·:l!IJ§l!lli?!lli !ll· nlf:l!\4Jl@l!jjjj 
Use a diagram to show how product 

• univers.ities and government research centres development is linked to the following: 
• market res.earch and customers • product life cycle 

• sales and production staff • business objectives 

• meetings to generate ideas • product portfolio 

le is important to check that ideas will be saleable in the market. Few initial ideas • market research 
become selling products. 

These provide a framework for deciding what kind of promotional methods to 

use and how to measure their effectiveness. 

AIDA 
The AIDA (Attention, Interest, Desire, Action) model cakes a bus.iness AIDA (Attention, Interest, Desire, 
through the stages a customer~ through when deciding to buy by analys.ing Action) model: a model describing the 
the objectives of a promotional campaign and generating ideas matched co each stages a rustomer goes through when 

stage so that consumers are taken ak>ng until they decide to buy. deciding to buy a product. 
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Table 1 The AIDA model 

.... 1m·1111111111111,1111111111111 .. 111111111111• 
•

• 1.ntroducep.roduct.orbrand. 
• Makeconsumerawareand 

interested m learning more 

• Bold words, striking graphics, bright • Awareness of product/ brand 
colours, repeated words, logo. • Remembers later 'Nhen deciding 

• E.g. television advert, billboard to buy. 

• Make consumer think about 
how the product might m~t 
n~ds 

• Possibility of buying 
introduced 

• Describes features 
• Promises rewards/1,3tisfact ion 
• Technicalattributes 
• Compares with competition 
• E.g. Clip coupons, info ads 

• Offers/demonstrations 

• Consumeractivelythinksof 
product 

• Consumer makes inquiries 

• Consumer findsouthowtobuy. • Makeconsumerthinkproduct 
meetshisorherneeds 

• Makeconsumerthinkheorshe 
'musthave'theproduct 

• Information on where and how to 
buy. 

• Serious thought about buying 

6 What do the initials AIDA stand for? 

7 What do the initials DAGMAR stand for! 

• Unique benefits shown. 
• E.g. instoredisplay,,elling. 

• Purchase point 
• Orderform 
• Personalselling 
• E.g.salesstaff,orderforms 

DAGMAR (Define Advertising Goals for Measured Advertising Results) 

builds on AIDA. assuming consumers will move through the stages, t hen goes 

on to measure how effective a promotional campaign is. At the start, atr.ention 

will be zero but should rise as the promotions take effect. Successive stages will 

see smaller percentages of consumers in them and this measurement can inform 

the way the campaign progresses. 

4·14 i(,[Oi,fiihffiii 
Prepare a presentation to explain how the AIDA model might help a business 
planmarketingac tivitiesforthe launchofanewrangeofDIYtools.lncludean 
answer to a question about the value of DAGMAR. 

• Consumerbuysortakesaction 
towards buying 

4·14 ihi· ,Ei4Mhi 
Foreachofthe AIDAstages,findan 
advertorpromotionalmethodfrom 
the pressorothermediathatmatches 
thepurposeoftha t stage.Prepare a 
poster to illustra te this. 

DAGMAR (Defin e Advertis ing Goals 
for Measured Adverti sing Results): 
amodelthatisusedtomeasure 
howeffectivead\/eftis.ingorother 
promotional methods are, using AIDA 
as part of DAGMAR. 

When using AIDA or DAGMAR, 
makesureyourela te thesemodelsto 
marketingobjectives,methodsand 

,._ y.,.iys .? f 111e~s~.r(n~ e! fective .. 111~r~eti~~ 

·•za.~um;1,1M~ii~ui;~,,!fa1,i@~·~tam,a·Ettt!·,-~~~~~~~~~~~~~-~ 
The need to forecast marketing data, especially sales 
Forecasting may: 

• enable a business to determine what changes are caking place in the market 

• detect business opportunities ar.d what marketing mix may be appropriate 

• help pinpoint position on a prodlKt life cycle 

• enable a business to analyse the actions of competitors 

Moving average method (time series analysis) 
Trend analysis or moving average forecasting assumes that the patterns or 

trends of the past will continue into the future. For products affected by regular 

changes, e.g. seasonal variation, t ime series analysis combines the moving average 

of past data in order to arrive at a forecast for the next few time periods. 

Movingaverage for ecasting: a 
methodthattakesaccountofregular 
variations{typicallyseasonal)by 
combiningthemovingaverage valueof 
asetofdataovertime 
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A typical application is for sales. It does this by dealing with three components 
of a set of data over time. 

• theunderlying trend 

• predictable cyclical o r seasonal variations from the trend. 

• random, unpredictable events 

Moving average calculations 
The data is inspected co see if there is a regular pattern of changes in time and 
then the moving average period is chosen accordingly, e.g. over a 3-year cycle 
(3·year moving average) or quarterly (4-quarter moving average). 

2 Divide each total by three to give the 3-)'l'ar moving average or trend {col 4). 

Figure)Movingaverages:graphicalforecan 
~~~~~~~~~~~~~~~~~-

Trend: theaveragechangeforeac:h 
time period, which shows the overall 
pattern of movement of a set of data 

Cyclica l or seasonal va riation: the 
regularvariationfromthetrend,often 
duetoseasonalfactors,whichisthe 
valueforei!Chtimeperiodminusthe 
trffid 

Calculationscantakealongtime. 
Examinersarelikelytopresentyou 
withapartiallycompletedtableand 
askyoutofinishit,oraskyouto 
comment on the way the moving 
averagemethodisusedinforecaning. 

' -
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Very ohen quarterly figures show a seasonal variation and the same procedure 
is employed except the quarters have to be centred by adding the four quarter 
totals in pairs and dividing by two. 

Evaluating moving average method of forecasting 
This method produces a forecast that takes account of regular variations so is 
more accurate than simply projecting a trend line. Like any forecast it assumes 
that: 
• thedatausedisaccurate 

• thefuturewillbehaveinasimilarwaycothepasc 

4'14 j(,[Oi,Eiihffifi 
Produceatabletoshowtheadvantagesanddisadvantagesofusingtimeseries 
analysis fora toy retailer. 

•+iiitilffi~·~·!·mfuti!-m1¥:··lttttfl!l!l·l@:-~1~1r1m;:;;11111:t-~~~~~~~~~~~~~-~ 
Developing a coordinated marketing mix in relation to 
objectives 
A marketing mix is only successful if it achieves the marketing objectives set out 
in the marketing plan. These objectives must be clear and relate co the overall 
business objectives. 

• The 4Ps must be integrated and reinforce each other. 

• The marketing mix muse take account of position in the product life cycle 
and market conditions. 

• There should be research and development for new products co replace 
older ones. 

• Marketing strategies should be within their sec budgets. 

• Flexibility to respond co change should be built in. 

Whendiscussingthemarketingmix, 
makesureyourelatethe4Pstoeach 
other in an integrated way, showing 
astrategicunderstandinginrelation 
toobjectivesand/ormodelssuchas 
AIDA. 

Globalisation and international marketing 
•t!~;mD®~·~r\b!-~IMlt!·~._~~~~~~~~~~~~~~~~~~~ 

Globalisation is the growing integration and interd€JJ€ndence of economies 
and cultures and involves increased trade, movement of capital and people. le 
results in: 

• large increases in trade between countries 

• large increases in money moving between countries and in fo reign di rec t 
investment (FOi) by governments and transnational corporations 

• increasingly similar produces and services being sold across the world 

• a large increase in outsourcing to different countries for components or 

• large increases in international travel and instant communication across the 
=M 

• increasingly similar cultures and attitudes across the world 

• converging income levels across the world 

In particular, economic globalisation includes: 

• decreasingbarrierstocrade 

• increasing ease of moving capital and money across countries 

• increased incent~ for foreign direct investment 

Globali sa tion: thegrowingintegration 
andinterdependenceofeamomiesand 
culturesandinvolvesincreasedtrade, 
movementofc.apitalandpeople. 

Foreign direct investment(FDI): 
whenabusinesssetsupproductionor 
distributionfacilitiesin anothercountry 

8 Cambridge International AS and A Level Business Studies Revision Guide 



Increased globalisation: the implications for marketing 
Globalisation is a <lei/eloping phenomenon. It brings great opportunities and 
also more fr,ks as bus.inesses are increas.ingly able co operate in more than one 
country. 

Opportunities 
• Falling tariffs and other barriers to trade mean it is cheap€r and easier to sell 

to other countries. 
• Coses fall as more efficient, lower-cost labour and materials can be accessed, 

soproduccscanbepricedlower. 

• lncreas.ing incomes and access to information sources mean cons.umers are 
exposed to marketing activities and are more able to buy. 

• large markets are expanded, e.g. in Brazil, China, India and Africa. 
• Internet-based marketing enables international marketing, even for smaller 

bus.inesses. 
• Global branding becomes poss.ible. 

Risks 
• Small or nationally based businesses face increas.ing comp€tition from global 

bus.inesses. 

• Global bus.inesses have co fund ever more expensive marketing campaigns. 
• People focus on their own culture and reject global products. 

fiiZiiiijliiWNlifiiMifiM@itit.t 
The importance of international marketing 
In today's world of interdependent economic relationships, even smaller 
bus.inesses can consider expanding into selling in another country, especially 
as the internee enables communication to particular target groups with cheap 
promotion and distribution. This widens the marketing opportunities to 

possible customers. Many developing countries offer growing consumer bases 
for bus.inesses co sell co. These emerging markets are now actively encouraging 
bus.inesses co set up and sell co their populations. 

Any bus.iness considering international marketing should be aware of the 
possible costs and resourt:e implications, as well as making s.ure that this move 
matches their bus.iness objectives. 

Factors that influence a decision to enter an international 
market 
A bus.iness chinking of entering an international market might cons.ider the 
follawing: 

• Escaping the risks of competition at home by finding new markets abroad. 
• Me€ting objectives of growth and expans.ion by finding new markets abroad. 
• Finding demand chat may not exist in the home market, especially for 

specialist products. 
• lncreas.ing size to find economies of scale and lower costs. 

• The availability of finance and bus.iness expertise. 
• Risks of operating in different cultures, legal arrangements and marketing 

Identifying and selecting an international market 

Globalisation means that foreign 
firmsareincreasinglyenteringother 
countries'marketsforsellingor 
production facilities.This brings 
increasedcompetitionbutalso 
increasedopportunitiesathomeand 
abroad. 

8 ldentifyfourfeaturesof 
globalisation. 

9 Stateoneimplicationof 
globalisationformarketingin: 
(a)abusiness'sowncountry 
(b)othercountries 

Answers on p.214 

Once a bus.iness has decided to enter an international market it must decide Internat ional marketing: marketing 
where co market. Most bus.inesses begin by looking at one or a small number of products and/or services to more than 
countries co export co, the choice being based on the following: one country. 

--~~~~~~~~ 
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• Business objectives of growth, product development, and 1ales. 

• Businessattitudetorisk. 
• Availabilityof resourcesincludingfinanceandpersonnel. 

• Product type - aircraft have fewer sales possibil ities than jackets. 

• Marketresearchinto: 
- the size and growth of the market 
- the economic arrangements including tariffs, exchange rates, laws and 

regulations,incentivesavailable 
- market competition 
- costs of marketing and distribution 
- possibility of partnership agreements 
- poli ticalandculturalarrangements 

Using this information a small number of countries can be investigated in detail 
before a final choice is made. 

A business that wishes to expand quickly, has a variety of products, is prepared 
to take a risk and has large amounts of finance, a skilled marketing department 
and other managers is likely to choose a different new market than a small 
business that canoot afford to take a risk and is prepared to expand slowly 

Methods of entering an international market 
• Merging with or taking over an existing business - this has the 

advantage chat there will be production and distribution networks and 
trained staff. The disadvantage is that two different organisation cultures and 
workforces have co be put together. 

• Exporting - exporting means marketing and selling produces in aoother 
country. It involves finding an importer/agent and transport and possibly 
dealing with the government. There may be trade tariffs or quotas to cake 
account of but the business will retain control of the marketing process. 

• Licensing - this is when a business licenses aoocher business co distribute 
and sell a product in return for a fee. Costs are low and there is no risk co the 
business. However, there is also no control over the marketing process. 

• Franchising - the business charges a fee co other businesses for the right 
to use trademarks, logos, promotional mat.erial and all that goes with a 
brand. Many services are sold internationally in this w~. e.g. McDonald's and 
Avis. Set-up costs are small but income is limited co what has been agreed. 

• Joint ventures - chi1 occurs when two businesses contribute resources 
to a project. Knowledge, cechoology and marketing are shared and so are 
the risks and rewards. Trust is essential as there may be conflict about 
information or decision making. 

• Foreign direct investment (FDI) - FOi involves building factories and/or 
offices. There must be an associated marketing plan. FDI can get round trade 
barriers, use lower labour coses, reach lower tax rates and government 
incentives and provide direct access co aoother country's market. MafY-/ large 
businesses now take this route despite the high initial costs and the time 
taken for investment. 

The choice between developing pan-global or local 
marketing 

4'14 ih · ,Ei4Mhi 
Finns Furniture manufactures office 
furniture-chairs,desksandstorage 
uni ts.ltproducesbudget low-cost 
piecesandamoreexpensiveluxury 
rangeaswellasofferingaone-off 
designservice.Thedirectorsare 
consideringsellingtheseproductsin 
othercountriestoenlargethe fi rm's 
international presence. 
Produce areportfortheboard ofFinns 
Furniture that briefly: 
(i.) Setsoutthefactorsthey might 

considerinchoosingothercountries 
in which to operate. 

(b) Considersthreediffe rentmethodsof 
enteringtheinternationalmarket. 

10 Identify three possible methods 
abusinessmightusetoenteran 
international market. 

11 Statetwoadvantagesofeach 
method. 

Answers on p.214 

Pan-global marketing is marketing products and/or services to global markets Pan-global marketing: marketing 
in many different countries. All marketing activities muse be integrated across products and/or services to global 
national boundaries and global branding developed using the same logos, markets in many different countries 

advertisement and promotion messages so that everyone receives the same 
global message about the business and its produces. Businesses such as Suzuki 
and Samsung spend large amounts of money in doing this. 
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An international marketing business has to decide between: 
• Pan-global marketing - little Of no marketing variation across the world. 

• Maintaining local differences within a pan-global approach. 

• A multi-domescic strategy, which treats each country as a separate market. 

Maintaining local differences in marketing might be needed tx>cause having a 
standard marketing approach in fNf!ry country igno«'S variations between 12 Define pJ,n·glolu,1 marlm ing. 
countries and consumers' needs may not be met. Local markecing cakes 
account of these differences. It maintains the global approach but may adopt Answer on p.214 
varying practices adapted to local markets. H'.>f example, adverts in one country 
may feature people who are obviously from the country in questKX"\ names 
may vary, recipes use local ingredients. A bu5iness engaging in local global 
marketing must make sure that it does not lose the overall global branding 
message. 

Factors encouraging pan-gtobal marketing 
• largesizeandglobalp~ence. 
• A technical product with high development costs that can be spread. 
• Experience of being involved in international marketing. 

• Consumer behaviour/segment si milar across world. 

• Standard dim ibution methods. 

Factors encouraging maintaining local differences in marketing 
• Small size and limited international markets. 

• Littleexperienceininternationalmarketing. 
• Varying regulations and cultural attitudes in product area. 

• Local distribution methods. 

Choosing a strategy to develop a global market 
Plaming an international marketing strategy is the same process as planning a 
domestic marketing strategy but on a bigger scale (see Figure 4} 

Figu~4 Scages in choosinganinternationalmarketingnrategy 

omm, · 
: Allapplicuionsofinternational 
i marketing shouldbe approachedwith 
: th tconcepts outlinedherebutthese 
: must beappliedto the individualcase 
i ofth t businessandmarkecs inche 
i si ruacioninques ci on. 

4'14 ihHeiliMhi 
forml'f p~ot Guan Lu sec up Airgo, a 
small airline company, using a oomber 
o fconucu inar.mgeof flnance 
comin,nie,, airlines. airporu and 
g,:we,-nmemaviat ion ministries. Airgo 
flew pJ,ssengersandfreight bet:WO!'en 
local air poru, offering cheap flights. II 
was able 10 do this because it provided 
no inflight servkes and internet-only 
ricketingand checking-in plus charging 
for baggage. The number ofinflight 
sraffwas rhe minimumneededforlegal 
requiremen[S. 

Guan soonrealisedthe domestic 
markecwassa turated.Hebegan 
invesrigacingflyingto andfromother 
countries, andresearchindicatedthat 
there were realpossibilities toget 
business in aninternationalmarkec.He 
made che decisionco go ahead. 

(I) hplain how Airgo might 5et about 
deciding whk hincernacionalmarkecs 
co operate in. 

(b) Eval~te the mostappropriate 
method for Ai rgo co use in e ntering 
the international market. 
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9 Operations and project 
management 

Operations planning 

ERP is software that incegrar.es management information from all business 
functions into a single IT-based system. It allows relevant information to 
be assessed and dealt with by the organisation, suppliers, customers and 
gO\lernment so chat costs and resources are minimised. 

Main features of an ERP programme 
An ERP system will be broken down into stand-alone or fully integrated 
modules, reflecting the functional areas such as marketing or finance. All the 
modules draw from and contribute to a central database, allowing shared 
information. Specialists supply off·the·shelf software or customised ERP systems. 
Without ERP the production department may not know details of orders or the 

finance department may be unaware of component cost>. ERP deals with: 
• supply chain mana&ffi)enc - ordering of raw mar.erials and energy 

• prOOuction - transforming inputs to output 
• customer relation management - dealing with customers' enquiries, orders 

and delivery 

Every business involved in production will be able to find out: 
• what has been ordered 
• how many components/raw materials of what type are needed 

• whether raw material is in stock 
• the progress of an order 
• stocks available co meet orders 

• whether payment has been requested or paid 

The advantages of ERP are that it leads to lowered coses, greater communication 
and integration, lower inventory levels and quicker decisions. The disadvantages 
are that ERP systems are expensive and can cake many months co become fully 
operational 

How ERP can improve business efficiency 

Better inventory control 
Inventory is the r'iffl materials, work in progress and finished goods held. ERP 
allows all areas to know precisely what inventory is hekl, what materials are 
needed for planned production and levels of unsold stocks. ERP matches 
incoming orders to unsold stock and/or plans the required production, including 
using or ordering r'iffl materials or labour. The finance for these will automatically 
be released and customers informed about progress and delivery times. 

More accurate costing and pricing 
Because ERP contains information on all the resources needed for production, 
the exact cost of each order and unit is known, making setting a profit-making 
price easier. Prices can be varied co suit individual customers. 

1 WhatdotheinitialsERPstandfor? 
2 Statethreebenefitsfrom 

introducing ERP. 
3 Stateonedisadvantageof 

introducing ERP. 

Answers on p.214 

lnventory: madeupofstocbofrifN 
materials,'NOl"kinprogressandfinished 
goods. 
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Higher capacity utilisation 
Capacity utilisation (see below) is the proportion of full capacity currently being 
produced. The higher it is, the more efficient the business. 

ERP cells the business exactly what orders are confirmed or possible, when they 
might have co be delivered and what resources are needed co meet chem. This 
information allaws as full a capacity as possible co be planned for, especially as 
financecanbeplannedincotheprocess. 

Faster responses to change 
Any changes in orders, stocks, prices or availability of supplies or employees will be 
quickly picked up and decisions can be made on this information. Decisions will 
linkallareastogetherinaplanned,coherentwayandenableflexiblefastresponses. ~ 

Better use of management information 
ERP is the organisation of information in all business fur.ctional areas, enabling 
managers to take decisions based on the whole production process rather than 
individual isolated parts. This enables waste to be reduced. 

Capacity utilisation 
Capacity is the maximum output that can be produced using currently available 

ERPisonlyreallyeffectiveifitisfully 
operationalacrossallareas ofbusiness 
operation.ltisnotamagicanswerto 
operationsproblemsineverybusiness. 

resources. Capacity utilisation is the proportion of full capacity of a business Capacity utilisation: the proportion of 
unit currently being produced. le is important because operating at under or full (api!City of a business unit currently 
over maximum capacity results in higher costs and less efficient use of resources. being produced 

--~~~~~~~_, 
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Maximum capacity is determined by the available resources of land, labour and 
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ir.cur costs, e.g. staff not working may still be paid, machines may attract interest 
payments. Thesefixedcom still have to be paid for. The lower capacity Answer on p.214 
utilisation is, the higher the fixed cost per unit of output is, and it will be more 
diffic:ultcomakeprofit1asthesellingpricewillcoverlessofthefixedcoscs 
(lower contribution per unit to fixed costs and profit). 

How capacity utilisation can be measured 
Capacity utilisation is calculated by the formula: 

capacity utilisation c~rrentoutput x 100 
maX1mum poss.,ble output 

AfactO!")'canprodu(e1,600unitsperdayandisnowproducing1,200.Capacity 
uti li satioowillbe1,200x100/1600 = 75% 

Implications of operating under maximum capacity 
Operating under maximum capacity means there are unused resources that 
have to be paid for but do not contribute co generating an income. 

Causes of under utilisation 
• Falling demand, possibly due co a new competitor, a failure to achieve 

marketing targets or changes in consumers' tastes or incomes. 

• Seasonalvariations. 
• lncreasingcapacityinthebusiness. 
• lnefficiencyinproduction. 

Capacity utilisation @ 



Table l lmpl icationsofundercapacityoperation 

• Abilitytotakeandmeetsudden 
large orders quickly 

• Flexibility in production. 

• Higherunitfixedcostsleadingto 
pressure to increase prices 

• Under or unemployed resources 
leading to poor motivation. 

• Unsoldoutputleadingtohigher 
inventory costs 

• Inefficiency in production leading to 
higher costs 

Implications of operating over maximum capacity 
If demand is greater than full capacity, a business can take steps to increase 

production in the short term. This may mean: 

• some customers are disappointed or receive lace delivery 

• qualitymayfall 

• employees and managers may become stressed 

• regular machinery maintenance may be difficult 

• costs increase because of seeps taken to increase production 

•tDl:DHi;+z+mi~lrlmiillf·¥GG~-!l!~~~ij~iimtt!¥iDi~N~i---~~~~~~~~~~~~--4~ 
Operating at just belaw full capacity, e.g. 85~95%. is often seen as optimal as it 

lawers fixed cost per unit while retaining some flexibility to meet new orders, 

maintain equipment or train employees. Businesses must identify the reasons 

for under capacity operation. If it is market-related, a new marketing campaign 

to get more orders may be wise; if it is related to falling long·term sales, cutting 

capacity may be required. 

Methods of improving capacity utilisation 

Rationalisation and downsizing 
Rationalisation is reorganising resources to increase efficiency and reduce 

capacity. It is often used when demand falls and is expected to remain lawer. 
Three possible methods are: 

• reducing labour force through redundancy, cutting working hours, stopping 

recruitment and/or redeploying staff to other jobs 

• reducing the cost of assets by dosing factories/offices and/or selling or 

leasing them 

• selling. leasing or mothballing machinery and equipment 

Increasing production 
A business can start using underemployed or unemployed resources if extra 

ordersarrive.Thereareocherpossibilities: 

• adding labour by extra shihs or paying for overtime 

• using zero hour contracts chat only pay employees when they are actually 

working 

• outsourcing or sutx:oncracting work to other businesses that can deliver the 

right quality; this is often achieved by permanent arrangements with other 

businesses chat can be called on when required 

5 AbusinesshasoutputinMayof 
400unitsandmaximumpossible 
outputpermonthof600uniu. 

(a) Calculate in capacity utilisation. 

(b)Explaintworeasonswhythe 
businessmightbeoperatingat 
this level. 

(c) Explaintworeasonswhythe 
businessmightwanttoincrease 
capacityutilisationto90%. 

6 Outlinethreewaysabusiness 
mightbeabletoincreasecapacity 
ut ilisa tion. 

Answers on p.214 

•CE•ffil!!l:A~·~Uild~l~:\:I0._~~~~~~~~~~~~~~~~~----4~ 
Benefits of outsourcing 
Outsourcing successfully requires careful checks on quality, reliability and prices. 

Assumingthesearecarriedoutchebenefitsmaybe: 

Outsourcing: whenabusinesspays 
anotherfirmtosupplycomponentsor 
servicesimteadofprovidingthemas 
part of its production 
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• kcess co ,pe:::ialised equipment and expertise, lowering costs. 

• Enabling a focus on core activities, not worrying about those outsourced. 

• Sharingriskswiththeocherbusiness. 

• lower operational, recruitment and overhead costs. 

• Flexibil ity co bring in additional resources when required. 

Lean production and 
quality management 
lean production is an approach co production that stresses efficiency through 

the systematic examination of all processes to cry and achieve quality with 

minimum waste. Quality management is how a business tries co achieve the quality 

that the customer wants. 

These concepts apply co v.hat.e\ler production method a business uses. 

41¥i,1·1:·i·l1HiMi 
Lean production uses resources as efficiently as possible co achieve desired 

qua lity with minimum waste. le employs a range of techniques including kaizen, 

cell production, just·in·time, flexible ,pe:::ialisms and simultaneous engineering. 
Using these will produce: 

• higherquality 

• more employee involvement and motivation 

• lower costs and lower waste 

• greacerefficiency 

• improvedcashflow 

Leanproductionisnotamethodlikebatchorflowproduction.ltisaset 
oftechniquesandattitudesthatareappliedinabusinesstomakeitmore 
efficient. 

lean production requires an effective supply chain, trained and motivated 

employees and can reduce the opportunities for economies of scale and 

flexibility to meet sudden changes in demand. 

Table 2Leanproductionandlinkswithproductionprocesses 

Quality 

Employees'roles 

Capacity management 

Efficiency 

Continuousqualityassuranceusingtotal 
quality management 

Highlyskilled,teamwork,flexibleinroles, 
responsibleforqualityusingcellproduction 

Flexible production when required to meet 
ordersusingflexiblespecialismandtime-based 
management. 

Lower costs, lower waste, planned movements 
of materials 

Methods of meeting customer demand mo re efficiently 
• Celt production - Cell production is using teams (cells) of employees who 

make their own decisions about the cask they have to perform. The cell is 

responsible for dealing with material/component orders, work rotas, quality 

7 Explainwhymanybusinesses 
outsource some of their 
production. 

Answer on p.214 

thatU5esresourcesasefficientlyas 
possibletoac:hievedesiredqualitywith 
minimum waste 

Quality: thefitnessforpurposea1 
required by the cU5tomer in terms of 
design,reliability,leveloffaultsand 
durability 

Cellproductio n: aproduction 
techniquethatU5esteams(cells)of 
employees who make their own 
decisiomaboutthetasktheyhaveto 
perl= 
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and use of equipment. This motivates employees, gives chem control and 
enablesbetr.erquality. 

• Time-based management (simultaneous engineering) - Products are 
produced in response to consumer wants. New produces ha11e 
to be developed a,er time. This method arranges for de...elopmenc 
processes to occur at the same time whene11er possible, rather than 
in a sequence. This enables a business to bring a new product to the 
market to meet consumers' demands to the market much more 
quickly. 

• Flexible specialism - Flexibility in equipment and employees enables 
a basic produce to be produced with a range of options. Cars can have 
different colours, engine sizes, internal features and wheels. Flexible specialism 
allows this to happen on a single minimum cost production line to the exact 
specificationorderedbyeachcustomer. 

Time-based management 
(s imultaneousengineering): a 
system for enabling development 
processestohappenatthe!.ametime 
whenever possible, saving time in 
bringingaproducttothemarket. 

Flexiblespe<ialism: producinga 
basicproductwithalimitednumberof 
variations 

4'14 ih · ,Ei4Mhi 
Use a spider diagram to show how lean 
productionmightachievetheseaims: 
• meetingcustomerneedsmoreexactly 
• lowering the level of waste 
• reducingbusinesscosts 

•tD®~-i~H!J,1·~1:IE·~:l!i!i~·lr~Bm•liil·~ilC[f!·~irll·~li~UD·l~'Hmi~Mnl,-~~~~~~..:...~---4~ 
Kaizen (continuous impra,ement) in110l11es all workers being responsible for 
making improvements in production processes. It relies on workers caking on 
this responsibility and managers being prepared to allow them to do so. The 
changes are ohen on-going, regular and small but add up to significant large 
scale impra,ement. Kaizerl is simple and cheap to implement. The regular small 
changes and the constant seeking for impra,ement lead to: 

• improvernencsinproductivity 
• lesswaste 
• a lower breakeven level of output 

• more responsiveness to customer needs 
• great.er employee moti11ation and in\/Olvement 

Costs of kaizen 
• Training employees and managers in new attitudes. 

• Setting up teams and empawering employees. 
• Dealing with employees who do not want greater in110lvernenc. 
• Makingsurethatallstaffarein110lved. 

Kaizen: continuous, regular, small 
improvements suggested by all 
employeesaspartofacultureof 
improvement. 

8 Definekaizen. 
9 Identify two reasons why many 

businesses have implemented 
kaizen. 

10 Give two requirements fora 
successfulintroductionofkaizen. 

Answers on p.214 
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Just-in-time (JIT) systems use as little inventory as possible. Raw materials are 
ordered as required for production, work in progress is minimised by only 
producing for firm orders and finished good are despatched immediately. 
Production is 'pulled' through from the customer, not 'pushed' by the business 
producing goods that then have to be sold. The result is: 

• low in\lerltory holding costs and no overproduction 
• time saved in ma,ing supplies about 

• lesswaste 
• immediate delivery to customers 
• improved quality and lower costs 

SuccessfulJITdependson: 
• reliable raw material suppliers on quick delivery time, quantity and quality 

• accurate forecasts of customer demand 
• a flexible workforce and reliable machinery 
• enterprise resource planning (ERP) co integrate demand, production and 

suppliers 

Just-in-time (JIT): JIT systems minimise 
inventory holding by producing goods 
toorderusingrilNmaterialsobtained 
for that purpose 

Rememberthatqualityisabout 
meetingcustomers'needs,not about 
theexpensivenessorcostofaproduct. 
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Quality in terms of customer demands 
There is no absolute quality measurement. A quality produce is one chat meets 
the requirement of the customer. This may be defined in terms of either a set 
of standards or specifications or in the sense of being 'fit for use' as a minimum 
standard. A cheap, throw-away razor will be less well made and durable than 
a more expensive, metal razor but each may be acceptable to the customer in 
terms of quality in relation to the price. This means it is vital to know what the 
customer is demanding and to produce this at minimum cost to the business. 
Any relevant legal requirements must also be met. 

The importance of quality assurance Qua li ty assurance: a system for 
Quality assurance is a system for assuring customers that processes exist to assuring rustomers that processes exist 
maintain quality at every stage in production, including r-.r.v material s.upplies. It to maintain quality at every stage in 
is ohen based on the idea chat each production process acts as a supplier to an production 
internal customer - the next stage. This means that faults are picked up during Quali ty control: the methods used 
production and quality control is built into production. Waste is minimised as to check quality is assured, including 
faults can be correcr.ed at each stage, insr.ead of having to throw -.r.vay a finished inspection, testing random samples and 
product. Quality assurance is closely linked to kaizen and is essential for lean involving the wOO:.force. 
production. If qual ity assurance is not in place, businesses face waste, dissatisfied 
customers, lost orders and inefficient production. 

Advantages of quality assurance 
• Greater employee involvement and motivation. 

• lower costs as defects can be corrected as they occur (right first time). 

• Employees are in the best position co detect and correct faults. 

Disadvantages of quality assurance 
• Greater demands on employees may reduce motivation. 

• Conflicts with focus on levels of output. 

• Cost of training and time for checking at each stage. 

• Not all products need high standard of quality so time wasted. 

ISO 9000 guarantees a documented quality assurance system and there are 
other government or industry awards for businesses chat demonstrate quality 
assurance procedures. 

11 Explainthedifferencebetween 
qual ity assurance and quality 
control. 

Answer on p.214 

·•~x~tn~ttffl~·m·J!tfla·mlNhM~·!ll· 11rJ~m;~.1~,itffi!Z!l:·•--~~~~~~~~~~~~~--4~ 
Quality control is the methods used to check that quality is assured. These 
include inspection, testing random samples and involving the workforce. 

Traditional quality control has focused on quality inspectors testing examples of 
the finished products to check they meet the quality standards. The examples 
are chosen at random and if faulu are found more checks are carried out on the 
rest of the products. 

Advantages of traditional end result quality control 
• Expertscheckquality. 

• Regular production problems can be highlighr.ed and corrected. 

• Faulty products are removed. 

Disadvantages of traditional end result quality control 
• Not every product is checked - method relies on statistical techniques. 

• Negative for employees as the focus is on det.ecting faults. 

@A iH • ,Fiitffifi 
Useatabletocomparetheadvantages 
anddisadvantagesofqualityassurance 
and qual ity control. 
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• No responsibility on employN"s for quality so they are le~ likely to monitor 
cheirprcxiuccion. 

• Waste results as faulty prcxiucts are only found when fini,hed. 

Involving the workforce in quality control 
Quality control need not be carried out at the end of prcxiuction. le can be 
done at each stage by employees checking chat they ha\/€ met the quality 
standards involved in their cask. This requires employees to be trained in quality 
standards and haw to apply them. This kind of quality control is found in quality 
assurance or total quality management 

Rememberthat:qualitycontrolisused 
tocheckquality,qualityassurance 
involvessettingupproceduresto 
assurequalityandTQMinvolves 
settingupacorporatecultureof 
quality improvement. 

•t~trt~HH·lfMiM!l!!·lmliD::!fi~,f~-M!i~::~HD,~iimilii•EWl!l•._~~~~~~~~~~---4~ 
Aims and effectiveness of TQM 
Deming set out TQM in the 1980s as a formal plan for quality assurance 
requiring commitment from the whole organisation and its employees to quality 
control in every cask. This applies throughout the prcxiuction process, from 
quality of raw mar.erials to finished product. Its main points are: 
• Gee it right first time consistently. 

• All staff must be committed to continuous improvement in quality. 
• Buildpartner,hipswithsuppliers. 
• All staff are educated and trained in responsibility for quality. 

• Supervisors should encourage, not find fault. 
• Problem solving to be shared. 
• Clear achievable goals for each employee and cask. 

• Workers to take pride in their work. 
• An organisation structure and culture to support the above. 

The potential of kaizen in TQM 
TQM incorporates kaizen as a key part of its plan. TQM demands that all 
employees: 

• are committed to continuous improvement 
• ,hare problem solving 
• are educated and trained to cake responsibility for quality 

These are vital components of the kaizen approach to continuous improvement. 
Methcxis used to enact this include quality chains of internal supplier/customer 
relacion,hips and quality circles where groups of employ~ meet to discuss 
quality improvement ideas. 

Totalquali ty management(TQM): 
involve'ichangingcorporateculture 
sothatallemployeesareinvolvedin 
continuous quality improvement 

12 DefineTQM. 
13 Brieflyexplainthelinkbetween 

kaizenandTQM. 

Answers on p.214 

··~:t!ffl!·l!llffltillll!·lmtflffltll!!l .... ~~~~~~~~~~~~~~~~~-4~ 
Benchmarking is comparing a firm's procedures or prcxiucts with the best 
practice in other busine=. The firm can then change its procedures or 
products co be at lease as good as the best practice. 

The importance of benchmarking in quality control 
Successful benchmarking results in an improvement in quality. Being at least 
equal to the best will mean a business can present its products as market leaders 
and gain a reputation for reliability and quality. 

Advantages of benchmarking 
• By using information gained from observing other firms a business can 

improve quality. 

Benchmarking: comparingafirm's 
proceduresorproductswithbest 
practiceinsimilarfirmsinorder 
toidentifyandc.arryoutpossible 
improvements. 
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• Best practice standards can lead co setting clear targets. 
• Coscsandwastecanbereduced. 

Disadvantages of benchmarking 
• le is difficult co gain accurate information from other businesses. 

• The temptation is to copy rather than build on best practice. 
• The cost of collecting information may be more than any gains. 

Project management 
A project is a particular business scheme with a specific objective, time scale 
and budget. le usually contains a number of activities and casks that must be 
completed, some in a particular order. Project management deals with how 
resources are planned, organised and managed co complete the project 
successfully from start co finish in the set time allowed. Examples of projects 
ir.clude the building of a stadium or installing a new IT network. A-level project 
management focuses on managing time. 

14 Define benchmarking. 
15 Identify two advantages and two 

disadvantages of benchmarking. 

Answers on p.21 S 

Project: aseriesofactivitieswith 
adefinedbeginningandeodthat 
aredesignedtoachieveaparticular 
objective 

Project management: planning, 
organisingandmanagingrel.QUrcesto 
completeaprojectwithina1ettime 
scale and budget 

·•m1~nm,~u:1,~·1t,~·i1·~44~·~H~·mf-..1:mu~»1144lmi:·~H~·l·~::Efi~:t~-1:m:1~,~.rn~,D1._~~~~~~-4~ 
Businesses operate at two levels. One is the day·to-day activities involved in 
finance, production, marketing and dealing with employees. The other is the way 
in which new activities for change are thought of, planned for and implemented. 
Many of these changes take the form of projects and need planning. Business 
environments are always changing, and projects are often a result of the need co 
react to change, e.g. prices change so a business decides it is worthwhile opening 
a factory in another country. This becomes a project. 

Project failure 
Project failure ir.cludes one or more of the following: 
• The project is not completed at all. 

• The project is not completed in the time allowed. 
• The project costs more than the amount budgeted. 
• Quality is not what was planned for. 

Reasons for project failure 
• Changesinthebusinessenvironment,e.g.aferryterminalbaggagehandling 

system has co be redesigned halfway through the project became two major 
new ferry routes are opened. ~!ll!ml'm!!mi.------1 

• Poor project management or interference by other managers. 
• Weaknesses in the project management team 

• Cose overruns because prices rise unexpectedly. 
• loss of focus on the business benefits, e.g. a new building is designed well 

but not all its facilities are used. 
• Warning signs on lateness or cost overruns are ignored. 

16 Defineprojectmanagement 
17 Statethreereasonswhyaproject 

mayfailandgiveanexamplefor 
each. 

Answers on p.21 S 

4~MMtMMfi::t ~ 
Network or critical path analysis (CPA) uses a network diagram of the activities Network diagram: a diagram that 
needed to complete a project. The diagram shows the time taken for each identifies all the activities in a project, 
activity and the order in which they must be complet.ed. the time they take and the order in 

which they must be completed. The 
diagramisakeytoolinnetv,,,ork 
analys.isorcriticalpathanalysi:s{CPA} 
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Constructing a network diagram 
To construct a network diagram, you need co: 

• identify all the project activities and the time taken for each 
• identify which activities muse follow another and which can be done at the 

Building a studio a rt ga llery 

A Layfoundationsandfloor 

B Buildwalls 

C Addroof 

D Plasterwallsandceil ing 

E lnstallelectrics 

F Fit wooden doorframes 

G Fit windows, door and paint 

H Install hanging technology 0, E 

I Fitoutsidefixtures 

Some actMties need to frnlow another, e.g. C must follow B. Some can be done at the 1ame time as others, e.g. F, G, H and I can all 

bedoneatthesametime. 

Main elements of the network diagram 
• Act ivities: are the tasks co be completed. Shown as a line with their 

durationandanarrowcoshowdirection. 

• Nodes identify the start and end of an activity. Nodes are shown as circles 
with earliest sta rt time (EST) possible for the next activity and latest 
finish time (LFT) possible for the previous activity. The LFT shows the 
latest time an activity can be started without delaying the whole project. 

• Dummy activities occur when an activity cannot start until two other 
activities have finished and these have the same starting and ending nodes. 
To avoid ambiguity, the dummy has a duration of zero and is shown as a 
dotted line. 

• Minimum project duration is the shortest possible time in which a project 
can be completed. 

Critical path analysis: drawing the network diagram 
To draw up a network diagram you need co work from left co right: 

• drawastartnode 

• draw activit~ as lines, each one starting and ending at a node. 

• make sure that activities that require a completed previous one follow from 
the correct node 

• check for any dummy activities and show as a dotted line 

• show a finishing node co draw all activities co the conclusion 

Using critical path analysis 
• Work from left co right and enter the ESTs, taking the highest EST where 

there are two routes to a node. 

• This will give the minimum project duration. Note that this is usually less 
than the total time for all the individual activities as some can be carried out 
simultaneously. 

Ac tiv ity: oneofthespecifictasb 
involvedincompletingaproject. 

Nod e: identifiesthestartandfinishof 
anactivity.Eachisgivenanidentifying 
number. 

Ea rli est starttime: theearliest 
possibletimeanactivitycanstartafter 
thebeginningoftheproject. 

La testfinis hing time: thelatest 
possibletimeanactivityc.anfini5h 
withoutdelayingthewholeproject 

Dummyactivi ty: anactivitythathas 
adurationofzeroandindicateswhen 
anactivityc.annotstartuntilt.voother 
activitie1withthe1amestartingand 
ending nodes have finished 

Minimumprojectdura tion: the 
shortestpo11ibletimeinwhicha 
project can be completed 

18 0nanetworkdiagramexplain 
whatisshownbythefollowing: 

(a)aline 

(b)acircle 

(c) two parallel lines 

(d)anarrow 

Answers on p.215 
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• Work from right to left and enter the latest finishing times, starting with the 
EST in the finishing ncxie as the LFT at that point. Use the lowest LFT at 
each node. 

• The critical path is the sequence of activities that cannot be delayed 
without delaying the whole project. The activities on this path are critical 
activities shown with two parallel lines on each critical activity. 

• Critical path ncxies and activities will have EST LFT. 

Figure 1 Network diagram: building a studio art gallery 

finding minimum project duration and critical path 
• Minimumprojectduratioois30days. 
• Activit~ A, B, C, D, and H are critical activit~. 

Caku/ationoftotalandfreejloat 
• Totalfloat and freefloat enab~thecalrnlationofhowlonganactivity canbe 

delayedbeforethenextactivityor thewtioleprojectisde!ayed. 
• Total float is the maximum length of time an activity can be delayed without 

de\ayingthewholeproject = lfT - duration - EST. 
• FOfactivityEtotal float=24- 4 - 18 = 2,meaningthat Ecanbede!ayedfor 

2daysandtheprojectwill1tillfinishin30day1 
• Freefloatisthemaximumlengthoftimeanactivity canbede\ayedwithout 

delayingthenextactivity = ESTnextactivity - duration -EST. 
• ForactivityEfreefloat = 24 - 4 - 18 = 2,meaningthat activityEcanbede!ayed 

for2daysuntilday20 becauseHmuststartonday24. 

4·14 MIOi:fiiMhi 
Produceabriefguidetocriticalpathanalysisforastudentonworkexperience. 
lncludebriefexplanationsofthefollowing: 

• nodes 
• minimumprojectduration 

• earlieststartandfinishtimes 

• freeandtotalfloat 

• thecriticalpath 

• thevalueofcriticalpathanalysisincarryingoutaproject 

Criticalpath:thesequeoceofactivities 
thatcannotbedelayedwithout 
delaying the whole project 

Criticalactivities:activitiesthat 
cannotbedelayedwithoutdelayingthe 
whole project 

Total floa t: the maximum length 
oftimeanactivity c.anbedelayed 
withoutdelayingthewholeproject 

Free float: the maximum length 
oftimeanactivityc.anbedelayed 
withoutdelayingthenextactivity. 

Usingcriticalpathanalysiscanbe 
timeconsuming.Youmustbeableto 
drawandinterpretnetworkdiagrams, 
completethemiftherearemissing 
elementsandunderstandhowcritical 
pathanalysisisusefulwhencarrying 

, outaproject. 

" 
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CPA as a management tool 
CPA enables planning of complex projects with an indication of the times by 
which activities muse b€ completed ar.d how important meeting those times is. 
This enables efficiency and minimising coses. CPA can do the following: 

• Calculate project duration, enabling deliveries for supplies and other 
resources cob€ planned. 

• Show when activities are scheduled to happen, enabling resources to b€ 
availableatexacclythosetimes,prioritisingchecricicalactivicies. 

• Use EST and LFT co monitor progress and transfer resources from non­
cricical co cricical activities if necessary to prevenc lateness. 

• W total and free float to help decide which activities might need to b€ 
focused on. Those with high floats can spare resources for more critical activities. 

• Decide which tasks can be carried out simultaneously. 
• Indicate when there might be resource constraints, especially labour. le may 

be possible co carry out a number of activities at the same time but will 
there be enough resources co do this? CPA can show how co use a minimum 
ofresourcesforcheproject. 

• Be easily programmed into software packages to enable lean prcxluction and 
good supplier and customer relations. 

• Use 'what if analysis co judge the effect of different possible scenarios, e.g. 
the effect of caking more time for one activity. 

Problems with CPA 
• Relies on accurate data; this may not b€ available, especially as many projects 

• Encourages rigid thinking and does not guarantee success. 

• Needs constant review, monitoring and management to be effective. 

• Encourages focus on timing and speed rather than quality or flexibility. 

4'14 MH,fii@t+ 
An earthquake happens at 6.45 p.m. and a television company plans to feature the results on the 10 p.m. news. The producer 
drawsupalistofthetasksthatneedtobedoneinordertomakethispossible. 

Productiontasksforearthquakereport 

A Communicate with local broadcasters 

B lnterviewearthquakeexpert 

C Filmandinterviewinearthquakearea 

D Emergencyplanningofficerinterviewed 

E Studioreview 

F Preparefilm 

G Editfilm 

1 Drawanetworkdiagram. 
2 ldentifythefollowing: 

(a) minimumprojectduration 
(b)criticalpath 

3 CalculatefreefloatandtotalfloatforActivityD. 

A,B 

A,B,C, D, E,F 

4 Will the television company be able to show its programme on the 10 p.m. news? 
5 The emergency planning officer cannot be located at once, and his interview takes 45 minutes. How might the company 

still be able to show the programme on the 10 p.m. news? 
6 EvaluatetheusefulnessofCPAtothetelevisioncompany. 
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10 Finance and accounting 

Costs 
11.1t~·~J~,j~i·!H!·~IM!Jat~«m-~+DiDh!J:i ... ~~~~~~~~~~~~~~----4~ 

• Bu>inessescakedifferingapproachestohowcheycalculatethecoscofa 
particular produce. A business might be divided up into sections, with each 
of them being required to monitor and control their own coses as well as co 
function profitably, i.e.cost and profit centres. 

• When calculating costs, it is essential that all coses are included. As well as 
theidentifiablevariablecosts,businesseswillalsoneedcocovertheirfixed 

com(overheads). 

• There are two main methods eh.le businesses use co calculate the cost 
information required for decision making. 

Differences between absorption and contribution costing 
Absorption costing 

• Absorption costing requires all of the com of a business co be 'absorbed' 
into the costs of the produces made by the business. The variable coses 
identifiable with a particular produce or service together with identifiable 
indirect coses muse both be covered. Indirect coses chat cannot be directly 
linked co one produce or another also need co be covered. Some mean, of 
sharing out (apportioning) chose costs between the various produces or 
deparcmencsmuscbefound. 

• Absorption costing is used when a business produces a range of products 
orservicesandneedstocakulatethepriceitshouldchargeforaspecific 
product or service. The business needs co know the full cost of each product 
that muse be covered. 

• The apportioning of indirect costs can vary depending on which indirect 
cost is involved. The cost of rent of a business might be apportioned 
according to how much space each of the products uses. The cost of the 
human resources department is more likely to be apportioned according to 
how many people are employed in each cost centre. 

• A business might also decide co allocate all indirect costs based on the 
number of employees in each department. 

• The business can use the full cost of a produce to decide what price can be 
charged that would cover all of the costs involved. Some businesses will also 
include a desired level of profit into their calculation of full costs. 

Contribution costing (marginal costing) 

• Contribution costing is the calculation of the cost of producing one extra 
product. Any revenue gained above the marginal cost is a contribution to 
fixedcostsandwillbeprofitafterallfixedcoscshavebeencovered. 

• In contribution costing the business is only concerned with the total variable 
coses for a product or service. Fixed costs or overheads are not included so 

Absorptioncosting: requiresthatall 
costs(fixedandvariable}areincludedin 
thecostofproductionofaproduct 

Contributioncosting: wheoonly 
thevariablecostsofaproductare 
considered 

Costs@ 



the 'full cost' of making a product is not covered. The role of contribution 
costing is co consider whether the product makes a positive contribution to 
fixed costs or not. If a positive contribution is made, it is worth the business 
manufacturing the produce or providing the service. 

• Contribution costing is only used in exceptional circumstances because 
ultimar.elyallcostshavetobecovered. 

Appropriate circumstances for using contribution costing 
'One-off ' special orders 
A business has been asked to supply a batch of produces at a price much lower 
than they would normally sell for. If the business were co use the absorption 
costing method, the order would be rejected because the total costs (FC + VC) 
of producing the order would not be covered by the price that the customer is 
willing to pay. 

'Make or buy' decisions 
A business might need to make a decision whether it should continue to 
manufacture all its products or whether it would be more profitable to buy 
them in from another business. 

The business will be getting a contribution co fixed costs if the price that it 
receives for the product is higher than the variable cost of its manufacture. 
If it decided to stop production and buy the produces in from another 
manufacturer, the contribution to fixed costs would be lost. The remaining 
products manufactured by the business would have to cover more of the fixed 
comthanpreviously. 

• directmaterialsS10 

1 Whatismeantbytheterm 
'absorption costing'? 

2 Define'contributioncosting'. 

Answers on p.21 S 

3 Statetwosituationsinwhicha 
business might use contribution 
costing. 

Answer on p.215 

Creative Arts ha1 recently bffn app,oa<:hed by a local artist who has offl.'fed to supply it with Klentical ornaments but at a price of 
only $21. Should Creative Am stop manufacturing ornaments and buy them from rtie local artist? 

Using absofprion costing. the ornaments cost Creative Am S22 to manufacture, gMng it a prnfit of $3 dollars per ornament 
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lfit orders from the local artist it would pay S21 per ornament. If it co11timie1 to sell the ornament5 at S25 it now ha1 a profit of 
$4 - ordoes it?n:stillha1tocoveritsfixedcosts.Therefofe, ithasa(hieveda(ontributiontofixedcostsof S4perornamentnota 
S4profit. 

Fixed costs are $24,000, which is $4 per ornament, and still need to be covered whether or not Creative Am manufarnm.•s the 
omammts. This meam that the actual cost of each ornament bought in would be $25 ($21 t S4) 

Creative Arts might 1ti ll comider buying in the or11amems rather than make them if the production (apacity could be used to 
produ(e another product that muld make a greater contribution to fixed costs. 

To decide whether to stop production of a product 
The revenue from the sale of a product might not cover the full cost of 

production but should a busi11ess stop production of that item? Contribution 

coscingcanbeusedtomakethedecision. 

Jamele,e Ltd mmufactures coordinating ~isufl' wear. It makes trousers, shirts and jumpers in matching cob.m 

The fixed com for /amelee all' $60,000, which are apportioned to the three items 5096, 30% and 2096 respectively. 

The business produces 18,000 1hirts, 10,000 pairs of trousers, and 4,000 jumper; per )'l'ar. 

Theco1t1andfl'venuesarea1follows: 

30,000 18,000 12,000 

(I) 

Trouser1 provide a total profit of $150,000 and th!.' shirts produce a profit of $54,000. The jumper; produa' a loss of(S12,000). 
Shouldjameleeltd(easeprodu(tionofjumper;? 

The answer is no. The jumpers are not providing a profit but they provide a positive (ootributioo to fixed cost1 of $3 each, 
mea11ing that jumper1 give a contribution for the year of $12,000. If the production ofjumper1 (eased, the $12,000 of fixed costs 
would need to be covered by the remaining two products. 

Theshirtswouldneedtocoverextrafixed(ostsof$7,500{12,000x50/80)andthetrousersanextra$4,S00{$12,000x30/80). The 
$12,000 fixed com woukl be apportioned baween trousers and shirts by (ak:ulating, 50% of 8096 and 30% of the 8096. 

Theprofitperunitfoftrou1er1wouldbe$4.25rathertha11$5,aodtheprofitperunitforshirtswouldthenbeS275ratherthan$3. 
The profitabil ity of the two remaining product1 ha1 decreased as a result of having to cover more fixed costs. 

4'14 MH,Fii@#i 
Draw up a table as in the exam pi!.' above to show the new figures p!.'r unit for 
trousersandshimifjumperswerenolongerproduced.Calculatethetotal 
profitforth!.'businessaft!.'rstoppingproductionofjumpers. 

A business might have other possible reasons, besides profitability, to 

continue the production of a loss-making product. In the case of the 

jumpers, it might be because customers buying a shire and trousers prefer to 
buy the matching jumper from the same producer. In this case, if production 

of jumpers ceased, the business could find chat demand for its shirts and 

trousers would fall. 

The business would also be maximising the use of its production capacity in 

terms of both labour and equipment. 

Costs 8 



To decide between the production of two competing options 
Sometimes there is insufficient production capacity to produce the whole range 
of products that has been made by a business. A decision must be made about 
which product to stop producing. 

In such a case the business could calculate the contribution to fixed cosn and 
profits made by each product by multiplying the predicted production/sales by 
the contribution p€r unit. The product with the lowest total contribution 
would no longer be produced. 

When entering a new market 
Contribution costing can be used when a p€netration price is robe charged 
on products when entering a new market. In the longer term, the fixed costs 
muse also be covered but in the shorter term, the business might only focus on 
covering all of the variable coses, such as direct labour and materials. Once the 
product has become established in the new market, the price can be raised so 
thacallcomwillbecoveredinthelongterm. 

Difference between contribution and profit 
Contribution should perhaps be more accurately known as 'contribution to 

fixed costs and profit'. Contribution per unit is a contribution towards covering 
the fixed com of production. Once the fixed costs have been fully covered, the 
remaining contributions are profit. Contribution only becomes profit aher all 
fixed costs have been covered. 

For example, a business producing 10,000 units of a produce has fixed costs of 

Total contribution: cootributKlflper 
unit multiplied by the number of items 
produced/sold 

$5,000 and a contribution per unit of $2. It will take 2,500 contributions of $2 to 4 Distinguish between contribution 
cover all the fixed costs. The 2501st unit and subsequent units produced will and profit. 

make a $2 contribution to profit because the fixed coses have now been fully Answer on p.215 
covered bychefirst2,S00contribucionsp€r unit. 

Budgets 

9..liI!ltiilll·~iAUm!·li.flii!ia·Dll~Mt!lm!·®ttt!:·Zl._~~~~~~~~~~~~~---4~ 
Budgets are future financial plans drawn up with the aim of giving some focus 
and parameters for business activity. They can encompass financial budgets and 
non-financial activities. 

Performance 
Budgecsarefrequenclysetfor: 

• cash 
• sales 

• marketing 

• production 
• administration 

The use of budgets can improve the performance of a business because they can: 

• helpwithoverallbusinessplanning 

• provide targets and/or limitations for the business and/or its departments 

• aid the effective allocation of resources to the various business functions 

• add an element of control as actual figures can be compared to the 
budgeted ones 5 Identify two reasons why a busin~s 

• act as a motivational cool as departmental managers will aim to work within might set departmental budgets. 

their budgets Answer on p.215 
• help departmental managers to understand their role in the achievement of 

overall business objectives 
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Benefits and drawbacks of the use of budgets 

Benefits 
• They introduce an element of financial control. 

• They allow senior managers co identify pares of the business chat are 
underp€rforming and co cake corrective action. 

• Targecscanbemocivacingifcheyarerealiscic. 

• They can allow managers co see the impact of their budget and chose of 
other managers on the overall aims of the busines>. 

Drawbacks 
• Unrealistic budgets can be demotivating. 

• Managersmighcargueacaseforahigherbudgecchanisnecessary. 

• A manager 'M"lO has under-spent might buy unnecessary items co avoid 
havingchebudgetreducedchefollowingyear. 

• Inflexible budgets might prevent a business from reacting co a sudden 
change in the market. 

• lack of information can make it difficult to draw up a realistic budget for a 
newbusinessorforaone-offprojecc. 

How budgets might be produced 
• Budgets can cake the overall business objective{s) as a starting point. 

• They can break down the business objective{s) into departmental or 
divisional budgets. 

• They are frequently based on what has happ€necl in previous years together 
with what the business realistically expects to happ€n in the future. 

• Discussion oft.en takes place with the budget holder(s) to agree the budget 
based on the business objective(s) and other available relevant information, 
e.g.currencmar.erialcosts. 

• Budgeted figures often use lase year's figures as a starting point This often 
results in thecurrentyear'sbudgecbeinglascyear'sfigure plus a small increase. 

• They are sec perhaps monthly or quarterly. 

Use of flexible budgets and zero budgeting 

Flexible budgets 
le is usual to flex budgets when differences appear between the budgeted and 
theactualfigures,e.g.ifactualoutpucorsalesarehigherorlowerthanexpected. 
The costs associated with the output or sales would be flexed co match the 
actual level of output or sales achieved. If output were lower than the budgeted 
level, it would be unrealistic for the production department to budget for the 
same amount of materials. If 1,000 metres of fabric was budgetecl for co make 
800 shires and only 600 shirts were actually producecl, the amount of fabric 
required and budgeted for should also be lower. The budget would be flexed to 

reflect the lower level of output. The budget would include only 750 metres of 
fabric if only 600 shires were being produced. 

Zero budgeting 
Zero budgeting ignores any previous budgets and requires that each budget 
holder puts forward a case for the next period's budget. They need to produce 
a plan for what they expect to achieve and what they need to achieve it. They 
muscbeabletojustifyallofcheirfigures. 

This method prevents 'budget creep' when departmental budgets are increased 
slightly each year without any detailed analysis taking place into whether or not 
an increase is necessary. This can be wasteful and might not reflect the changing 
needs of the different departments in a business. 

6 Explainonebenefitandone 
drawback of using budgets. 

Answer on p.215 

Budgetholde r: persooresponsiblefor 
theimplementationofagivenbudget. 
Heorshemightbeinvolvedinthe 
settingofthebudgetoritmightbe 
handeddowntohimorher. 

7 Brieflyexplainthedifference 
between flexible and zero 
budgeting. 

8 ldentifyonesituationwhen 
flexiblebudgetingmightbemore 
appropriate. 

Answers on p.215 
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Purposes of budgets for allocating resources and 
controlling and monitoring a business 

Resource allocation 
The setting of budgets is likely ro encourage a detailed plan of what resources 
will be needed and how resources are robe allocar.ed in order to achieve the 
best outcome for the business. 

For example, budgeting can cause a business to identify chat if a market 
becomes more competitive, it might be sensible ro allocate more resources to 

the marketing department. The marketing department might see its budget 
increased to allow it to react to the market situation. 

Controlling and monitoring 
• lnefficiencuseofresourcescanbeidentifiedandcorrected. 

• Progress cowards achie,.,ing coqx>rate or department objectf'\ll'S can be measured. 

• O,er-spending budget holders can be identified and the cause of any 
011er-spendcanbeinvestigated(notall011er-spendingisunnecessary; 
circumstancesmighthavecha.ngedsincechebudgetwasset). 

• The performance and progress of a department or division can be meas.ured 
against the budget. 

• Departments requiring additional funding can be identified. 

Role of budgets in appraising a business 
The s.uccess of a business can be meas.ured Uj how well it meen the targets 
contained in its budgets. These budgets may be closely related co business 
objectives. A business that exceeds the expectations in the budgets would be 
judged co be s.uccessful, while one that continually fails to meet the expectations 
outlined in its budgets would need to investigate the reasons for the 
underp€rformance. It might be that the budgets were sec at an unrealistic level. 

9 Brieflyexplainonewayinwhicha 
budgetmightbeusedtocontrol 
the business activity 

Answer on p.215 

•t~¥~-h~f~i:!H=i!i~-i~H!1JD•!1illl!f!N~·i~11Zf~1'~ttt--~~~~~~~~~~~~--4~ 
The meaning of variances 
When an actual outcome is different from the budgeted our.come it is said co 
vary. The difference between the budgeted outcome and the actual outcome is 
known as the variance. 

An actual figure achieved can be beer.er or worse than the budger.ed figure. 
When the actual figure is worse, the variance is said co be 'adverse' and when 
the actualfigureisbetterthan the budgeted figure, the variance is said co be 
'favourable'. 

Variance analys is is the when the causes of any differences are investigated. 

Calculation and interpretation of variances 
A restaurant has the following information regarding its budgeted figures and 
the actual figures for the month. 

Table1Calculationandinterpretationofvariances 

Va riance: thedifferencebet'Neenthe 
budgetedfi9ureandtheactualf19ure 
achieved 

Va rianceanalys is: theprocessof 
determiningthecauseofanydifference 
between budgeted and actual figures 
andwhetherthevarianceisfavourable 
or adverse 

Adversevarianc:e: whentheactual 
figureisapooreroutcomeforthe 
businessthanthebudgetedfigure. 

Favourablevariance: whentheactual 
figureachievedisabetteroutwmefor 
thebrninessthanthebudgetedfigure 
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Often a higher actual figure indicates an adverse variance but not always. In the 
caseofoutpuc,ahigheraccualfigurechanchebudger.edoneisafavourable 
variance because this indicacesthatthebusinessachieveda higher than 
expeccedlevelofoucpuc. 

In the case of the restaurant above, if the budgeted number of meals had 
been 1,000 but actually 1,150 meals were prepared and served, this would be a 
favourable variance on the budgeted meals. An increase in the number of meals 
served could also account for the higher cost of the ingredients and wages. 
Suchvariancesincomshouldalsobeassessedincermsoftheoutputthatthey 
contributed cowards. 

4·14 j(,[Oi,iiihffiii 
lnvestigateandmakealistofthevarioustypesofbudgetsthatmightbe 
produced in a busin=. Using that list, write down as many reasons as you can 
forwhytheactualfiguresforeachofthebudgetsmightvaryfromthebudgeted 

10 Explainwhatismeantbya 
'favourable variance'. 

11 Explainwhatismeantbyan 
'adverse variance'. 

Answers on p.21 S 

Contents of published accounts 

·•m1~:1m,~1:mu~.,~,.,m,m1zmm1:;,~:1:;~,1+t-~~~~~~~~~~~~~~----4~ 
Construction or amendment of an income statement 
AS Accounting fundamentals looked at the contents of an income statement 
but for A level you are required robe able to make changes based on 
information given. For example, if a business had to pay a higher price to 

purchase goods for sale, the cost of goods sold would increase. If the selling 
price of the goods was left unchanged, the gross profit for the business would 
decrease. 

This would be recorded in the trading section of the income statement. For 
example, the price of goods co the business is increased by 10%. The effect on 
the trading section would be as follows: 

Sales revenue 

Opening inventory 

Purchases 

Less closing 
inventory 
Co'>! of goods sold 

Gross profit 

Before the change 

sooo 
Afterthe 10% increase 

sooo sooo sooo 

Some changes will impact on the profit and loss section of the income 
statement rather than the trading section. For example. if the cost of electricity 
co the business or the wages of its workers increased, this would increase the 
value of the expenses borne by the business and as a result would reduce the 
profit for the year (net profit} So, if w~ and electricity increased by 10%, the 
profit and loss section would be affected as follows: 

12 Calculatethenewgrossprofitifthe 
costofpurchaseshadincreasedby 
15%andthesellingpricehadbeen 
increasedby10%. 

Answer on p.215 
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Before change After price increases 

sooo sooo sooo sooo 
Gross profit 

Wages 

Electricity 

Office supplies 

Sundry expenses _2_ .!!.Q _2_ .!!2. 
Netprofit (profitfor 
the year) 

Any changes affecting the income statement will affect the statement of 
financial position (balance sheet). An increase in the recorded expenses will 
decrease the retained earnings to be carried forward to the statement of 
financial position. 

41 

13 Basedonthe'beforechange' 
figures,cakulatethenewprofit 
fortheyeariftheconofoffice 
supplieswastoincreaseby25% 
andwagesincreasedby20%. 

Answer on p.215 

•tmi~ffl· ~®~.fa.1~:H~!Ei~M=· ·1! .. ~·C·i:l!h~:~:h~:Dii~·im1~il~:fmi:~BmfDii~II~-tm1!~it~'11~i+ .. ------tB() 
The balance sheet (statement of financial position) records the value of assets and 
liabilities on a particular day. The values recorded in the statement of financial 
position (balance sheet) will change, e.g. if an as,ec is sold or if a new asset is 
purchased. 

The sale of a non-current asset would reduce the value of non-current assets 

(fixedassets)andincreasethevalueofcashandcashequivalents.lftheas,ec 
had been purchased using a long-term loan, the loan would be repaid, therefore 
reducing the value of non-current liabilities. 

The purchase of a non-current asset would have the reverse effect. The value of 
non-current assets would increase and the value of cash and cash equivalents 
would fall if the asset was purchased using money from cash or bank accounts. 
lf aloanwereusedcopurchasetheasset,therewouldbeanincreaseinthe 
liabilities of the business. 

14 A business purchases a new machine for $40,000 using a long-term bank loan. Explain the changes that would take place 
onthestatementoffinancialposition(balancesheet). 

15 A business sells some of its production equipment for $20,000. There was an outstanding loan of $5,000 from the purchase 
oftheequipment.Explainwhatchangeswouldtakeplaceonthestatementoffinancialposition(balancesheet). 

Answers on p.215 

•tDnn12a-umM~1m,1~1m+~Mm;12 .. -------------------4~ 
How intangible assets are treated in the balance sheet 
(statement of financial position) 
Examples of intangible assets include a trade mark, goodwill, patents and 
copyright. Intangible assets have a perceived value to the business, but it can be 
difficult to put an accurate value on them. 

Thepricepaidtoacquireabusinessisusuallymuchhigherthanthevalueof 
the assets being obtained; the difference is goodwill. This might be to cake into 
accountthevalueofthereputacionofthebusinessbeingpurchasedbutthereis 
no guarantee that the reputation will be maintained by the new owners. 

lntangibleasset:anassetthatcanbe 
assigned a monetary value but which 
doesnothaveaphysicalpresence,e.g 
goodwill, patents and copyright 

Goodwill: thedifferencebetween 
thepurdiasepricepaidforacquiringa 
businessandtheactualvalueofthenet 
assetspurc:hasedintheacquisition 
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Intangible assets appear on the statement of financial affairs (balance sheet) as 
an asset. Potential investors are likely co igoore the value of any intangible assets 
when analysing the financial statements of a business because their stated value 
cannot be verified or guaranteed in future and, if the business was co become 
insolvenc,cheincangibleassetsmighchaveliccleornovalue. 

•tDh~rt:~J~B~·imelili~ii~'f~ii!M~l»-~~~~~~~~~~~~~~~---4~ 
The value of inventory is recorded in the statement of financial position (balance 
sheet). This is done at the end of a financial period, which is usually 1 year. 

le is important chat the inventory valuation is as accurate as possible. le should 
be valued at cost or its net realisable value, whichever is the lower value. 

The difficulties of valuing inventory 
1 The price paid for inventory (historical cost) would give a factually correct 

value but chat was in the past. The current value might be higher or lower. 
Items chat are no longer fashionable are likely to fall in value, whereas items 
thataresoughcafterar.dro.vinshorcsupplymighchaveriseninvalue. 

2 Damaged stock is unlikely to sell unless repairs are ur.dercaken. This adds to 
the cost of the inventory. Therefore, the cost of repair muse be added co the 
pricepaidfortheicems. 

3 Inventory is valued on one day. The value might be different on every other 
day due co issues mentioned in (1) and (2) or because purchases or sales of 
inventory had taken place. 

4 Some items might never be sold ar.d so their value is of little or oo benefit to 
the business. 

S If the inventory valuation is not completed on the day stated on the 
statement of financial position, the actual value of inventory might differ 
fromthatonthefinancialscatemenc. 

16 A sportswear retailer buys in trainers at a cost of $20. They are usually sold at S35 per pair. Due to poor storage conditions 
thetrainershavediscoloured.TheycannowonlybesoldatareducedpriceofS15.Whatfigureshouldbeusedtovalue 
the trainers? 

17 Some jackets were purchased at a cost of $30 but, after a fire and smoke damage, some specialist cleaning at a cost of S3 
perjacketwasrequiredtobringthembacktoasaleablecondition.Theexpectedsellingpriceofthejacketsaftercleaning 
isS50each.Whatfigureshouldbeusedinavaluationofinventory? 

Answers on p.215 

a!.l:!lt!•!-~·ICd!i~fi~U~4Dl+._~~~~~~~~~~~~~~~~~---4~ 
The role of depreciation in the accounts 
Depreciation is a method that spreads the cost of a oon-currenc asset over its 
estimated economic life. Depreciation is recorded as an expense and can be seen 
to reduce the profit for the year. However, the taxation department of most 
countries will dictate how much depreciation can be applied co a specific asset. 
For example, if a government wanes to encourage investment, higher races of 
depreciation might be allowed. This will reduce the profit for the year (net 
profit) further and therefore reduce the tax to be paid by the business. 
Depreciation allowances are sec so that businesses canoot overstate the amount 
ofdepreciationsimplytoreducetheircaxliabilicy. 

Depreciation: theapportioningof 
thernstofanassetoveritsanticipated 
usefuleconomic:life. 
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The straight line methOO assumesthatthecostofanasset is spread evenly over ~ 
its expected lifetime. It also assumes that the equipment is likely to have a You are only required to know the 
residual value {resale value) at the end of that time. straight line method of depreciation 

The formula is: ( ~~'. ~~~ ~1~?1
'.a.~~~-

depreciation 
costofequipment - residualvalue 

estimar.edlifeoftheasset 

36,000(carryingamount) 

There are other methods of calculating the depreciation of assets. It can be 
difficult co compare the financial statements of different businesses if they use 
different mechOOs. It is important that businesses are comistent with the 
method used so that comparisons made between the financial documents of 
different years can be useful and more accurate. If not, it is not possible to 

compare like with like. 

The estimated useful life of an asset is the basis for the depreciation calculation, 
but this can be difficult to estimate due to varying rates of obsolescence. For 
example, compur.ers and other high technology equipment are likely to have a 
short useful lifeduetotherapidpaceofchangein such assets. 

4·14 WIOi:EiiMhi 
1 Drawupalistofthepossibleusersoffinancialinfonnationandthetypeof 

infonnation that they would be most interested in. 

2 Fromanysetsofpublishedaccounts,practiseidentifyingthevarious 
elements,e.g.thevalueofnon-currentassets,thevalueoftradereceivables, 
tradepayables,currentandnon-currentliabilities.Themoreoftenyoulook 
at financial statements the more familiar you will become with the terms 
used. 

Rememberthatdepreciationisanon­
cashexpenseintheincomestatement 
ltisNOTmoneyputasidetoreplace 

18 Abusinessbuysamachinefor 
$60,000withanestimateduseful 
lifeofSyears. AfterSyearsthe 
machineisexpectedtohavea 
resalevalueofSS,000.Usingthe 
straightline method,calculate 
theannualdepreciationforthe 
machine. 

Answer on p.215 

Analysis of published accounts 
Interested partie<; often use ratio analysis co gain more information about 
the performance of a business from the limited data contained in published 

4kffl®ffltiNZBt·i mlO 
Return on capital employed (ROCE) 
ROCE measures the rate at which the assets of a business generate profit. It Return on capita l employed (ROCE): 
shows how efficient the assets of a business are at generating profit and can be measures the rate at which assets 
an ind icator to potential shareholders of the return they might expect from any generate profit. 

money invested in the business. '---------
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ThecakulationofROCE uses net profit (operating profit),i.e. the business profit ~ 
after all overhead exp€nses have been deducted. The capital employed is the Net profit might also be referred to as 
shareholders' equity plus long term loans, reserves and debentures. \... ·~r?fit fc)r t~~~~~-~r '?~~r~tin~~r?~t'. 

return on capital employed profit before t~ and interest (nee profit) x 100 
capital employed 

For example, the ROCE of a business with a profit for the year (net profit) of 
$SOO.OOO with capital employed of $7,150,000 would be calculated as follows: 

ROCE = SOO,OOO x 100 
7,150,000 

= 6.99%(6.9930069) 

To judge whether or not 6.99% is a good return, this figure would need to be 
consideredintermsofthe: 

• return that could have been gained from placing the money in a bank 
accountorbyinvestingit inanalcernativeventure 

• return from previous years 

• return enjoyed by other businesses in the same industry 

• prevailing economic climate 

4ii,fi,Hfibi1Hli,iaifiiM 
Inventory turnover 
Inventory turnover is a measure of the rate at which inventory enters and 
leavesthebusiness.lccanbecalculatedasfollows: 

inventory turnover = cost _of goods sold 
inventory 

lcisusualtousetheaverageinventoryfigurefortheyear,i.e.theaverageof the 
opening and closing inventory. 

The cakulation reveals how many times the amount of average inventory is sold 
each year or, on average, in how many days inventory sold. 

AbusinesshasthefoHowinginvemoryinformation: 

Opening invemory 

Purchases 

Closing inventory 

Cost of goods sold 

inventory turnover 
210,000 

40,000 

200,000 

240,000 

~ 
210,000 

3S,OOO ($40,000 t $30,000dividedby2,i.e.averaged) 
= 6timesperyearorevery61 days (36S+6 = 60.83) 

19 Brieflyexplainwhyshareholders 
mightbeinterestedintheROCE 
calculation for a business. 

Answer on p.215 

lnventoryturnover: measuresthe 
rateatwhichinventoryentersand 
leavesabu!;iness 

Thisratiomu1talsobecomparedtoratesfrompreviou1yearsandalsowiththoseofotherbusinessesintheindu1try. 

Trade receivables turnover (days' sales in trade 
receivables) 
This is the average number of days that trade receivables (debtors) take to set de 
theirdebtswithabusiness.ltiscalculatedby: 
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cradereceivables(debcors) x
365 

credit sales 
Forexample,abusinesshasS325,000ofcreditsalesinayearandcrade 
receivablesof$48,000attheendofcheyear. 

48,000 
trade receivables turnover = 

325
,
000 

x 365 = 53.9076 = 54 days rounded up 

Canthebusinessbehappythatitstradereceivablesaresecclingitsdebtsafceran 
average of 54 days? This can depend on: 

• The credit that is extended to the business by its suppliers; if it has to pay 
for its supplies within 30 days then the 54 day period could cause liquidity 
problems. 

• If the business does most of its business on a cash basis and the $325,000 of 
credit sales is a small proportion of the total sales revenue, it might not be a 
problem to the business. 

• One or two large customers who might cake a long time co pay and who 
distort the overall picture. 

The gearing ratio shows the relationship between the amount of capital chat 
has been supplied by people or businesses external to the business that requires 
interest payments co be made and the capital provided by the owners of a 

le shows how dependent a business is on money borrowed from an external 
source: 

gearing = non-current liabili~ies(long·term loans) x 100 
shareholders'equ1ty + long·termloans 

A gearing ratio above 50% is usually considered co be high; one lower than 50% 
is usually considered to be low. A high gearing ratio can put a business at risk if 
interestracesarehighbecausechebusinessmightfinditdifficulttorepaythe 
loan and the interest. 

• highgearing + highinr.erest = highrisk 

• low gearing + low interest = low risk 

• the lower the ratio, the lower the risk to the business 

The gearing ratio can determine the sources of finance chat are available to a 
business. A business with a high ratio is likely co experience difficulty obtaining 
a loan from a bank. Shareholders might hesitate to buy more shares if they fear 
the business will be unable pay reasonable dividends on the money invested 
because high interest payments must be made. 

If a business is yielding high profits, the interest payments might not pose a 
problem. When profitability is lower, the business might find itself unable co 
service its debt. Interest payments must be made regardless of how profitable a 
businessisandcanthreacentheliquidityofabusiness. 

The trend for interest races might be a factor in any decision made by a 
potential lender. 

20 Explainwhyaninventoryturnover 
aslowas18daysmightnotbe 
acceptableforashopsellingfresh 
cakes. 

21 Explainwhyitisimportantfora 
businesstocontrolthelengthof 
timetradereceivablestaketosetde 
theirdebtwiththebusiness. 

Answers on p.215 

Gearing: measurestherelationship 
between the amount of (apital supplied 
fromoutloideabuloinessthatrequires 
interesttobepaidandthernpital 
suppliedbytheownersofabusiness 

22 Calculate the gearing ratio fora 
businessthathaslongtermloans 
ofS75,000andshareholders'equity 
ofS125,000. 

23 Statewhetherthesamebusiness 
wouldbeconsideredforabank 
loanandbrieflyexplainwhy. 

Answers on p.21 S 

•tDh~rt!~~t~411Ztim•!t1!._~~~~~~~~~~~~~~~~~-t~ 
Investor ratios are used by existing and potential shareholders to determine the 
financial benefitsofrecainingorbuyingsharesinaparticularbusiness.Theycan 
assess the level of dividends received and compare them co other investment 
opportunities. 
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Dividend yield 
The return on an ordinary share based on the current market value is known as 
the dividend yie ld. 

dividend yield divid~ per share x 100 
marketpncepershare 

dividend per share total a~ounc of d'.vidends 
numberof1ssuedord1naryshares 

The dividend yield might be considered in terms of: 

• the return chat could be obtained by placing the money in an interest 
yielding bank account 

• the dividend yield of other companies 

• the level of risk involved - a higher yield might be required to encourage 
invescmencinahighriskcompany 

anordinaryshareinrelationtothe 
currentmarketvalueoftheshare 

24 Calculatethedividendyieldforacompanythathasadividendpershareol$0.4andacurrentmarketpricepershareof 
$3.65. 

25 CalculatethedividendyieldforacompanythathasatotaldividendofS320,000,400,000issuedordinarysharesandthe 
currentmarketpriceofiuordinarysharesisSS.80. 

Answers on p.215 

Dividend cover 
The divide nd cover is a calculation of how many times the total dividend 
could be paid out of the company's profit after tax and interest. This can give an 
indication of the 'quality' of the dividend cover and how likely it is chat the level out of the company's profit after tax 
of dividends being paid can be maintained in future years. and interest. 

dividend cover = profit after tax and interest 

dividend paid 

For example, a company pays out a total of $184,000 in dividends to the holders 
of ordinary shares. The profit for the year after tax and interest was SS6B,OOO. 

dividend cover = :::~ = 3.1 times (3.086 rounded up) 

In this example the profit earned by the bu>iness can cover the dividend to be 
paidtoshareholders3.1 times. 

Price/earnings ratio 
The price/earnings ratio illustrates the relationship between the earnings per 
share and the current market price of an ordinary share. Shareholders tend to 
havemoreconfidenceinsharesthachaveahigherratio. 

price/earnings ratio current ma'.ket price per share 
earnings per share 

In an examination you might be given the value of the earnings per share but if 
not, you will need to calculate it as follows: 

earnings per share profit after tax 

number of ordinary shares 

For example, a company has a profit after tax of $370,000 and 400,000 issued 
ordinary shares with a current market price of $5.50. 

eamingspershare = ::~; = $0.925 

--~~~~~~~---

Price/earnings rat io: therelationship 
between theearningspersharethe 
currentmarketpriceofanordinary 
share 
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price/earnings ratio = ~ = 5.95 (rounded up from 59459) 
0.925 

This shows that the current market price of the ordinary share is 5.95 times 
largerthantheearningspershare. 

··~PttiZ·!allft¥J!·~·a1c0+m1m•~ilti!Zl:·i~i·!f~·lr!f~Utllltttt--~~~~~~~~~~~~~~ 
Practicalusesofracioanalysisinclude: 

• To identify any trends OVff time. 

• To allow comparisons to be made either of the ratios from the financial 
statements of previous years or with those of other busi~ses. 

• To help with the investment decisions of the current and potential 
shareholders of the company. 

• To judge how efficiently resources are being used in a business. 

• To allow potential lenders, such as banks, co assess the risk involved in 
offeringaloancoabusi~s. 

Strategies to improve ratio results 
A business trying co improve liquidity ratios might: 

• arrange for extra funds into the business, e.g. from the owner(s) or a bank 
looo 

• decide to sell some unused equipment to bring more cash into the business 

• sell or lease unused premises co another business - leasing would bring a 
regular flow of cash into the busine~ 

• sell inventory, perhaps offering a discount to encourage purchases - this 
would only improve the acid test ratio and not the current ratio 

A business seeking co improve profitability ratios might: 

• try to increase labour prOOuctivity to decrease costs per unit produced, or 
p€rhaps reduce labour costs through the introduction of more machinery 
and the use of fewer employees 

• increasechesellingpriceofcheproduct/service 

• cutorreducespendingthroughcuctingbudgetstodepartments,e.g.reduce 
exp€ndicure on research and development 

Comparison of ratio results between businesses 
Stakeholders frequently compare the results of the ratios for different 
companies. They hope chat comparisons show chat their business is 
performing at least as well as others in the industry. If not, they will analyse 
the possible reasons for the under-performance of their company. This allows 
them co make some judgement about how efficiently the business is b€ing 
managed. 

Internal factors could be the inefficient use of resources or an increase in the 
coscofresourcessuchanincreaseinwageratesoranincreaseintherateof 
inflationthathascausedthecostofpurchasescoincrease. 

Some disappointing comparisons are due to internal factors. Although poor 
results can be explained by internal inefficiencies, sometimes they are due to 
external factors outside the control of any individual business. For example, poor 
ratios might result from a global or national recession. 

Any cause for a worsening of a company's ratios should be analysed to 
determine if it indicates a trend, p€rhaps reflecting the overall performance of 
the economy, or is the result of a one-off event, such as a natural disaster. 

Whendiscussingthestrategiesto 
improveratioresults,analysiscould 
betodiscusstheimplicationsof 
theactionstaken.Forexample,ifa 
businessreducesspendingonR&Dand 
isinafast-moving.high-technology 
indumy,itislikelythatitwillfall 
behindthecompetitionintermsof 
productdevelopmentandlosemarket 
shareasaresult 

Whencomparingtheratiosofdifferent 
businesses,itisimportanttobeaware 
ofanykeydifferencesbetweenthe 
businesses,e.g.insizeorwhetherthey 

, operateindifferentmarkets. 
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Limitations of accounting ratios 
Ratios are used co assess the performance of a company and any changes 

in performance that has occurred over time. Although they can be used co 
compare the performance of one company with another, there are some 

recognisedlimitationsoftheiruse. 

Difficulties with using ratios 

• ~h~~~u~: :r~tu~~~u:!;~:~~~io:a;:la~~~~~f::! ~=in:~ ~m:cmmi=i,----1 
techniques might have be€n applied when producing the financial 26 ~!;i:t~~a\;:slimitations of using 

statements for earlier years. r, Briefly explain two reasons why 
• Different companies might be using different methods of calculation of shareholders might compare the 

items such as depreciation. ratios of different businesses. 

• Comparisons with companies in a d ifferent industry are unlikely co be of 

value. 

• Comparing the ratios of businesses of differing sizes can be misleading. 

• Ratios are calculated based on published financial information and a 

company might have adjusted its financial statements to present a particular 

Answers on p.215 

financial condition to any stakeholders. 11·:l!IJ§l!lli?!i !• :lf:!!i4JI/MI!@@ 
• Economic conditions might have had an impact on the ratios for a particular Using the financial statements of 

year and could produce unfair and/or unrealistic comparisons with other several business accounts, practise the 
years. variousratiocalculations.Makenotes 

• Ratios are quantitative and ignore the qualitative aspects of business activity, ~~~:.;~/:~1; ~:~~l;~:~h~ei:~~od 

e.g. whetherthebusinessisethicalinitsactivitiesandwhetherituses analyticalskillsbasedoncalculations. 
renewableresourcesfor itsmaterials. 

Investment appraisal 

Most businesses exist co make a profit. Investment appraisal involves a 

business in trying co assess the likely profitability of undertaking a particular 

course of action usually involving the purchasing of premises and/or 

equipment. Businesses need to know that if they undertake a specific project 

it will be financially safe and will allow them to reap some reward from the 

The need for investment appraisal 
• To compare the expect.ed outcomes of competing options. 

• To est imate the costs, e.g. the cost of new premises, equipment or 
training. For example, if a business had co choose betwem installing two 

different types of production equipment, the business would compare the 

inicialcostofcheequipmenttogetherwithanyrunningandmaintenance 

• To estimate the revenue in terms of timescale and size of any return on the 

• To assess the possible risk involved in a venture or co compare the relative 

risks of two or more possible investment opportunities. 

Different projects can have very different outcomes in t.erms of the profit 

received after all costs have been covered. 

The future value of any costs and revenue must also be considered as far as is 
possible. It is accepted that $500 today will be worth more to us than if we have 
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to wait S years to receive the same amount. The $SOO could have been put in an 
interest-bearing bank account and received interest. 

The significance of risk in investment decisions 
• All investment decis.ions carry an element of risk but the potential risk 

can be minimised or avoided if businesses fully explore the poss.ible 
implications of their decisions before embarking on any one course of 

• When investment decis.ions are being made, the bus.iness is only able co 
estimate the costs and revenues associated with the project. Investment 
appraisal is an attempt to formalise chose estimations and to compare 
alternatives. 

• A sudden economic downturn can change everything chat has bero 
predicted - anticipated sales might not occur and coses might prove to be 
much higher than expected if a p€riod of higher inflation occurs. Bus.inesses 
useasmuchinformacionascheycancoassesscheposs.ibleriskofany 
particular investment. 

• Investment decis.ions will be based on past information and what can 
reasonably be expected to happ€n in the future. However, even consistent 
and stable past trends cannot guarantee chat the same trend will continue in 
chefucure.Forexample,chefinancialcrashof2008causedalocofchanges 
in the financial trends in many bus.i~ses. 

An important pare of investment appraisal is the prediction of future cash 
inflows and outflows. 

Interpretation of cash-flow forecasts 
• Cash-flow forecasts are drawn up to show the predicted coses of an 

invescmencprojeccandcheancicipacedrevenue. 

• The coses will include the cost of purchas.ing premises and equipment, and 
any maintenance costs (this might be annual servicing and repairs). 

• Wage coses and utility coses, e.g. electricity and water, will be estimated. 

• Market research should be used as a bas.is for the predicted revenues. 

Uncertainty in cash-flow forecasts 
The further into the future predictions are made, the more possibility there is 
chaccheescimacionswillbewrong. 

What can change? 
• Customer castes and preferences might change, making a previously popular 

produce undes.irable. 

• Comp€titors' actions or technological change might alter revenues or coses. 

• The race of inflation may go up or down, making cost predictions unreliable. 

• Particular coses of materials or labour might change. 

• The general economic environment - a national or worldwide recess.ion or 
boom pericxl could change spending patterns. 

• Trade union action might result in wage races being increased above the 
previouslyanticipar.edraceofincrease. 

Forchesereasons,onceaprojecchasbegun,icisimporcancchatconscanc 
reviews are undertaken to assess whether any corrective action is needed. 

There might be times when, even though a lot of money has been invested into 
a project, the project should be abandoned and all monies invested should be 

28 ldentifytworeasonswhyabusiness 
would undertake investment 
appraisalbeforebeginninganew 
project. 

29 ldentifyoneriskthataproject 
might encounter. 

Answers on p.215 
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written off. It is sometimes more expensive to continue with an unprofitable 
project than to stop ar.d to bear the loss of any money already invesr.ed. 

Some changes are unpredictable and would make it impossible for some 
investment projects to be profitable. The fina.ncial crisis of 2008 caused many 
businesses to fail - the extent of this crisis could not have been predicr.ed. 

Oncesomechinghapp€nstochangecheenvironmentinwhichchebusiness 
operar.es, the business muse react to the new situation rather than continue 
with the planned activities that might no longer be viable. 

When using cash flows for investment appraisal purposes, the cash flows are at 
today's values and have not taken the effects of inflation into account. 

@:ffoli,,iiirtrt!ffl@dfNif b§f\N·ilffii1ill+ 
Payback method 
This method calculates the time it will take for the revenues (cash inflows) to 
fully covff the cost of the investment (cash outflows). 

The time of the initial investment is u,ually termed year 0. In year 1 the cash 
outflows ar.d the revenues are added together to give a net cash inflow (this 
couki be a negative figure in early years ar.d would therefore increase the money 
to be eventually recouped from future sales and profit). The net cash flow is Answer on p.215 
deducr.ed from the cost of the initial investment to give a 'cumulative cash flow' 
for year 1. 

The table below indi(ates that in the fim year production must have still been very low. Perhaps a lot of training on using new 
equipment was required or perhaps there v,,ere some early diffirnlties and possibly modifkation needed. The revenue from the 
produngraduaJlyin(reasedandthernstof theinitial investmentandrunningrnstswasrernveredinthe5thyearofthisproject 

(450,000} {450,000) (450,000) 

(40,000} 45,000 5,000 {445,000) 

(40,000} 80,000 40,000 (405,000) 

(40,000} 160,000 120,000 {285,000} 

(40,000} 240,000 200,000 (85,000) 

(40,000) 270,000 230,000 145,000 

(40,000} 310,000 270,000 415,000 

The (alrnlatioo of the pre(ise payback period is a(hieved by using the amount sti ll required at the end of the year before payback 
isa(hievedasf~lows: 

paybac:kperiod 
amountstilltoberecovered 

net(ashflowinfollowingyear 

= SS.OOO x12(months)or52(weeks) 
230,000 

= 4.4momhs 

The investment pays back in 4 years and 4.4 months. 

This is ac:(eptab~ if the business has an objective of payba(k occurring within 5 years. However, if the objective is to undertake a 
projenthatneed1topayba(kwithin3years, thisparticularprajectshouldnotbeundertaken 
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Average rate of return (ARR) 
This method calculates the expected return as a percentage of the cost of the 
original investment over the anticipated lifetime of the project. 

Uling mt' example above, the investment costing $450,000 yiekls a cumulative cash flow over 5 )'!'Ml leis mt' cost of mt' initial 
inwstmem {whidi we take as p,ofit at this level of study), i.e. S59S,OOO - $450,000 = $145,000. 

Theformulaforaveragerateofretumis: 

average rate of return 

Therefore: 

145,000 = 29,000 
5 

29,000 
--x100 = 6.44% 
450,000 

awrageannualprofit 

initial cost of investment 

You are unlikely to be asked to calculate ARR without being required to make 
some comment about whether the return h acceptable or not. The business 
might have a minimum return chat it requires on all investments - if that is 5% 
then this investment meets that criterion. However, if the required return is 7%, 
this investment would not be pursued. 

The ARR would also be compared to the return chat could be gained if the 
money was used in a different way. For example, if placing the money in an 
interest-bearing bank account could yield 7%, or even 6.44%, the bank account 
would be the better option, assuming chat this return lasts the length of the 
project. Placing the money in a bank account would avoid all the time and effort 
of a business project and would probably carry a lower risk. 

Alevelaccountingstudentsmight 
knowtheARRasthe'accountingrate 
ofretum'andwillhavebeentaught 
aslightlydifferentformula.Forthe 
purposeofyourAlevelbusiness 
studiesexamination,usethemethod 
outlined above. 

·•E·J!@m;~.;:~1:~1t¥;·~·ttt1!!:· ~mm,~i·!Bil·~,.,m;~u~tm·~·mtt._---------------4~ 
The investment appraisal methods above assume that money recei\led in 5 
years' time has the same value as money today. That is not true. $145,000 will be 
worth more to us today than the same amount in 5 years' time. Inflation in an 
economy reduces the purchasing power of money over time. The money in our 
possession today could be placed in a bank account where it could earn interest 
overtheSyears. 

In investment appraisal, we use a discounting factor to allow us to judge the 
value of money that will be received in the future compared to its value to us if 
we had the money today. It is commonly believed that the discounting factor 
used is to reflect the rat.e of inflation. Whilst it is accepted chat inflation does 
reduce the future value of money, the discounting tables are based on the cost 
ofcapitalortheprevailingrateofinterestforthacbusiness. 

Discounted payback and net present value (NPV) 
Discount.ed payback recognises that money received in 3 or 4 years will not have 
the same value as if the money was in our possession today. If we had the 
$145,000 today we could place it in a bank account and, ifche rate of interest 
was 5% at the end of 1 year, we would have $145,000 + $7,250 = $152,250. In the 
second year, the interest would result in us having $152,250 + 5% = $159,862.50. 

Discounted payback 
Taking the net cash flows from the example above, you need to multiply each 
onebychediscouncingfactorrelevanttoeachyear. 

amm, 
Althoughthereareformulaefor 
workingoutthevariousdiscounting 
factors,thereisnoneedforyouto 
leamthem. ArPfdiscountingfactors 
requiredtoansweraquestionwillbe 
giventoyouintheexa.minationpaper. 
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Using an interest rate of 10%, the calculation would be: 

120,000 90,000 

200,000 136,000 

230,000 142,600 

270,000 151,200 

Discounting the net cash flows shows that, in this example, the cost of the 
investment would not be recovered until part way through the 6th year, 
whereas without the discounting the payback pericxi occurred during the 5th 
year of the project. 

Net present value (NPV) 
Net present value refers to the discounted value of net cash flows at the end of 
the investment perkx:l after discounting has been applied. In this case the 
investment project has a net present value of $107,550 after 6 years. This means 
that it would be appropriate co go ahead with the project if its life span is 
anticipated to be 6 years. If it is only 5 years, the NPV will be negative, indicating 
thattheprojectisnotworchwhile. 

Internal rate of return (IRR) 
IRR is the point at which the NPV (using discounted cash flows) is equal to zero. 
If the IRR is 14% and the prevailing interest race is 7%, the project would be 
profitable. The bigger the difference between the prevailing rate of interest and 
the IRR, the more profitable a project is likely to be. Alternatively, the higher the 
IRR, the higher the profitability of a proposed investment. 

(322,2SO) 

{186,2SO) 

{43,6SO) 

107,SSO 

31 Brieflyexplainwhatismeantbya 
discounted cash flow. 

32 Whatismeantbytheterm'net 
present value'? 

Answers on p.21 S 

ll!•!•ttffll!!l· ~n,~.j~h!il:ft!•ZUDitli~lrlii~:i!14!i!U~:i:~,~1,1-~fa~·lmfmit!¥Di• ..... -----------4m() 
Qualitative factors that might influence investment 
decisions 
The investment appraisal methods outlined above are all quantitative methods. 
However, there are qualitative factors chat should also be taken into account. 
Somequalitacivefactorsmightevenoverrklechefinancialaspects: 

• Pollution. For example, if a project will pollute the environment, it would 
hopefully not be pursued even though it might be highly profitable. 

• Employment levels. Social considerations are sometimes judged to be 
important, e.g. the negative impact on employment levels if workers are 
replaced with machinery. 

• Is the quality of the product likely to be the same? 

• Willscaffcrainingberequired? 

Comparison of investment appraisal methods and their 
limitations 
Payback method does not cake into account any profit achieved after the 
payback period, nor does it consider the time value of money. This methcxi is 
also considered to be very simplistic and at best only a basic guide to assessing 
thepotentialviabilityofaninvescment. 

33 ldentifyonequalitativefactorthat 
abusinessmightconsideraspartof 
investment appraisal. 

Answer on p.215 
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Discounted cash flows attempt to take account of the time value of money but 
they can only be based on what is realistically expected to happen. Sudden or 
unexpected changes can mean that all assessments of potential investments are 

Investment appraisal methods chat are based on profit can have different results 
depending on the method of depreciation used because this would influence 
the amount of profit. 

Calculations based purely on projected returns do not consider the amount 
of risk involved in a project. Some businesses are more inclined to undertake 
riskyprojectsthanochers.Ahigh-riskprojectmightberequiredtogiveahigher 
return than a low·risk one. This would be seen as a reward for the amount of 
risk taken. 

Modern businesses need to consider the qualitative aspects of an investment 
as well as the quantitative factors due to i11Creased media and pressure group 
activity.Thei11Creaseduseoftheinter11etmeansthatcustomersarequickly 
informed if a business is acting in an undesirable way, and customers might 
boycott the business. 

4·14 !h[O],Ei4Mhi 
1 Usingasmanypastpapersasyoucanandanycash-flowinformationgiven, 

useeachofthemethodsofinvestmentappraisaltocalculatethepotential 
returnforabusiness.Youneedtopractiseyourarithmeticacruracyasmuch 
as possible. 

2 Practiseexplainingwhyabusinessshouldorshouldnotundertakea 
particularproject.Youwillalwaysbeexpectedtodiscusstheresultofany 
calrulationandthepossibleimplicationsforabusiness. 
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11 Strategic management 

What is strategic management? 

Strategic management is the analysis, decisions and actions an organisation 
takes in order co create and s.uscain competitive advantage. 

Corporate strategy, tactics and strategic management 
Strategic management sees out a framework chat businesses can use to achieve 
success. It deals with the answers to these questions: 
• Where are we oow? An analysis of the market and the economic 

environment in relation co available resources and the competition. 
• Where do we want to be? Choosing between the options chat the analysis 

highlightsaspossibilic~. 

• How do we gee there? Implementing actions that will lead to the chosen 
position. 

Strategic management begins by setting out a vision and objectives for the 
business. This will help determine the route taken through the strategic 
decision-making framework. This is shown in Figure 1. 

Levels of strategic management 
Scrategicthinkingtakesplaceatthreedifferentlevels-corporate,businessand 
functional. These have to be integrated and work together to reach the ()',lerall 
corporate objective. Communication between the different parts of the business 
is essential for success. 

Corporate strategy 
Corporate strategy sets out the overall objective and questions for the business 
in working through the strategic framework. All parts of the business then have 
to plan their actions in the light of this ()',lerall strategic thinking. Examples of 
corporate strategy issues are: 
• Should we grow by integration or by increasing sales? 

• Does our future lie in domestic or export markets? 

Business strategy 
Business strategy applies to a pare of the whole business, for instance, the 
domestic building department of a construction business. Each part of the 
business must make decisions tha.c will lead to the ()',lerall corporate objective 
being reached. 

Functional strategy 
Functional strategy applies to each functional area, i.e. marketing, finance or 
production. Decisions in these areas must cake account of the corporate 
objective ar.d work towards achieving it. 

Stra tegicmanage ment: theanalysis, 
decisiomandoctiomanorganisation 
takesinordertocreateandmstain 
competitive advantage 

Figure 1 Strategic management framework 

1 Giveonereasonwhysettingan 
appropriate objective is important 
for strategic management. 

2 Outlinethestagesofstrategic 
management. 

Answers on p.216 
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Strategic management and tactics 
Strategic management gives the framework for the way a business will develop. 
Tactics are the methods used co achieve each objective in the framework. They 
provide the means by which the strategy is implemented and are usually carried 
out by divisions or functional areas. Tactics can be altt'red within a mategy 
framework when needed. For example: 

• Objective: to become the third largest retail store in the world by 2017. 

• Strar.egy:openbranchesintennewcountries. 

• Tactic: position new stores in the five largest cities in each country. 

The need for strategic management 
Strategic management enables a business to decide essential information 
about the: 

• reasonsitexists 

• market environment it operates in 

• opportunitiesandthreatsfacingit 

• possibilitiesforachievingobjectives 

It then enables a business to: 

• plan and carry out methods to achieve objectives 

• coordinate activities of departments and functional areas 

• detectandrespondflexiblytochanges 

• evaluate and review progress towards objectives 

Strategic management enables a business to have clarity and certainty about 
whatitisdoing.ltenablesaclear,plannedresponsetochangeandeffectiveuse 
of resources. Each stage of the framework is key to this process. 

Table 1 How strategic management is important 

[ Ta«k " <he ~,hodsa oosio~, ~ ro ) 
carry out a strategy. 

3 Usinganexample,outlinethe 
differencebetweenstrategyand 
tactics. 

4 Outlinethreeareasaboutwhich 
strategic management can provide 
information. 

5 Outlinethreechangesstrategic 
management might achieve. 

Answers on p.216 

Vision, mission, Sets out purpose. Givesameasuretocheck Givespurp05eto Defines clear 
objectives 

Analysis of Setsoutlegal,politicaland Sets out competitors' 
external economic framework and actions 
environment changes 

Analysis of Defines business strengths Defines resources 
internal resources and weaknesses. available. 

Strategicc:hoic:e Sets out possible actions Considers advantages 
and dis.advantages. 

Strategic Planned actions taken. Matches plans to market 
implementation conditions. 

Evaluation Measures degree of success. Gives flexibility in change. 

4'14 j(,j.i,Ei4Hffi¥i 
Youhavejustbeenappointedasthefirststrategicexecutivemanagerina 
medium-sizedfurni turemakingcompany.Prepareabriefpresentationtothe 
board that sets out what strategic management is and why it is important. 

Chandler's assertion that strategy should determine 
organisational structure 

employees goals. 

Informed 
information decisions 

Enables understanding of Informed 
foc:torswithincontrol. decisions 

Ensuresresourcesmatc:h Informed 
actions decisions 

Tactic:scarryoutstrategy. Planned actions. 

Continuous feedback Better decisions 

According to Chandler strategic management is 'the determination of the basic 
long-term goals and objectives of an enterprise, and the adoption of courses 

Rememberthatstrategicmanagement 
dealswiththewholebusin~s.Make 
sure,evenwithabriefcomment,that 
youshowhowfunctionalareaand 
busin~sunitstrategycontributeto 
thecorporatestrategicobjectivesand 
framework. 

of action and the allocation of resources necessary for carrying out the goals' 
and organisation structure is 'the design of organisation through which the 
enterprise is administered'. 
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Chandler's study of large busines,es made him believe chat once strategic 
management was in place, the organisation structure was changed co reflect 
how the scrar.egy would be conducted. His key findings were: 

• Strar.egk: management should be decided at the top or centre of an 
organisation. 

• Individual businessunicsthendecidetacticstocarryoutchestrategy. 

• Structure follows mategy. 'm!llll!mi'mll!!i,----l 
He studied US conglomerates and found every one had grown by diversification, ,i 
i.e. by entering successive new different prodlKt markets. All adopted a similar 
structure that Chandler called the 'M form' where: 

• Corporate strategy was set by cop management. 

• Product or geographic business units adopted their own tactic!>. 
• Central management coordinated. 

Chandler's model (Figure 2) relates structure co strategy. 

Figure2Chandler'smodel 

How business strategy determines competitive advantage 
On the world scale, globalisation is making markets more competitive with 

improved communications, freer trade and businesses entering international 

markets. Domestic markets are becoming more consumer driven, with existing 

firms facing new competitors, more widespread and sophisticated marketing 
methods and wider consumer choice. Being successful involves meeting 

consumer needs with a competitive advantage. 

This advantage is 'Mlat strategic management can give a business by prOYiding 

planned methods linked co a full understanding of market conditions, internal 

resources and possible actions. If there is no strategic management, a business 

will not know its strengths and weaknesses, be able to detect opportunities or 

threats or be effective in its choice of methods. 

Strategic analysis 
Strategic management analysis is what comes after deciding a mission statement 

and objectives. le analyses the resources available and the external environment 

the business is operating in. Finally, it considers factors resulting from these 

innuences that will act on a business. This is done by using a variety of methods 
that answer the question 'where are we now?' 

6 WhatisChandler'sconclusion 
about the relation between 
strategy and structure? 

7 Explainthe'Mform'structureof 
large conglomerates. 

Answers on p.216 

4'14 ih ·1,Ei4Mhi 
Yousefproducesleathershoes,wallets 
andpursestosellingtotouristsas 
souvenirs.Becausetheyaregood­
quality,handmadeitems,hehas 
expandedbyaddingasmallfactory 
forhisoutworkers.Heusesthelow 
levelofwagesandgovernmentgrants 
tokeepcostsdown.Hethinkshe 
mightbeabletoselldirectlyabroad 
atsignificantlyhigherpricesandhasa 
relativeinGermanywhohasofferedto 
helphim.Heisawareofthecostsand 
risksinexporting,includingtheeffect 
ofexchangeratesandcompetition,and 
hethinkshemighthavetomovetoa 
more efficient production system. 

DiscusshowYousefmightusestrategic 
managementatthisstageinhis 
business. 

fMIIMM mlO 
Undertaking SWOT analysis SWOT ana lys is: examines the 
SWOT analysis examines the controllable internal strengths and weaknesses of internal strengths and weaknesses of a 

a business and the non-controllable external threats and opportunities facing business and the external threats and 
opportunitiesfacingabusine11 

Strategic analysis @ 



a business. le should be undertaken as pare of a mategic planning process. 
Once carried out, a business can use it to build on the strengths, minimise the 

weaknesses, take advantage of opportunities and avoid or minimise threats. 

SWOT analysis is presented in a grid as shown in Figure 3. 

Strengths (lnternal ) 
Finon(eovailable 
Customer loya lty 
Skill edmotivaledl'lllployees 

Figure 3SW0Tana1ysis 

The SWOT factors must be drawn from the actual situation facing a business. 

Advantages of SWOT analysis 
• le is relatively quick. cheap and easy to understand. 

• le can generate specific objectives and actions as pare of strategic planning. 

Disadvantages of SWOT analysis 
• le may become out-dated quickly. 

• Simple conclusions may be misleading - the situation may be more complex. 

Developing a SWOT analysis into strategic objectives 
Once all the relevant SWOT factors have been set out, they must be ranked in terms 

of importarce. This can be used to develop plans for action, starting with setting 

objectives that relate ro the most important factors. If poor motivation and high 

labour turnover have been identified as major weaknesses, objectives such as lower 
labour turnover, fewer complaints and higher emplo)ee satisfaaion might be set. 

8 Listanadditionalpossiblefactor 
foreachoftheSWOTfactorsinthe 
grid. 

9 Stateoneadvantageandone 
disadvantage of using SWOT 
analysis. 

10 Chooseonestrengthandone 
threatfromthegrid.ldentifyan 
appropriate objective a business 
mightsetinresponse. 

Answers on p.216 

WhendealingwithSWOTorPEST 
analysis,makesurethatyouapply 
theanalysistothespecificsituation, 
i.e.explaintheconcept,setoutthe 
reasonsfortheanalysisandthenuse 
informationgiventoyou. 

·•i~11,111,~11m&=·~ffitMDll~-1m;~n!1m;;~.,~,1r~n:;~,1ffifu1-m!l-~11ttm'l._~~~~~~~~~--4~ 
PEST analysis examines the external environment consisting of political and legal, 

economic, social and t.echnological factors facing a business. It shoukl be undertaken 

as part of a strategic planning process. Environmental factors may be included in 
social factors. Once carried out, a business can use it to see how these non­
controllable factors might be important, especially if changes are being considered. 

PEST analysis is often presented in a grid as shown in Figure 4. 

Polltlca l andlegal 
(govern ment actions) 
Healtna!ldsafety lows 
Corrpetitionpoi'icy 
Change of government 

..... __ .. 
~~ngattltUdnto~« ... _ .. 

Figure4PESTanalysis 

Advantages of PEST analysis 
• Relativelyquickandcheaptocarryoutandpresent. 

• Encouragesstrategicthinking. 

• Candevelopmategicresponsestochange. ' 

PEST analys is: examinestheexternal 
environment consisting of politic.al 
andlegal,economic,socialand 
technologic.alfactorsfacingabusiness 

SWOTorPESTanalysisprovideideas 
toaddtootherfactorswhendecisions 
aremade.Theydonotprovideanswers 
toproblemsorsetoutactionstotake. 
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Disadvantages of PEST analysis 
• Mightdatequickly. 

• Too simple analysis or conclusions may lead to poor decisions. 

• Relies on asmmptions that may be incorrect or change. 

11 ListanadditionalpossiblefactorforeachofthePESTfactorsinthegrid. 

12 Choose one factor from each of the PEST categori~ and explain how a business might respond to that factor. 

13 StateoneadvantageandonedisadvantageofusingPESTanalysis. 

Answers on p.216 

41ttffll111l1hi,i4¥11Hl·i,d,,itiii·l,iiffiii,,IJ,i!ilt-GMM 
Vision and mission statements explain the central purpose of a business. Visio n 
statem ents set out in broad terms where a business would ideally like to be; 
mission statem ents give an indication of haw a business will cry and achieve 

its vision in general terms. Noe all businesses use these terms and some do not 

have these statements, preferring co set out goals or aims. 

For example, a shoe manufacturing business might have: 

• a vision statement 'to become the leading provider of footwear' 

• a mission statement 'co produce high quality shoes at an affordable price' 

From these statements it is possible co dEVelop specific objectives chat reflect 

the statements. The shoe manufacturer might go on co consider objectives in 
relation to cost, skilled workers, distribution channels and marketing methods. 

Advantages of vision/mission statements 
• Define the real purpose of the business. 

• Enable specific objectiws to be set co achieve the vision/mission 

• Provide motivation and clarity for employees. 

• Enable strategic planning framework co follow. 

Disadvantages of vision/mission statements 
• Can be very general - difficult to develop objectives from. 

• Can limit mategic planning, e.g. the shoe manufacturer has been limited to 
'footwear'. 

• Can take up time and resources for little benefit if not used in planning. 

Vision sta tement: setsoutabroad, 
al.prationalviewofwherethebusioess 
wouldliketobeinthefuture 

Mission sta tement: setsoutits 
purpose,identity,valuesandmain 
business aims. 

14 0utlinethedifferencebetweena 
visionstatementandanobjective. 

15 Explain the difference between 
avisionstatementandamission 

16 Stateoneadvantageandone 
disadvantageofusingvisionor 
mission statements. 

Answers on p.216 

·•~:r~+Di~·iD,1~::!fm;;m;;11111~,1~1·!i·mM!!li¥fi~ .. !l!·~rnmliD·E~-1~,;~-i®tttl!!'l!1._~~~~~~~--4~ 
The Boston matrix (Figure 5) is useful for a business with a number of products 

to assess its position. The matrix uses a comparison of market share and race of 

market growth for each product. It provides pointers for marketing decisions for 

products, and considers what might happen if there are too many prcxluccs in 

one element leading co possible problems in the future. 

High 
marke t share marke t share 

High marke t Rl:.ING • 
growth STAR 

Low marke t 
growth 

FigureSTheBostonmatrix 
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Undertaking and interpreting Boston matrix analysis 

Rising star: high market share in a fast growing market 
• Often new prcxluccs in a new market. 

• Likely co have high marketing coses and face mong competition. 

• Likelycofacefallinguniccomofprcxluccion. 

• Possibility of large revenues and profits if all goes well. 

Cash cow: high market share in slow growing market 
• Generates large re\leflues and profits in mature saturated market. 

• High share might reflect past marketing and Rand D spending. 

• Customer loyalty so reminder advertising often used co maintain this. 

• Might need extension strategies if there is a possibility of competition or 
consumer tiredness. 

Problem child: low market share in fast growing market 
• Often new prcxlucts or ones with inadequate marketing. 

• Potential for revenue and profits given investment in marketing. 

• Might succeed with li ttle extra marketing as growth occurs with the 
market. 

Dog: low market share in low growth or declining market 
• Often outdated prcxlucts or high competition. 

• Profit may still be generated as effective production, distribution and 
customer satisfaction may all exist - in this case continue as long as 
profitablewithlittlemarketingcosts. 

• May discontinue co free up resources for prcxluccs with a future. 

Many businesses try co have products in all sectors of the matrix co provide 
a balanced portfolio of cash-producing products and possible high growth 
products co replace those in maturity. However, care must be taken, e.g. a 
high market share might not mean high profits as high marketing com are 
necessary. 

Advantages of Boston matrix 
• le is simple and easy co use and pinpoints the position of prcxlucts. 

• le indicates possible appropriate actions co maintain cash flows and decide 
on portfolio composition. 

Disadvantages of Boston matrix 
• Using it might lead to simplistic thinking - the mcxlel indicates possibilities. 

le does not lay down set answers co situations. 

• Marketsituationsmightchangequickly. 

WhenapplyingtheBostonmatrix,do 
notjustrefertoproductsasproblem 
childrenordogs.Explainwhatthese 
termsmeanwhenyouanalysethe 
situation,andlinkthemtomarket 
conditions.Makesureyouinclude 
possible alternative actions. 

@'14 ih · ,fiiMJri 
ThemajorityofBusinessA'sproducts 
arecashcowsanddogs.BusinessBhas 
anequalnumberofcashcows,dogs 
andproblemchildren,butnorising 

1 DrawaBostonmatrixforeach 
businesstoillustrateitsposition. 

2 Usethesetodevelopasuitable 
strategyforeachfirm. 

3 Explainwhyabusinessshouldtake 
carewhenusingBostonmatrix 
analysis. 

•t~kff#t4~· ml:· lil:11l~H:H~iltm-iD,f~-H!%~tWlll·IID,f~-i:~rl=i~W~·i~,IIMil~·ZM!!· •=·!: l.._------4m() 
Porcer's5forcesmodel(Figure6)analysesfiveexternal influences that help 
determine the strength of competition. le helps a business co judge how likely a 
market is to be profitable, and identifies factors to focus on changing in order to 
weaken competition. It may also be used by a possible new entrant co a market 
to assess existing competition and then prcxluce ideas on how co weaken this. 
A low level of competition makes a market attractive co stay in or enter. 
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The 5 forces 

Bargaining power 
ofsuppHers 

Figure6Poner's5forcesmodel 

Bargaining power 
ofcustorrers 

The four forces or factors outlined below influence how competitive a market is 
likely to be: 
• Threat of new competitors - new competitors arriving in a market will 

increase the competition and reduce possible profits for existing businesses 
by increasing marketing costs and/or price reductions. Threat of increased 
competition makes the market less attractive. Barriers to entry, including 
high stare-up costs, patents and copyrights and customer/brand loyalty, will 
reducethechreatofcompetition. 

• Threat of substitute products - substitute products will reduce prices 
and increase the price elasticity of demand for existing products. It is likely 
that sales and profits for existing businesses will fall. An example may be 
artificialfibrefleecesenteringthegarmentmarket. 

• Bargaining power of customers - many customers will mean a more 
attractive market than if there are a few customers who have high potential 
buying power. This is particularly true if the few customers are large powerful 
organisations such as governments or major supermarkets. 

• Bargaining power of suppliers - if suppliers of mar.erials. components, 
communication or distribution systems have power, their prices will be high 
and so will business costs. This makes competition mLKh less likely. 

Using Porter's 5 forces analysis 
Competition may exist however many businesses there are in the market. It is 
shown by price competition, high marketing activity and differentiated products. 
If there is little competition, the market will be attractive to stay in or enter. If 
competition is high, an interested business might chink of producing for a 
particular market segment, selling a differentiated product or marketing co build 
a brand image. 

The four factors influencing the degree of competition in a market are shown in 
Table 2 along with the possible decisions a business might cake in response. 

17 ldentifyPorter'sSforces 

18 Suggestone possibleuseof Porter's 
Sforcesmodelindecisionmaking 

Answers on p.216 

Tab1e2 Possiblebusinessresponsesto5forcesanalysis ml!llill--··---~ Threatofnewcompet1t1on 

Threat of substitute products 

Barga1mngpowerofcustomers 

Barga1mngpowerofsupphers 

• Increase brand loyalty. Continueexistingstrategy. 
• Develop new products. 
• Develop dedicated distribution 

• Develop new products. Continue existing strategy. 
• Re-market existing products. 

• Produceproductswithno!;Ubstitutes Continue existing strategy. 
• Forward vertical integration. 

• Backward vertical integration. Continue existing strategy. 
• Cooperation with others to bulk buy. 

Strategic analysis 8 
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Eatup produces ready meals, selling iu products in one country. As many of its customers also buy sauces for cooking. Eat up is 
consideringmanufacturingarangeofsauces.ltcarriesoutaPorter'sSforcesanalysisonthesaucemarket. 

Several large producers compete heavily No barriers to entry. 

on price and marketing Less competition in high-price, quality 

end of market . 

Several similar mass-produced sauces High-pricesaucesdifferentiated 

Supermarket customers have high Small shops have less power. 

Quality raw material suppliers are few. Can use existing suppliers 

Usetheanalysistoprepareareportfortheboardsettingout: 

1 Howcompetitivethesaucemarketislikelytobe. 

2 A recommendation on whether Eatup should enter the sauce market. 

Advantages of 5 forces analysis 
• le enables assessment of market position or potential for market entry. 

• le enables assessment of competitive strengths and weaknesses. 

• le can show possible actions to reduce threat from competition or use 

opportunmes. 

Disadvantages of 5 forces analysis 
• le is simplistic so it is difficult to apply to complex markets. 

• Analysis may quickly become out of date. 

Core competencies are the unique capabilities a business needs to be 

competitive. They illustrate the key concepts that make a business. prcxlucc or 

brand valuable to a customer and may be found in any functional area. Core 

competencies make one business stand out against the rest. Examples include 

Apple, which makes IT devices that are distinctively designed and easy co use, 
and Walmart which sells groceries and consumer gocx:ls at low prices. These 

core competencies have been used in marketing to build up a dist inct brand 

image and identity. 

Checklist for deciding core competencies in an 
organisation 
• Gives customers a positive view and benefit. 

• Provides access co a wide range of prcxlucts and/or markets. 

• Difficult for competitors to imitate. 

Developing unique core competencies will enable a business to focus on what it 

needs to do co make customers buy its prcxluccs. There are resource costs in 

determining the core competencies and simpler models, such as SWOT analysis, 

may possibly perform the same function. 

Core competencies and products 
Core competencies may also be used in developing a product range strategy. 

They can lead co the prcxluccion of a core prcxlucc that is not sold directly 

but is embedded in all the products in the range. Black & Decker has core 

competencies in design and technical performance at low cost. le has focused 

on the prcxluction of electric motors. These are found in drills, garden 

equipment and machine cools. 

Themodelsinthisunitaredesignedto 
giveindicationsforanalysisandaction. 
Theyshouldallbeusedalongwith 
otherfactorstomakefullyinformed 
decisions. 

Corecompetencies:theunique 
capabilitiesabusinessneedstobe 
competitive 

19 Explain core competencies. 

20 How might a core competency be 
identified? 

Answers on p.216 
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Strategic choice 
Once a business has analysed its position, it can act. Strategic choice deals 

with three tools chat can be used to choose a strategy chat answers the 
question 'how do we get to where we wane to go?' le is important to 

remember chat these methods have limitations. They only apply for a shore 
time·scale and are only as good as the accuracy of the information they 
use. Other factors should al,o be taken into account in making a strategic 

choice. 

-•~·ttfffllll·~111~1,~1tc-,~0~11#1:1;~:1~·i!Hm1a,m11!tt1ttli·imJ;»•1~~-1:~111anm::e .. ~~~~~~~-4~ 
Ansoff'smatrix(Figure7)isusefulforabusinessseekingtoexpand.lcanalyses 

choices in terms of types of markets and products and gives four possible 
choic~ with an indication of their risk. Any expansion will carry some risk 
because consumer behaviour and competitors' actions are oot fully predictable. 

Existing 

.. , .. ,.., 1 
pef\l'tration development Ii, MAS:: i 

development I • 

Figure7 Ansoff'smatrix 

Market penetration - existing products and markets 
The face chat the business already has prcxiucts in the market means there is low 
fr,k Methcxls for market penetration in an existing market may include: 

• increasingfrequencyofpun::hase 
• finding different new customers 

• gaining more brand loyalty and rep€at purchases 
• taking sales from competitors 

One or more of these will be selected as an objectivt>, and a strategy dewloped 
using appropriate mechcxis, such as increasing advertising and promotion, 
extending distribution channels, making special offers and increasing the sales force. 

Factors making for success 
• Anunsaturatedmarket. 
• lowcompetition. 
• Growing size of market. 

Market development - existing product and new market 
The face that the business knows its prcxluccs but is introducing them to a ne-w 
market means there is medium risk. Mechcxls for market development may 
include: 

• anewusefortheprcxluct 
• anewareaforsales 

• targeting a different type of consumer 

One or more of these will be selected as an objective, and a strategy developed 
usingappropriatemechcxls. 

• Donotconfusemarket 
penetrationasastrategyin 
Ansoff'smatrixwiththetacticof 
penetration pricing. 

• Donotthinkthatthelevelofrisk 
shownisasetleveldetermined 
purelybytheelementsofAnsoff's 
matrix. 
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Factors making for success 
• Thorough market research. 

• Core competencies are linked to the product. 

Pro duct development - new product in existing market 
The face chat the business already has customers in the market means there is 
medium risk. Methods for product development may include: 

• altering existing products to appear new 

• producing new products 

One or more of these will be selected as an objective, and a strategy developed 
using appropriate methods. 

Factors making for success 
• Thorough market research. 

• Scrongbrandidentityandcuscomerloyalty. 

Diversification 
The face that the business has no experience of the product or market means 
there is high risk. Methods for diversification may includl': 

• u,e of R&O linked to market research 

• integration with another business 

One or more of these will be selected as an objective, and a strategy developed 
using appropriate methods. 

Factors making for success 
• A real driving force for diversification exists, e.g. failing existing market, 

management growth objectives. 

• Thorough market research and advice from produce/market experts. 

• Flexible organisation culture and high resource availability. 

Ansoff's matrix - strategy and risk 
Ansoff's matrix indicates levels of risk associated with each of the four mategic 
choices. These levels are only indications as it may be difficult to define a market, 
and there may be factors other than the product and the market affecting 
success. A business can use the matrix co lower the risk of whatever strategy 
is chosen. For example, a business chinking of market development will make 
sure that market research is thorough and accurate, and a business thinking of 
product development will make sure that the product matches the brand image 
in the existing market. Using Ansoff's matrix is not a guarantee of success. 

Advantages of Ansoff's matrix 
• le is simple and easy to draw up. 

• Clear choices and associated levels of risk are shown. 

• It enables strategic choice within a strategic planning framework. 

Disadvantages of Ansoff's matrix 
• le is simplistic and ignores many relevant factors. 

• Indications of risk are general guidance only. 

MakesurethatyouapplyAnsoff's 
matrixtotheinformationgivenabout 
abusinessanditsmarket,relatingthis 
tothefactorsmakingforsucc~sin 
eachchoiceanditsadvantagesand 
disadvantages. 

21 Explainwhatismeantbyeachof 
thefollowingandstatethelevelof 
risk associated with each: 

(a) market penetration 

(b)marketdevelopment 

(c) productdevelopment 

(d)diversification 

Answers on p.216 

i'i4it9. :Fiitffifi 
Drawatabletoshowtheadvantages 
anddisadvantagesofusingAnsoff's 
matrixtoabusinessmanufacturing 
bicyclesthatisconsideringgrowth. 

22 Identify one advantage and one 
disadvantageofusingAnsoff's 
matrix. 

Answer on p.216 

•tlffltt8~3-~@l·~~·t11ME·llm·~l1tttm1._~~~~~~~~~~~~~~~~~ 
Force fi e ld analysis is used when deciding on a particular change. It identifies 
and compares the forces acting against the change with those acting in favour 
of it. Unfavourable forces can then be reduced and favourable ones made 
stronger. 

Force fie ld analysis: analysisthat 
comparesforcesactingtomakea 
changewithforcesactingagainsta 
change. 
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Using force field analysis 
1 Sec out two columns. 

Use the leh column to list all the forces in faYOur of the change (drivers). 

Usetherightcolumncolistallcheforcesagainscthecha.nge(rest rainers). 

Show the strength of each fort:e with a score from 1 (weak) to 5 (strong). 

Add all the scores for each column. 

6 Makeadecis.ionbasedonthetotalscores. 

7 ldentifywayscostrengthenthedriversandreducetherestrainers. 

8 Repeat the analysis. 

Advantages of force field analysis 
• It is s.imple to carry out, easy co understand. 

• It identifies clearly forces acting on a decision. 

• It enables drivers co be strengthened and restrainers to be reduced. 

Disadvantages of force field analysis 
• Some forces may be omitted. 

• Scoresaresubjecciveandcouldbeinaccurace. 

• Simplistic addition of scores ignores other factors. 

4·14 j(,[Oi,ii4Hffi¥i 

Drivers: factorsactinginfavourofa 
change. 

Restrainers: factorsactingagaimta 
change. 

Acollegeisconsideringgivingstudentsaccesstoalltheirrecords.Thetablebelowsetsouttheresultsofaforcefieldanalysis 
undertakenbytheseniormanagers. 

mmlli·&J!#iili§iii 
Technology makes it possible AdditionalcostoffTsoftware 

College's need for transparency Costofchangetorecordsystem 

Student expectations Confidentiality fears 

Lecturers in favour Lecturersnotinfavour 

Total 

1 Usingtheanalysis,shouldstudentaccesstorecordsgoahead? 
2 Howconfidentareyouthatthisdecisioniscorrect? 
3 Suggest how the drivers might be strengthened and the restrainers weakened. 

Thesetechniquescannotmakeadecision.Theyareusedtogetherwithother 
informationtoproducegooddecisionmaking. 

•t!•l=#iit!ii~·ID,i~ttti+C·!·l.._~~~~~~~~~~~~~~~~~--4~ 
Decision trees enable a choice between possible actions to be made especially 
when there are: 

• clearaltemacivechoices 

• numerical costs and benefits of the choices 

• probabilities of success or failure for each choice 

This enables calculations to dee.ermine the aaion giving the greatest monetary return. 

Construction of a simple decision tree 
Working from leh to right, a decis.ion tree is drawn by setting out: 

• A square decision node ,howing the decision to be taken. 

• Option choices indicated by lines ending in a decision node or outcome. 

• Outcomes indicated by a circle (chance node) followed by probabilities of 
possible our.comes. 

• The expected money value (EMV) of the outcome. 

Expectedmoneyvalue(EMV): value 
of a possible outcome in money terms, 
based on forecasts 

Strategic choice 8 
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This decision tree shown in Figure 8 deals with whether to buy a new or a 
second hand packaging machine. 

• Calculations are made from right to left. 
• Expected value fOf each option possibility : EMV x probability (A). 

• Add the expected values for each option (calculation shown at (B)). 
• Added expected values fOf each outcome (chance node) (C). 
• Exp«:r.edvalueminuscostofeachopcion(D~ 

• Highestpossiblerecurn(E). 

The new machrle has a higher return (S235.000) than a second hand one 
(S176,000) so the analysis recommeods this option. There may be other 
qualitativefactooinvolvedthacalsoaffectthedecision.lnthiscase,thesemay 
be the condition of the second hand machine, maintenarx:e levels and relative 
lifespans. 

Ocher possible factOfs may include: 

• availabilityoffinance 

• how the options relate to business oti;eccives 

• accuracy of che monetary inforrnacion and probabilities 
• external economic environment 

Advantages of decision trees 
• They demand clear chinking and analysis. 

• They sec out choices and their value in money terms clearly. 

• They cake account of risk and probability of an outcome. 

• They demand detailed and thorough research into costs and benefits. 

Disadvantages of decision trees 
• The use of data may disguise poor or faulty research. 

• They require reliance on accurate data and forecasts. 
• Theymaybecomeoutofdare. 
• They may not rake into account all relevant factors. 

What-if analysis 
The disadvantages of decision trees can be reduced by using sensitivity or wilat· 
if analysis. Asking the question 'what if? of each of the outcomes can prcxluce 
more information chat rakes account of different possibilities by having different 
assumptions.~ example. sales are forecast to rise by 20'1' with a probability of 

Expectedvalue:thevalueofa 
possibleoutcome,takingintoaccount 
theprol»bilityofitocwrring-equal1 
EMVxprobabifty. 

Oedsion trees WOW decision points as 
t$qUMe,poinuwithdifferingpos.sible 
outcome,asacirclt,probabifityof 
an outcome and t•pttted money 
valueof;inoutcomt,andshould 
indudenochangtop1ionswhere 

I
' appropriat~ .. ~orkltfttorightto1et 

outprob;r.bil,11tsandright toltftto 
; calculatee•ptttedvalues. 

23 ldentifythreeadvantagesofusing 
decision trees. 

24 ldentifythreedisad.rantagesof 
using decision mes. 

Answers on p.216 

Oeci!.iontreestaktalongtimeto 
<Waw up. You need to be familiu wi1h 
theproceisandbeabletoe•tractkey 
information from a decision tree as 

, well a, show undemanding about how 
i deciiiontreesartused. 
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this happening of 60%. What if an unexpected change in government reduced 

the probability to 40%? Carrying out this exercise for a range of scenarios will 
increasetheaccuracyofthedecisiontreeanalysis. 

4'14 MH,Fii@#i 
Regal Ltd specialises in making metal forming machines. The R&D department has designed an easy-to-programme, computer­
controlled machine (Cammill) costing $6m, which would be attractive to manufacturers. Market r-arch information is set 
out in a decision tree (in Figure 9). The operations department would like to move production from the town centre to a 
cheaperpurpose-built,modernfactoryonagreenfieldsite,evenifthismeansriskingthelossoftheskilledstaffinthetown. 
Maybe managers would not want to move and planning permission would be needed. The more expensive new machine 
would mean selling to larger businesses at a higher price, but export markets look promising. A new strategy would be needed 

rrarketri>Spoose 

Negative 
rra1ht response 

Camm ill (SOm) 

not approved 

Figure 9 Camm ill investment decision tree 

outcorres 
+ S81ll 

+S12m 

+ S2m 

+ S6m 

1 Explain how either Ansoff's matrix or force field analysis might be useful in deciding whether to go ahead with the 
Cammillproduct. 

2 (a) Calculate the expected return from manufacturing Cammill. Show all of your workings. 

(b) Discuss how useful decision tree analysis is to Regal when taking the decision to commit to Cammil l. 

Strategic implementation 
Once a strategy has been decided upon it is implemented through a business 

plan. The strar.egy must takl' account of corporate culture and the organisation 
should be prepart'd for managing necessary change, including planning for a crisis.. 

•t~:1DitD11~:i4!¥1i~·l!fflft!ll._~~~~~~~~~~~~~~~~~--4~ 
Businessplans aredesignedforanext.ernalaudience-bank5,venturecapital 
suppliers, potential buyers or partners. A business plan sets out corporate 

objectives, functional area mategic and tactical plans, financial forecasts and 

market analysis. 

Key elements of a business plan 
• Summary of basic information - a brief overview of organisation 

name, history, legal structure, prcxiuct description, sources of resources and 

objectives. 

• Product or service - more detail on what is being prcxiuced and how it 
meets the needs of the market. Differences from competitors' products are 
included, especially patents or copyright. 

Bus inessplan: setsoutobjectives 
andha.vanorganisationintendsto 
achievethembystrategic:andtactical 
plans, market information and finaocial 
foreca1t1 
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• Market analysis - a description of the market including the size, 
competition, market trends, target customers and possible future changes, 
basedondcx:umentedmarketresearch. 

• Marketing plan - this sees out the planned marketing mix and haw this 
willmeetcustomers'needs. 

• Production plan - this contains details about how the product or service 
will be produced. It includes buildings, machinery, prcxiuction methods. 
supply arrangements and quality assurance methods. 

• Organisational plan - this often contains an organisational structure 
chart and describes how the workforce will be organised and structured, 
with management and training arrangements. 

• Financial forecas ts - future monthly cash flows and income statement 
forecasts demonstrate how finance is to be raised and managed. 

• Conclusion - this is an overall summary of the whole plan looking 
forward . 

The value of a business plan 
Any size of business will find a business plan valuable, especially for obtaining 
finance, as it sees out exactly why a lender or partner should be interested. le 
also provides a detailed framework to ace as a focus. This is why small businesses 
starting up usually find the planning process invaluable. larger organi,ations 
proposing expansion or change may also prepare a business plan and many 
regularly maintain and update their business plans. This is because a business 
plan enables: 

• close checking that an idea will be successful in reality, indicating haw co 
overcome possible problems 

• successful applications for a loan, grant, subsidy or other finance 

• detailed examination of the financial and organi,ational implications of a 
proposal based on thorough research 

• detailed assessment of the internal resources needed for success and exactly 
what external resources will be needed 

• a focus and sense of direction 

• constant review of progress 

Possible disadvantages of a business plan 
• The cost of producing it and the possibility of inaccurate forecasts. 

• le may become inflexible if it is followed slavishly without OOng adapted to 

changing conditions. 

Theseelementsaresuggestions:there 
isnosetlayout.Abusinessplanshould 
answer the questions: 
• Whatisthepurposeofthe 

business?(values/mission 
statement) 

• Wheredoesitplantogo? 
(objectives) 

• How will it get there? (functional 
area.strategies) 

, • Whatisthecost?(financial) 

25 Brieflyexplainwhatabusiness 
plan is. 

26 ldentifythreeadvantagesof 
drawingupabusinessplan. 

Answers on p.216 
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Types of corporate culture 
Corporate culture is the values and behaviours shown by employees as 
they work. It appears in dress codes, attitudes co work. organi,ation structure, 
leadership styles, ways of communicating. and how employees relate to each 
other, suppliers and customers. AO'j type of culture may be appropriar.e co a 
successful business. The organisation must match its culture to its objectives and 
markets. 

The types of corporate culture include power, task and entrepreneurial 
cultures. 

Corporateculture: thevaluesand 
behavioursshownbyemployeesas 
they work to gettas.l::1 done. These can 
alsobedeterminedbytheattitudeof 
managers and owners 
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Power culture 
The power is located in the centre or at the cop, with small numbers of people 
responsiblefordecisiom.Typically: 

• leadershipisautocratic 

• decisionmakingiscentralised 

• organisation structure is narrow and call 

• communication channels are defined in a hierarchy 

• Decisionsaremadequicklyanddearly. • Creativity is limited, little group or team work 
• Decisionsareputintopracticeexactly. • Some employees are unmotivated as they have little control. 

Task culture 
Focused on team working. and power is located in what people contribute, not 
their formal position.Typically: 

• leadership is democratic and empowering 

• decision making is delegated 

• organisation structure is flat, wide or a matrix 

• communication channels are informal 

• Creativity is high • Slow deci~on making and team rivalry. 
• Many employees are motivated by responsibility and team working • Changing teams is costly and disruptive. 

Entrepreneurial culture 
Entrepreneurialculturesarefocusedongeneratingideasfromalllevt>ls.Change 
and risk taking are encouraged. Typically: 

• leadership is democratic or laissez-faire and empowering 

• decisionmakingisdelegated 

• organisation structure is flat, wide or a matrix, able co change 

• communication channels are informal and fast 

• Manyideas,quicktoreacttochange. 
• Many employees are highly motivated. 

• Timeandresourcesarewastedinunworkableideas. 
• Littlecontroloveremployees. 

Strong and weak cultures 
Whatever the culture type it may be strong or weak. 

Strong cultures are ones in which employees all: 

• understand the culture and conform to it 

• agree on the values and behaviours 

Weak cultures are ones in which employees: 

• do not fully understand the culture and need detailed procedures and rules 

• may have different ideas about the culture and this may lead to conflict and 
different ideas 

The importance of corporate culture 
Businesses have their own objectives and market environments. Corporate 
culture should maximise the chances of reaching the objectives, so it is 
important to choose the most appropriate type, including the possibility of 

changingitaschebusinessdevt>lops. 

Othercorporateculturesarepossible, 
e.g.personandrole.Thesearenot 
namedintheexaminationsyllabus 
butanydiscussionofthemwillbe 
rewarded in examinations.Research 
themandproducenotesontheir 
advantages and disadvantages. 
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Power corporate cultu re may be very appropriate for markets that have: 

• prOOucts with a long life 

• prospects for expanding internationally 

• a great deal of competition 

and may be less suitable for markets with an emphasis on high and new 

technology for new prOOuccs. 

Task corporate cultu re may be very appropriate for markets that have an 

emphasis on high and new technology for new prOOucts, and less suitable for 

markets that are growing. or face a lot of competition, where produces are long 

lived or where there is the chance of international expansion. 

Entrepreneurial corporate culture may very appropriate for markets that have: 

• an emphasis on high and new technology for new prOOucu 

• highgrowth 

• a great deal of competition 

and may be less suitable for produces that have a long life. 

4·14 j(,j.i,ii,Hffifi 

27 Explainthreedifferenttypesof 
corporate culture. 

28 Suggesttworeasonswhyan 
appropriate corporate culture 
mightbeimportantforabusiness 
to achieve its objectives. 

Answers on p.216 

Facebookoffersanonlinesocialmediasitethatisalwaysdevelopingnewservicesandfacilitiestokeepaheadofthe 
competition in a high technology, growing international market Facebook has deliberately encouraged a particular corporate 
culture that includes: 

• shareddeskspacesandteamworkingonshort-termprojects 

• gamesrooms,freefoodandchildcare 

• time and resources for employees to work on their own ideas 

• flexible working hours and the possibility of working from home 

• inductionprogrammes,mentorsandaccessforalltoseniorstaff 

Some employees were critical because working hours were long. pay was low, the perks offered tied employees to the company 
anditwaspossibletowastealotoftime. 

1 Givingreasons,explainthetypeofcorporatecultureFacebookhas. 

2 Explainwhetheryouconsiderthisculturetobestrongorweak. 

3 lnwhatwayisthistypeofcultureappropriatetothebusinessFacebookoperates? 

4 Discuss theadvantagesanddisadvantagesforFacebookchangingitscorporateculture. 

·•1·ttm=·=-~,.~144iilll!-1¥l·l~·~,t~1:!tJm¥~·~·1~u~11c1¥=11::imi1,,m,~,,~u1~·lli'!·i~,1~+,-~~~~~~---4~ 
Businesses can never be static. Their employees, markets, suppliers, competitors 

and the economic environment are always changing. It is vital that a business 

alsochangestoadaptwiththisprocess,whetherseenorunpredictedchange. 

Flexibility must be built into the corporate culture, whatever this is. Processes 

for making change happen when necessary are crucial, i.e. a culture of change 
should be built into the corporate culture. 

Basic methods for successful change 
• Create a positive working environment by focusing on what is going well. 

• Identify committ.ed change leaders in important management positions. 

• Make sure that every employee knows and works co new values and beliefs 
by writing and communicating objectives and mission statements that really 

apply. 

• Involve every employee in problem analysis and solving, building change into 

every role. 

• Give every employee the chance co comment on the implications of change. 

• Train all employees in change management at an appropriate level. 
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Techniques to implement and manage change successfully 

Overcome resistance to change 
Resistance to change is natural. People fear loss of s.ecuricy, power or the 
unknown. The first seep to successful change is to o\lefcome resistance. 
Managerscanminimiseresiscanceby: 

• helping employees co talk about their fears 
• givingreasonsforchange 

• giving employees full information about the change 

• prO'.'iding support and training 
• inviting comment on the proposals 

Techniques to implement change 
Any corporate culture can manage change successfully. Those with structures 
that focus on people will already have open communication channels and 
invol\lelTlent of employees in decision making. Organisations more focused on 
central decision making can use this to communicate change processes clearly 
and successfully. Techniques that apply to any organisation include: 

• Give good advance notice of change coming. 

• Makeresourcesavailableforchangeprocesses. 
• Give a very clear vision using mission statements chat are explained in a way 

that shows a need to change and a new direction. 

• Gee key leaders at the top committed to the change~ project champions 
are a possible way co do this. 

• Communicate reasons and proposals for change clearly to every employee. 

• Give every employee the chance to comment on the proposals - this 
involves everyone, giving ownership, and may generate positive suggestions. 

• Provide appropriate training and support for all. 

• Change management and organisation structures to reflect the new 
position. 

Development of a strategy to manage change 
The r.echniques of managing change can be used within each step of a strategic 
approach for managing change. 

Kotter's eight-step strategy 
Some of these seeps may take place at the same time. 

1 Create urgency. All employees need to know there is need for change and 
expecc1ttocome. 

2 Create a change team. Prepare committed and respected manager/leaders 
atallle'les. 

3 Create a vision. Decide on new values and beliefs contained in value/ 
mission statements and objectives. 

4 Communicate the vision. Use all the communication channels in all 
functional areas. 

S Empower people and remove obstacles. Identify reasons for resistance co 
change, and minimise these using leaders or project champions. Restructure 
and reward those working for change. 

6 Create short-term gains. Small steps for change mean all employees can 
see benefits and progress. 

7 Build on the change. Continue the process of change after each small step. 

8 Anchor change into corporate culture. Build change into whatever 
culturechereisbygettingleaderstosupportchange,tellingsuccessstories, 
inducting staff into change and rewarding change. 
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A manufacturing company faced the prospect of going out of business due to intense new competition from low cost 
businesses. Only the directors were aware of this as the factories were running 24 hours and the workforce was happy. The 
directors held meetings with senior managers and supervisors, and convinced them of the very real threat. Research showed 
that the rest of the workforce still did not realise this. Foreman supervisors were seen as key employees, in charge of translating 
management requirements to the workforce. Meetings with head foremen were held in which they had the chance to make 
contributions in debate. Following these meetings, most of them were in favour of change and were willing to promote change 
to their teams. Team meetings for all employees were held in company time. Major changes in working practices that reduced 
costs followed. 

1 Out linetwotechniquesforachievingchangeusedbythisbusiness. 

2 Analysethenrategicchangemanagementapproachtakenbythebusiness. 

3 Whatroledidhavingastrategicapproachplayinthissuccessfulchangemanagement? 

•t!a~1~,n~1:m1i44S:·iim·1a~·ICfi~,1~:1~1u;1m-1~,1D·t~·mHmn1,~,,mfi~,fl·P~J~,.~rn~,m,._~~~~~~---4~ 
Events that threaten a business may occur suddenly. Mose of these are foreseeable, 

even ifcheyareunlikely.Awell-preparedbusinesswillcakestepstobt'readyfor 

these events. Crisis management is the process by which a business deals with a 

majoreventthacchreat.ensitsoperation. Examplesir.cludefloods,afire, 

equipment failure or mass resignations. Contingency planning is the proces5 of 
planning for foreseeable but unlikelyevents(crises)chacwill threaten a business. 

Correct planning will make the negative effects of a crisis as ,mall as possible. 

Contingency planning stages 
1 The first essential stage is to recognise the need for planning for crisis. 

ldentifyforeseeableeventsthatmaythreatenthebusiness. 

Give each event a probability to identify which of chem is the most likely. 

Decide which events will have the biggest negative effect. 

Prepare a contingency plan to deal with these events. The plan must include 

specific actions for immediate problems and actions to return the business 

to normal working. 

6 Test the contingency plan and how well it functions. 

7 Reviewandupdacecheplan. 

Advantages of contingency planning 
• Quickresponse. 

• Reassures stakeholders. 

• Helps senior managers generate favourable public relations. 

• Maincainsconfidence. 

Disadvantages of contingency planning 
• Uses valuable time ar.cl resources in preparing and training. 

• Cose of reviewing procedures. 

• Mayleadtolessplanningtoavoiddisascers. 

• Likelynevercob€usedsocoukib€awasteofresources. 

Crisis management: theprocessby 
Vllhichabusinessdealswithamajor 
eventthatthreatensitsoperation 

Contingencyplanning: theprocess 
ofplanningforforeseeablebutunlikely 
events(crises)thatwillthreatena 
business. 

29 Define contingency planning. 

30 0utlinetheprocessforsuccessful 
contingency planning. 

31 Statethreeadvantagesandthree 
disadvantages to contingency 
planning. 

Answers on p.216 
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A level questions and answers 

This section contains exam-style quesciom for each A le'vel 
topic followed by example answers. The am.wen are followed 
by expert comments (shown by the icon ~ ) that indicate 
where credit is due and areas for improvement. 

6 Business and its environment 

C:ttM®'t 
Bright Hair and Nails (BHN) pie 

BHN produces a range of chemicals and other 
products for hair and nail care. It sells mainly to 
18-40-year-old, middle-income women. Sales are 
rapidly rising as this group's disposable income 
increases. last year BHN introduced a new organic 
sustainable range called Care, aimed at teenagers. 
BHN closed a factory so that Care and some other 
products could be manufactured in another 
country, where prices of land and labour are much 
lower. The bad publicity from the closure and 
redundancies has recently been made worse by 
environmental pressure-group claims that Care 
uses non-sustainable chemical ingredients and 
that adverts have been misleading. Competitors 
are continually developing new technologically 
advanced products. The directors are considering 
the following information. 

Table A 

Annual GDP growth rate in next 3 year.; 

Annual population growth rate in next 3 years 

Annual population growth 10-18 year olds in 
next3years 

Forecast annual inflation 

oftheseisforecasttori1eatanevenhigherrate(4%), 

producing a larger number of potential buyers, a good 

indk:atorforhighersales.However,plicesareforeca1ttolise 

at a fa1ter level than GDP or population. This will lead to 

increasingcost1andp,e1sureonprofitmargimorp,ice1.lloth 

ofthesewilltendtoleadtoafallin1alesandprofits.Thefall 

inp,ofittaxislikelytomorethanoffsettheseeffectsandlead 

toanincreaseinprofits.Thefallintheexchangeratewilllead 

to import prices rising. This might increase the com of Care, as 

it is manufacrured elsewhere, and lead to pre1sure to increase 

pnce1orcutmarg1ns 

With increasing concern for environmental fact= BHN has 

donewelltoimroduceanorganicrangeandislikeiytoincrease 

sale 1. However, it will have to demomtrate that the criticimis 

aboutingredient1andadverti1ingarenottrue,otherwisethe 

presmregroopactionsmayconvincepotemialandexisting 

cmtomer1 not to buy. Misleading adverts may al10 attract legal 

action from government or regulatory bodies, co1ting BHN 

money and reputation, which in the personal care market is 

crucial.ltisverydifficulttoasse1stheoveralleffectsofthese 

factorsa1theyarecomplexandanindifferentdirections.The 

actions of competitors and movement of ingredient prices will 

also be important in the furure mcCl'ss of BHN. 

~ ~:::;:;t::::~f::n;:::: :::mon;::a~ ::::. 

Understanding of the concepts and their pmsible effects is 
demonstrated in brief chaim of argument (analysis) and these 
are related to BHN and its products (application). 
Understanding that the effects of one change may depend on 
other changes is shown (evaluation) and an attempt to weigh 
up the relative importance of these effects is made 

(eva/uationt The complete answer would be expected to 
achieve marks in the top level, i.e. 17- 20 mari<s. 

7 People in organisations 
Forecastchangeintaxonprofits 

~Fo_re_ca_o _,ha_ o~ge_ io_ e_rte_,ra_ l_" _'ha_ o~ge- "- "-~-~ m.!t!•tt@l!CI· ~·~·1111# ..... --------
Discuss the ways in which the information in 
Table A and other external factors could affect 
how successful BHN is in the future. [20] 

Pfft:lt=Fliii:h /41$tffiil 
BH N producesconsumerproducts.ltstargetgroophas 

rapid~risingincomesso1alesarelikeiytocontinuetoincrease. 

Populationgrowthat2%p.a.alsosuppomthisconclusion, 

thoughthismumesthatthetargetgroupislikewiseincreasingin 

size. The new Care range is aimed at teenagers and the number 

People First Ltd 

People First Ltd manufactures a range of kitchen 
equipment including cooking utensils, plates and 
cups and ovens. The business is American-owned 
but has its manufacturing base in India. The senior 
managers are all from the USA and many of the 
workers feel that they do not understand the 
needs of the local employees. The managers realise 
that they have a serious issue with the low level of 
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morale among the workforce and they have noticed 
a signlfkant increase in the levei offaulty products 
being produced. The managen have also bttn made 
aware that some dep;11rtments have performed 
much better than others; some have consistently 
met their targets while others have not achieved as 
much u 7S% of what was expected of them. One 
dep;11rtmental manager has said that he has not 
been able to meet targets set for his department 
because he does not have enough suitably qualified 
staff to undertake the tasks required. 

Discuss the extent to whkh a lack of workforce 
plannlng might be responsible for the high 
le\'fl of faulty products and the hlWure of some 
departments to meet their set targets. !lS] 

IM©Miii,G dittlfi¥01 
Workforceplanninginvolvesemuringthatabusinesshas 
therightnumberofl.fflployel'1withtherightsl:.ills, inthe 
right place at the right time. According to one departmf.'11tal 
rNnager, targets Wl'fe not ml't in his depMrment due to a 
llick of emplO')oees with appropriate wll~ If the department 
doesnot~enoughmff,thatcouldexplainthef.iilureto 
meet targe,;s and more worlcers Y!OUld be recruited. If there 
are sufficient employees but without relevant sl:.~ls that might 
explli1ntheincrea'iol'inf.iultyproductsandthef.iiluretomeet 

targe,;~ Thiscouldindicatethatworkforcepi.,ninghadnoc 
rakenplaceorif ithad,thentherequiremenrsforthenumber 
andqualityofemployeeshad notbeenmeo:. 

The business also recognised a p~l.ffl of low morale 
amongst l.fflployees so it is possible that it is poor motivation 
thathasca1.1sedtheincreaseinfaultyproducts. Lowlevels 
ofm«iv;itionmightbeduetothefee!ingthattheseniof 
rNnagersdo not understand the needs of the lool workforce 
It is possble that inappropriate methods of mo<ivation are 
being used. The HRM department should meer with some 

employeestodisc:overwlutcouldmotiVlltethl.fflsothat 
rNnagerscanadjLI'ittheirapproachtotheirworkef\. 

Discussion with the employel'1 is 1'1sent1al to undermnd 'M"lich 
ofth1'1efactorsis like~1ohaV!'causedtheproblemsiden1ifled. 

@;:;;~:~:!:r:::::::::!~:::;~o '::et 
setta,yersandtheincreaseintheproduetionoffavlry 
pl'OO.Kts. The candidate recogni!ies that it might nor just be a 
workforce planning problem and that there mighi be another 
cause, i.e. poorly morivated wotkers. There are other possible 
causes of the f;m/rygoods thatcoukl ha~ been dixussed, 
e.g. poo< materials or faulty equipment. These fl'Wghr have 
added some deprh to the answer. Howeler, the candidate 
does show a good under5tanding of WOfldorr:.e planning and 
motivation~ and how thi5 can impact on the output of a 
business. Some evaluation is included but hits limited 
development. For example, the ideil of HRM meeting 
employees to discuss motivation issues could have been 
fvrtherdiscussed 11nd would have strengthened the 
evaluation 111 the end of the answer. The comp/ere all5'Wtr 
woukl gain 13115 marks. 

EMM+ 
Excehklrltd 

Excelsklr Ltd, a producer of office equipment based 
in the UK, has experienced rapid and substantial 
growth over the past 2 years. The busineu has 
had production facilities in the UK for 2S years 
but more recently has built factories in India and 
Indonesia. 

A recent e-mail sent to all departmental managers 
in the UK f;;r,ctory asked them to instruct their 
staff to look at the notice board as soon as possible 
because an Important message had been posted 
there that all empk>yees needed to read. The 
notice informed employees that the business 
was considering closing the factory and moving 
production to the more modern factories In 
Indonesia and India. 

Assess the u;tent to which the chosen method 
of communication was appropriate in this 
situation. 

lffirf:F\iii,G i§iitiiffiil 

[8] 

ThemaNgersofElo:celsior Ltd wanted to convey the 
infon-Naonquicktyaridanocic:eboardcanachievethat. This 

is informat1on that f!,ll'f'f member of staff should has,!, arid 
thereisnoguaranteethateV!'ryemployeewill looli;atthe 
notice board. The information means that workers in the UK 
facrorywillprobablylose theirjobs; theuseofnoticeboards 
is too imperwnal when communicat ing such po<emially 
devastating news. TheworkersdonothaV!'an opportunity 
roundemand thereasonsbehindthedecisionortOgis,! 
feedb.ick ro the fN.UgtfS about how they feel about the 
news. It rTllght Nve been more appropriate to hold a mff 
meeting so rhar senior rNnagers could opl.iin in more denil 

'Mlythisdec111onisbewigrNdearidwhenit1slikelytooccur. 
Theycangis,!theemployel'1anopportunitytoasl:.questions. 
Potentiallyhfe-changingnewsshouldhavt>beendelivefedin 
a more personal manner. Pl'fhaps departmental meetings 
could haV!' been held meaning fewer workers in each meeting 
givi ngeachofthemabetterchanceto give feedbackorask 
questions. Departmental mel'tings might each give a slightly 
different message causing confusion amongst workers who 
discusswhatthey~eheard 

Letterscould~ebeensenttoemployeesgivingdeo:ailsofthe 

proposed closure, the re~s .ind timesc:.ile This 1110Uld me;in 
theyViOUldhaveapermanentrecordofthefactsburdoesnot 
give the opportunity to ask questions unless a staff meet111g is 
heldafterworkershavt'receiV!'dthelmers. 

€> :;:1d~::=::~;;'::e~o:::~=n~r~n 
and the wily in which it might affect employees. The 
candidate also considers the amount of information thar 
empio},ees might want e.g. the timesca/e involved. There are 
some eva/u11ti~ comments within the answer 11nd the 
complete aflSWt'r woukl gain 8/8 marh. 
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8Marketing 

e:m,mn,, 
TecWtar 

TecWtar, owned by Jameen, manufactures 
waterproof coats and trousers. Tecware has been 
in business for 3 years and h.u alrtady built up 
a growing customer base that appreciates the 
distinctiveness, quality and design of the clothes. 
Sales to customers .ue made through 18 specialist 
clothing stores and~ internet site and show a 
seuonal variation. Jameen uses moving averages 
;md othtr methods to forecast future sales. There 
.ue sevttal large transnat ional companlH selling 
similar clothing which have much larger promotion 
ilnd research budgets than TecWear. They are 
continually bringing out new products and fabrics. 
Jameen now feels that TecWear needs to develop or 
fall. She employs a part-time fabric scientist who 
is working on a new unique lightweight, washable 
fabric that could be used for outdoor gannents. 
Without the waterproofing ingredtent It wouk1 
illlSO be suitable for indoor clothes, Including shirts 
and drtises. Financing furthff developmrnt will 
require borrowing. Brief market rtsearch Indicates 
that a paper catalogue in addition to the website 
might be a means to attract more customers. 

(b) TecWeuusesmovingaveragestoforecutsale~This 
method1susefulbecausesalesvarybyse;isonand 
c.ikulatingatrendandadding seasonalvari,monwillgive 

.iriaccurateprediction. ltwillnotbeabletodetermine 
randomcNngestosales,norpredicttheeffectof 
ch.inges in the nw~t. ',Uch as a competitor bringing 
out a new design or promotional campaign. Sut it wil l 
enable Jamttn to haYe a d ear idea of sales reYenue in the 
future,enablinginvestmentdeci5iom <,Uch asdeveloping 
the new fabric to be well made. Other methods might 
iocludeaskingoutletstheirview5 onthemar~tand 
expectedsalesand1.1singcu'itomer informationfromthe 
website,lookingatthepercentageofpeoplewhovisit 

andbuy.Theseforecastingmethodsarenotexpens.ive 
andwillgiveadearideaofexpectedloillesqwinmyand 
revenue. Th,swillenableproductionplanstobeacCl.lrate 
CO'il:Stobeminimised,artdca!.hflowsand.inybofrowing 
requ1rementstobeforecast. However,inarapidly 
changing market. loilles forecasts must be constandy 
revisedandtreatedwithcare. 

€) ::~;:;: ::~~~t::::::=:n~,r~:~ to 

TecWear's situarion. Benefits and drawbocks are considered, 
with reasons for each. Some atterrpt is made at a conclusion. 
The complete answer wooJd be expected to achieve 12-14 

='*• 

9 Operations and project 
management 

(a) Analy5ethebenefitstoTecWearofproduct '1!!:m!Dt----------
development. [10] e:mm, 
(b) Evaluate the importance of sales forecasting 
forTecWear. (14] 

lfflrfl@lii:ti j§jffiftijfl 
(1) TecWear's business is built on seMing to people who 

Will{ something different from the llirge finns' products. 

lnordertoo::mpete,TecWearNstooffersomething 
that can nor be bought ehewhere. R&D wi ~ enwle it to 

continueto b-ep ahead ofthebigcompanies.Failureto 
developnewproductsmeans thatthecompetitionwill 

s.ooncopyTecWear'sfabfics andtheir~gresearch and 
promotio/1 budgets will attract business from TecWear. 
The performance dothing marlret demands clothing that 6 
witerproof and light and Tee Wear needs new de5igns and 
fabrics to keep up with market changes. The new fabric wil 

maintain competitive advantage ;and enllble expansion into 
a new nwket.AII TecWear has to decide 1s whether the 
poi:enti.ilbenefitsarebiggerthanthell"M!stmentneeded. 

€} ::;:r~~~=l~ ~: ~~rene:~:r:::t'!r::ns 
given for their importance, all in relation to TecWear's 
situation. The complete answer would be e11pected to achieve 
8-IOmatts. 

Problems at Blkki Ltd 

Jon and two associates left their jobs with a food 
manufacturing firm to set up their own business, 
Bikki Ltd, maiklng biscuits. They took up an offet' 
of leasing a factory with the equipment needed for 
mixing. baking and packaging. They hired workers, 
engaged in a marketing launch and achieved all 
their sales targets, selling to small shops illnd one 
large supermarket chain. After a year several 
problems appeared: 
• The supermarket began returning significant 

numbers of packets becau5t biscuits did not 
meet the quality criteria. 

• Stocks of ingredients .ind finished p.ickets built 
up illnd some spoilt. 

• The equipmrnt began to break down 
frequently. 

• Labour turnover rose and many employees 
complained of boredom. 

Jon was warned that repeat orders were in danger 
unless quality improved. Employees became aware 
of this and their motivation fell even further. The 
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su~rmarket buyer had a quiet WOf'd: 'Unless 
quality Is improved within thrtt months you 
lose our order. Why not try lean productkm?' Jon 
qukkly investigated this ktea. 

Evaluate the introduction of lean production at 
Blkkiltd. [20] 

iffiltMiii:B dlf!btffiil 
Leanproductionisusingrel(ll.!rcestoproduceinthe=t 

efficient way to minimiw wasce. It kttps costs as low as 

possibleandenablesconsistentqual itycriteriatobeachieved. 

ltdoeschisbyfocusingonfouraren. 

Firsc.jusc-in-ameproduction Thisirwolvesoolyordemg 

m..reri.ils when thl-y are needed for produaion. and sending 

finrshed goods to siwlien quickly so that ilYenrory at all 
scagesiskepttoasnear zemasposlible. ThisiselQctJyv.hat 

8ikkiltdneedstointroducetostopthecomofholdingtoo 

much stock as at present. Howl."Yef, IIT requires r.ome setting 

upand cherearedanger;. There mustbeaccurateforecam 

tbrdem..nd,otherwiwit mightnotbepossibletosuddenJy 

obtain raw materia~ In 8ikki's ea!,!' the supenna1ket will be 

able to supply demand requirements. Suppliel'S musc be reliable 

intermsofqual1tyanddelivery,theremuscbeffe)Qbilityin 

theequipmentandworkforceandsomekindofenterpn!,I' 

resourcepbnning(ERP)toenableresourcestobematched 

exactJytoOfders.Allchiswilrequireinitialcoscsntermsof 

tralnrige~settingupsuiublesuppliersanddesigning 

an ERP system. There will be ongoing coscs of monitoring. In 

8ikki'scase,whereproductionisrelativelysimpieandmarerials 

usily obtail'lilble, 5t'Uing up )fT mould be possible and will lead 

tomuchcostsavings.ltwill not reallyaddress1hequalityissues. 

Th- can be tackled by inmxlucing total quality management 

(TQM) - a plan fix gening quality asSI.M'omce by al l empklyees 

putting quality fim from scan to finish. This will mean making 

sure supptiersare commined to giving quality md ffllploytts 

a/'etfilinedtoNveaprideinachieYingqua~ty.Thismeans 

changmgthl-culrureof8ikkiandsupportingworkersll'ltheir 

jobs. This sounds e.isy but wil require mill'\ilgement o(the 

change.Thiscancosctimeandenergy. Togetemployees 

involvedinTQMmearr;changingthetroles.Thiscanbedone 

throughincreasingtheimpomnceofteamworii;throughcl'll 

production, provid ing flexibie roles and giving workers more 

responsibili1y. Thi5 will reduce t he complaints about boredom, 

lowerlabourturnoverand it1com andincreasequality.There 

will be costs af'\d the total commitment oft~ owners and 

manigerS will be nttcled. Wofl:: patterns have to be changed 
anditmaybenecesi;.arytoinvestindifferentnv.chineryth.atis 
less prone to breakdown. 

C~ngmgtoleanproductionimdvescosr.ln8ikki'scaseitis 

difficult to stt hoY,, it can survive unless a big move towards 
leanproducnonismade. 

~ In rhis extr<1Ct, the candidate addresses the question. 
\:J' A clear under.;tanding of lean production is shown, 
though there are omi55ions, e.g. capacity management, the 
role of kaizen, benchmarking and how q1Jality as.surance m;,y 

be achievecl. Advantages and costs of lean production are 

disi:ussed and there is some attempt to reach a coodusion. 
but this is not fufly justified by the argument$. The ans1w-r is 
general in tone and could be mcxe focused rewards the issues 
faced spedlicaly by Bikki Ltd, though therp is some refereoce 
ro particular case study pointl. The marlc frx rhe corrf)iete 
ans1w-r would be in the range of 14-18 marks. 

10 Finance and accounting 

C:N!Ut·Mt 
Exploration Equipment pk 

Exploration Equipment pk specialises in drilling 
and mining equipment that is sold worldwide. It 
has iu headquarters in Malaysia with production 
sites in Malaysia, China and Indonesia. The 
board of directors has recently decided to open 
another factory in Europe but is undecided about 
its location. The following figures have bttn 
estimated for each proposed location: 

Predicted net cash flows $000s ------(800) 120 325 350 

(875) 100 225 375 425 

(a)Calculate: 
(i) thea11eragerateofreturnand [3] 
(ii) the net present value [3] 

Discount factor for 10% rate of interest 

BlllmllmDmBrll!lllmD 
~jo.9t lo.83 jo.1s jo.68 (iifJ 
(b) Analyse the factors, other than financial, 
that the board should consider when making its 
decision. [10] 

lffltr:Miii:b Pi 
(a)(i) ARRfofFrance=(l.345 800)+5=109averageprofit 

ARR= 109 + 800x100 13.63%rounded 

ARRforUK=(1,47S-87S)+5 = 120al't'rageprofitfor 
the year 

ARR= 120 + 875x100 = 13J1'6r0Ulded 

(ii ) Netpresentvalue(NPV)Fra11Ce $179,700 

NPVUK=S183,750 

Q Thesecalcularionsdrecorrect andscorethefu/13/'Tldrks 
\:J' for each. 
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(b) The board might consider the attitude of the govemf11l'Ots 
in France me! the UK to ov«se.is companies locating 
within tht?r coontries. Some go...emmems encourage 
foreign inw,1rd il'M?sunem, while others discourage it in 
ordertoprotectdomesticindumies. 

W~lthecornp,anybeibletoloc,i1tewhere1twantstoorwil 
thegi:werM'N!'fltsckt.itewherethefactorycanbebu~t! 

Both the ARR ill1d the NPV iodicilte th;at the UK YoOUld be 
the most benefic~l locuion but legal restrictions might 
bestricterth¥'1inFr.ince. Thebusmessmustconsiderthe 
reluivewageratesillldthestrengthofthetradei.rions 
inbothcounuies.lfFr.incehugeoeJallylowefwagerates 
than the UK. the business should loc:ue in Ff;n:e. The 
leveloftr.ideunionilCtivitymightbeanimpom,mtfactor 
inthedecision. lfthereisachancethatproductioncan 
befrequentlydisruptedU,industrialactionthenE.Eplc 
mightlosetoom.inydaysofworl;andbeunabletorneet 
deadli nesfor~iveryofequipl11l'Ot. 

Some governments give grams and/Of cheap loam to 

businessesthatlocateintheircountriesbutoftf.'lldictate 
whereinthecountrythebusinessshooldlocate.Thismight 
not be the best loc.1tionfoi-the busines~ 

Theinfr.1structureisimportant.lsthereagoodroad 
andr~lnetWOfk?Canthebusinesslocatedosetoaport 
becausetheequipmeiitislikelytobel.irgeandheavymd 
wil lbeexportedtothefiNlcustomer! 

- This answer does mention some financial filctors, i.e. 
the ARR and NPV and the wage rates, but it also 

idenrifiesseverainori-financialvalidfilctcxs, e.g. the 
infrasrnx;w,eandthe~oftradeunionildivity.Thereis 
some analysis of the possible impact of trade union activity. 
More anal),sis of felevant factors would be required in order 
for higher marks to be gained. It gains 7110 marks. 

Efl¥1fft5P 
Heppack Ltd financial data •••• 42 40 

15 12 16 

Analyse the possible reasons why the net profit 
margin of Heppack Ltd is decreasing when the 
gross profit margin is Increasing. [8] 

lfflfiUiiiieb i4ifhtfflil 
The most hkely eio:plin.ition is that Hepp,ack Ltd has .illowed 
co«stoincrease. Thiscook:lbe•nincre•seinthecostof 
electricityo,fuelforthecomp,any's~hides.ltcouldbedue to 
an increase in any of the items lisred in the income statement. 
This could h.lVt been aiused Uf •n 1ncreue 1n the wages 

paidtoWOl'kenreducingprofitsandthereforethenetprofit 
margin. lfworl:ers had l'IE'got~ted i significant wage increase 
thio. could ciuse such a downwvd trend. Over S )'f'MS the 
net profit margin fel U, 3'6 but in 2010 it iocre•sed Heppad: 
Ltd nee<k to discov« how it M:hieved this incre•se m try to 
introd1Kemeasurestorepeitthis. Overthelut3)'f'•rsnet 
profit margin has ste~~y declined. HIYe iocreues occurred on 
severalitemso,isitone~rticulirexpenseth;atisthec.iuse!lt 
might be a re1.Ult of inflationary presl.llres in the economy. 

(9 ::,:;;::~roe;:,:,;~:;::: ,:,7~o;::r.e It shCHl5 

an understanding of the relationship between expenses, 
profit for the year and the net profit margin. The impact of 
inflationary p,es.wre and t~ question of ooe ex several «>5t 

increases needs .some explanation to make it relevant to the 

answer. The complete answer would achieve 618 marks. 

11 Strategic management 

EM¥BMIJ: 
Rack Radios (RR) pie 

Rack Radios (RR) pie produces a range of radios 
that sell at a low price. The range includes portable 
battery, solar power and wind-up models plus 
some small mains radios. It has had great success 
in sales through large, low-price retailen, gaining 
a good market share. It has achk>ved this by 
keeping the cost of materials dOWTI, using low-tech 
specifKarion circuits to enable low prices but low 
profit margins. RR has two concerns: 
1 Competitors a re Increasingly active and RR's 

salesare~ellingoff. 
2 Disposable incomes in the country are 

increasing and research shows that many 
people are not satisfied with cheap, low-quality 
radios . 

The directors have an idea that it is time to 
produce a higher-quality, more u:pensive radio 
to sell to people with greater disposable income. 
Components, cases and finishes would appeal to 
the new target market. The radios would be sold 
in department and specialist stom. Manufacture 
would be outsourced to specialists in low wage 
economies. There would be a new brand name 
- Real. This would complement the existing 
brand but would have to be marketed differently 
to ensure that there was no confusion with the 
cheaper model ranges. Consultants were empk,yed 
alld they carried out some strategic ana lysis for RR. 
• Boston matrix analysis cons kitted the position 

of the current models in the market. 
• A SWOT analysis established whffe RR was at 

the moment. 
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• Porter', 5 fore« model was used to assen the 
possible competition. 

• A PEST analysis considered the external factors 
related to the market for radK>5. 

Consider the strat~k analysis the consulunu 
carried out. Assess how imporunt this analysis 
might be for RR to be successful in introducing 
the Real range. (20) 

ifflltMiii:B i41MM4ii 
Straregicanaly1,1sisabusinesssettingout~itiswith 
~ces,themarket¥'1dtheexternalenvin:inment.ltfollows 
thesettingofot>;ectivesandeniblesstrategic:dernionstobe 
taken about the future using the information from the an.al~. 
The consultancsusedfourtoolsofanalysis.TheBostonmatrix 
comiderstherangeofproductsabusine-sshasandassigns 
them to a matrix with four parts, high or low market share and 
fast Of" slow growing markets. RR's products have a medium 
market share in a slow or declining market - a cash cow that 
is generating money in a consistent way. This could be used to 

finance the development of another product like the proposed 
Real. Real would be a problem child - low market share in 
agrowingmarket,givingthepossibilityoffut1.1rerevenues. 
The Bosron matrix does flOt make a dedsioti but indicate-s 

pc,Mibi~tie-s - markets may change. 

AS't,OTanalysisconsidersthestrengths,weakneW"S, 

opportunitiesandthreatsfacingRR. 

Solid 
elCimng 
rn;irket 

""'·· 
Good 

"'°""" Good 
reputation. 

Good 
distribution 
networks. 

Reliance on 
one radio 
sector likely 
to decline. 

Entering Actiw 
new market competitors. 

segment Sales likely 

New tofalt. 
distribution 

""""'' 

Using this can h~p RR to pinpoint a possible direction 
that will buildonitsstrengchs.bypasstheweilknesses.use 
opportunitiesandavoidthethreats.SWOTa~lysisdoesnot 

givepre~riptiveanswersbutindicate-ssi~conclusions. 

Boththt'St'toolsindicatethattheproposedmovetoRealhas 
adefinitepossibilityofsuccessandth.itcontinuingasRRisat 

the moment 1s not really an opuoo. 

Porter'sSforcescanbeusedtoassessthedegreeof 
competition in an e)QSmg market or i-i a market a business 
may wish to enter. In RR'sasethee)QSti-igmarket hna threat 
of rompecitors, cuswmers are inaeasingly likely to switch 

tootherproducts,therearesubstitureprodoctsavUable 
and thereis~tdeinformation on thebirgaini-igpower of 

supplie~.thoughoutsourcingmayputgreaterpowerto 
them This means that there is likely to bt some competition 

thatwil increase.lntheproposedmarketthereappearsto 
be le-ss compaition as there wil l be fewer available substitute 
products and cu1tomers will have less bargaining power. This 
iodicaresthatRRislikelytofacelesscompetitionbyselling 

more expensive upmarket radios 

PEST analysis considers 1he political. economic, social and 
techOOogical a1pec1s of 1he e)(remal environment. Relevant 
factorsv.ouldbe1ha1disposa~eincomesaregrowing(E}, 

peoplearele-sshappywithcheaproldiosandwantmore 
e:,:pensivequality(S)andthete<:hnoiogyexiststomakebttter 

quality radios. Again, this iodicares that the proposed move 
may well be a good one. 
Strategicanaly..isenablesabusinesstosecoutwhereitisnow, 
with an indication of WNt it might face in the future However, 

all of them are simplistic and the situuion may ~nge 
rapidly,makingtheanalys,soutdaredandfaulcy.RRshould 
buildonthecondusionsbycarl')'lngoutdetailedmarket 
research,invesag.ningsuppliers'costs andqua~t~drawi-igup 

prodtJCtion plans for costs and makngriitiila~ches to 
depan:mentandspewliststores. 

~ :~~~~~~t;;tn;;;,,:t;,\:;: 
toohi is good and is applied to RR's situation. The advantages 
and disadvantages of the tools are considered and the 
mndusion 5ets out other things that RR would need to do. 
The complete answer would be expected to achieve 16-20 

marh. 
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Now test yourself 
answers 

1 Added value is the additioNI value gained at each mge of 
production. It can be economic (work done on input,;) or 
marketing (consumers see more value} 

2 Opportunity cost is rhe next besc alternative given up when 
a choice is made 

3 Char.icteristicsofasuccessfulermepreneurindude: 
determination,driveandeoe<gy;passioo,initiativeandself­
confideoce; good leilderstiip- be;ng able to persuade and 
involve others. 

4 Three possible changes in a business environment include 
a new law; a new product from a competitor; a new 

tt'Chnology;achangeintaxes. 

5 A shelter for homeless people; a food grOW"ing cooperative; 
a Grameen lending scheme for women.Jed busines5e5. 

6 Triple bottom line is used to assess business performance 
inal l offinancial,socialandenviroomencaltarget1/ 
achievements. 

7 Profit-nu.kingbusinesses,1imrormkep1"ofitsbut50C:ial 
enterprises~mtoKhievesocialimpacr:profitsbelongto 
ow~ in the profit makingMnessand to the Wsiness 
inasocialenterprise. Theassa:sinaprofitmakingbusiness 
char sco~ trading belong to the owneri. The as,;ets in a 

socialenterpriset~tstopstradinghavetobepnsedto 
similar businesses. 

8 Primary: marble quarry, rice farm. J>,jlm oil plantation, gold 

Tertiary. ;iccouronc. clothes shop, doctof, car mechanic. 

9 Pub/i(: .sector. local gc,.,ernmern car f>,jr1', council refuse 
collection. gc,.,emment school. 

PrWllte sector: m;irl,;ec stal l, Coca-Cola, dodl1ng manufacturer. 

10 Private sector businesses often havt' profit objectiw5; public 
sectorbusinl.'Sseshavecxherobjectivl.'Ssuchasprovidi ng a 
serviceatasetstandard. 

11 Limited liability means that the financial liability of the 
owners of a business is limited to the amount they have 
invested 

15 Large markec share might be of a very small market. High 
capital employed might be due to capital intensive methods 
used by a small business. 

16 Advantages: quick fl!'Sponse to changl!'S in customer tastes; 
pe™>ll.1lser,.;«. 

Disadi.Gntages: lack offillilllO!; difficult co employ a range cJ 
specialises,; ~metimes small range of goodS{servicl!'S etc. 

17 Emotional involvement or family feuds affecting the 
business. 

18 Smallbu5inessescanbeanimporuntparcofthesupply 
chainsupplyinglargerbuslnesseswichcomponentsand 
services.Smallbusinesstod~canbebigbuslnessof 
tomorrow. Small businesses can create a kx of jobs. 

19 To gain economies of scale; to increase pocernial for sales,; to 
gainstatus,;toincreasemar1<etl)OY,6throughlargermarkec 

""" 20 Specific; measurable; agreed/achievable; realistic; time-
specific. 21 Profit maximisation; profit satisficing; increase market share; 
increasesalesrevenue;growth;survival. 

22 The state of the economy: the culture of the business, i.e. 
ri,k averse or not; size of business: public or private sector, 
length of existence. 

23 CSR means that a business considers the pcxemial 
impact of its .tetMt~s on society; it aims w behave in an 
envirol"lffl{'ntallyfriendlyandechicalmanner. 

24 Customers might refuse co buy the produa:s of a business 
thati'ijudgedtobebeha-,,inginanunethicalmanner, 
especiaDyif altemati"'l.'Sareavailableffomechicalbusinesses. 

25 Shareholders; employees; suppliers; local community. lenders 
of finance; gOYernment Examples include: 

Shareholdersexpectchebusinessrobeprofitableand 
giveareturnontheirinvestmenc.i.e.dividends. 

- Employees hope chat they w~I concinue co ha>e 

employmentandtobepaidafairwage. 

26 Employees might lose their jobs; stmeholders might fe.u 
lowerprofitsinthefurure:thelocalcommunitymightsufrer 
a multi~ier effect as chose now w;chout WOO( canoot afford 
tospendinthe!ocalshops. 

Z1 Examples include: shareholders might sell their shares 
ifcheydonotreceiwdividends:employeesmightseek 
employmentelsewhereifrheirneedsarencxmec;thelocal 
community might fight any ~ans that the business has if 
they have not been treated well inchepast. 

12 :~r:::::~::y:11~:;~:~~!:::r am 
totaketheloanout.A!so,abanii; wil t,ew;llingtolendtoa 
company, knowing the business i'i legally responsible and wiN 
useitsresoon:estopaytheloanback. 

13 Shares in pies mJY be traded in public, including a stod:: 
exchange.plcaccounrsandreporcsareopento thepublic 
and Largeamouncsoffinancean be raised by share issue. 
Private limited companies canncx sel !hares on a stock 
exchange.cankeepcheira,;:coumsprivaceandainnotraise 
wrylargeamouncsoffinancebyshareissue. 

14 Number of employees, apital employed, mar1<et share, sales 

1 Contrnl: to be able to determine the activities in a business 
tol'flSUrethataneffortisworkingtowardschebusiness 
objectives.Mootoring:checkingconstandythatallincividual 
and departmental objectives are being met and if not then 
to take correctiYe ;iction. Commanding makes sure that 
clear ins.tructions are jpven so that eYer,orte knows what is 
expected of chem. Plonn,,w; being respon~ble l'or deciding 
onthebusinessobjectivesandhowcheymightbe;ichieved. 
Coordinoting:ensuringchacduplicatiooofeffortdoesnot 
occur and chat all departments are working at the required 
paceandtowardstheappropriacetargecs. 
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2 Characteristics crud include; charisma. self--confideoce, 
intel\igence,creativity.beingmolti•skiied.Example 
explarmicm:charisnumeansthattheleaderwiRbeable 
togetpeopletobelieveinhimOfherandtofollowinthe 
pursuitofbusinessgoals.Self--confidencemightbeessential 
when no ooe else can understand the path being taken but 
the leader can see the desired outcome and how it an be 

3 More ideas bec.lUse employees can make valuable 
contributions. More highly mo(~ed workers because they 
feelvaluedandindudedinbusinessdec~s.Workers 
get feedback from rmn~ers and are ~e to feed bad:: to 
managersonideasputforward 

4 Consulting with employees can be very time consuming. 
Emergency situations and some business situations cannot 
afford time to consult when q..iick decisions must be made. 
Times when management do not consuJt employees can 
cause resentment Employees might not know best how 
todealwithaparticularsituation;theydonothavethe 
experienceorskills,unlikethemanagers. 

5 Quick decisions can be made, which is essent ial in some 
situations. Employees are told what to do and time is not 
wasted gaining the feedback from them Some employees 
do not wane to be included in decision making and would 
be more comfooable being giYen instructions. 

6 Highly skilled and self-motivated. This means that they 
donotneedcons:cantsupervisionastheyare probably 
doing highly technical work, e.g. R&O They are driYen by 
their interest in what they do and therefore do no( need 
supervising. Theyaremotivatedbythenatureofthework. 

7 Self-;iwareness;self-managemerv;;socialawareness;social 
~ills. 

B Theyareabletodealwiththesiruationlemployeeinthe 
moscappropriatermnoertherebygainingthebestpossible 

9 Motivation is the desire and willingness to work towards a 
smedgoal. 

10 Social nuds: people usually need to fe,ej part of a group and 
tohaveinteractionwithocherpeople.Esteemneeds:people 
needtofeeltherespectoftheirpeers;theyneedtofeel 
recognisedandappreciatedeitheras ,1.workerand/orasa 
person. 

11 Piece work means that employees will be paid a stated 
amount f0< each unit or piece of work completed. 

12 The more employees produce then the more they will earn. 
This will motivate those workers who are motivated by 
money and desire a higher income. 

13 Hygime fixtors do not motrYate but their prl"sence prevents 
dissatisfuction.Motilol:ltorsarethefactOfSthatwillcreatea 
desire and w~lingness to YIOl1( among employees. 

14 Achie~tnt: the need to reach goals and be recognised for 
doing so. Authority. the need of employees to ~some 
control and power o..e- the W'¥'/ chey work. Aff,iatioo: the 
needtobepartofagroup,tobeliked-thedesiretowork 

in a friendy atmosphere. 

15 Without an effective appraisal system it v.o.ild not be 
pos!.ibletodecerminewhethertargetshadbeenachieved 
and who had met them and who had not. The sy,;tem 

must be fai r so that people who do achieve their targets are 
rewarded and those who do not reKh pre-set targets wil 
oot receive rewards. Without this the expecunce ofw0<kers 

is undermined. 

16 Commi51iion: sales people could recei-e a percentage of the 
to{al sales that they achie-e. This would motivate them to 
seH more. Profit-re/oted pay. if the retail busine51i becomes 
more profit.ible due to the efforts of its employees it cOUd 
rew.irdiuv.o,i(erswithashareoftheprofits.Thisensures 
thata lemployeesstrivetomakethebusinessoilSprofitable 
oi1Spossible. 

17 fmplo),u of tM mOflth owords. ~rttj,O(ion: the workers 
cooldbeinvolYedinmakingproductiondecisions. 

18 Disdp/inory and gritvona proctdlJre: in the case of 
disciplinaryactionbeingtakenagainstilt1empioytt.the 
HRM department would arrange for the employee to be 
notified and would arrange any necessary meeting. Simi larly 
with a grievance procedure. Training; induction training and 
any other required crainingwouldbeorganisedthrough 
the HRM department. It would also identify training needs 
in some instances, e.g. when new equipment is acquired 
Recruitmentofworkerswhenreqi,ired. 

19 Tomotivateexistingemployees;rosaveadvertisingcosts; 
becau!ietherecruitwouldbefamiliarwirhthebusinessand 
itssystems,;fasterrecruitmentprocess. 

20 Internal recruitment is when a vacant position is filled 
by someooe alre.icfy working in the business. External 
recruitment is when a vacant post is advertised outside the 
busine51iandtheapplicamsdono<currendyworkfofthe 
busine51i and are ~kely to be unknown to the business. 

21 AjobspeciJic.otiondetailsthemksandresponsibilitiesthat 
wilbeperformedbythepersondoingthejob.ltmightdetail 
hours of wor1c, place of work and holi<by entidements. A 

perwn!pl'riflCOtiondetailscheq..ialifiationsandqualitiesthat 
theapplicantsareeKpectedtohlYe.Thesecanbepersonal 
qualities,suchaspatienceandconfidence,orcouldbeche 
amountofexperiencetluttheyshouldhaveinsimilarwork. 

22 Advertise in local or national newspapers: place de(,1.ils 
ona;obsearchintemetsire;advertiseinaspecialisttrade 
magazine etc. 

23 Using recruitment agencies; posting the vacancy on 
job internetsites;throughpersonalcontactsofexisting 
employees;byhead-humingpeoplefromotherbusinesses 

24 lnter~iew. pre-planned questions asked of each candidate 

and compare responses - enables body language to be 
seen plus f~low-up questions if necessary. Aptitude tests: 
giveeachcandidateaces:conthe~illsthattheywillneedin 
thejob-canseeifthecandidateisphysically/mentaHyable 
to do the work. 

25 Details of the work; job title WOOOng hours; length of 
contract; holiday entitlemenc how thecontr.ict can be ended 

26 Re,fondcmcy occurs when the YIOl1( is no longer required 
andsothepersondoingtlutworkisalsooolonger 
required Oismissol is when the contract of employment is 
terminated by the employer and the person is asked to leaw 
the place of work. 

Il Employees more skilled from acquiring more ~ik and 
knowledge;motiv.nedemployeesbec~usetheyfeelvaluedif 
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thebusioessio~stsiothem;h~pstoprepareemployeesfor 
promouoo. 

28 On-tM-job ttoining takes place within the business and is 
ofl:eodooebywatchiogotherworkefSdoiogtheirworic. 
Ofjthe-job uainir,gtakesplaceioaschoolorcoUege-.rway 
fromthebusinesspremises~isusuallygivenbyextemal 
~alists. 

1 Businasobj«tW:iocreaseprofitsbylO'W,iothenextyear. 
Morhting ooj«tives: increase customer recognition of the 
productby20'W,1ndiocre1sesalesby10%c,.,erthenext 

2 To incrwse rustomtr r«ognition: 

Product-produceabfighterraogeofcolour!.. 

- Price-sellarapri"nohigherthal"lthecompetitioo. 

- Promotion - irKrease advertisil"lg by 10%. 

- Place - iocrea!.e the number of sales outlets by 10%. 

Toiocreoseso/esby1091io.-erthenextyear: 

Product-produceupdateddesign 

- Price-reducepriceby5%. 

- Promotion - increase in-store promotions. 

- ?tace-imroduceol""Yioe~liog. 

3 Price;costsofc()(l\riceandwheat; taxesoocereals. 

4 (a) Noeffect. 

(b) Supply curve moves co rii#it. 

5 Price of boots; income of consumers; attitude of consumers 
to wearing boots; how fashionable boots are; advertisement 
campaigns for boots. 

6 (a) Noeffect. 

(b) Demandcurvemo-.<estoleft. 

7 (a) Thesupplyofagoodisthequaotityofgoodsorservices 
beiogmadeavailableforSileat a particularpriceand 

(b) Demand is the quantity of a good or service that 
customeJSarewirnogandabletobuyat a particular 
price and time. 

(c) Market price is the price of a good resulting from the 
ioteractiol"\ between demand and supply in a mark!.'!:. 

8 Eithermaybecorrect 

9 Buildingmarket:advertiseiobuildiogltrademagazioesaod 
constructiortFootwearmarhc:advertiseasaoaccessoryto 
clothiogandselliohighstreetshopsormalls. 

10 Consumer producu: e-..enir,g dress, bubble gum, salooo car, 
~sibfyspreadshee1: 

Producer products: shrink wrapping machine, large computer 
syscem,spreadsheet 

11 Answer m.iydepeod on exactly what the product is: 

locolmorktt-golfdub.painter/decorator 

Notiono/morket-jeaos.chocolateb.ar,sportscar, 
cigarerces 

kgio,io,morket-jeaos.chocolateb.ar,sportscar, 
cigarettes 

lnternationa! morktt - oil drill ing equipment, jeans, 
chocolatebar,spon:scar,dgarettes 

12 (a) Market share is the percemage of the toul market held 

byabusinessOJproduct. 

(b)Marketgrowthistheabsolute0tpercentageincrea'>1'in 
the!iizeofamarket. 

(c) A consumer market is one 10 which consumefS are the 
bu)'l'rs.. 

(d)Aoacion.Jlm.irketischemarkecwithioaparticuar 
country. 

13 Consumu morl:ets.: cough sweets, Welijogton boas. pocket 
radios. 

Produurmorl:ets:30tonoelorry,brakesf0fcars. 

14 Plau cf 501e: consumer ma1ker sold in shops, malls. mai\:et 
staAs,producermarketsoldbysalesstaff,iotr~fairsl 
exhibitiOfls. 

Promotiono/ mtthods: consumer market by television 
advertising.producermarketbytargetedAyers.. 

15 Vl"liquesellingpoim(USP)istheoneparticularfactorthat 
makesaproductdifferenc. 

16 Targetedadvertisil"lg;specific uoiquedesigo:braodiog. 

17 (a) Nichemarketiogiswhenabusioesssatisflestheoeedsof 
asmallsegmeocofalargermarket. 

(b) Segmeotatiooistheprocessofidentifyiogparticular 
groupsinamarketthathavesimi1aroeedsandwaots. 

18 By age, household income. gender, personality type 

19 Portfolio analysis arranges replacement products for bi~og 
ones,.givesflexibility. 

20 Age. gender, reason for buying, place dolls are bought from. 
income. 

21 (a) Markee research is the process d gathering ioform.t(ion 
about markets..cus.:omers,compet:itors~ the 
effecti...eness ofm.irketiogmerhods. 

(b) Primaryorfieldresearchisgacheriogioformatiooforthe 
firn: time, directly from sources in the nu.rket 

(c)Deskresearchisusioginforrnationthachasbtto 
gatheredalready,eitherbythebusinessorbyocher 
organi1at10os. 

(d) Qualitative research is gathefiog information that is 
expressedinwords,e.g.aboutfeelil"lgsandattitudes 

22 (a) Surveys-taketimerosetup,carryout,aodaoalyse 
results,respoodencsmaynottelltruth. 

(b) Observation - imeractioo between observer and 
obst'rved,usefuloesslimitedroafewresearchobjectives. 

23 (a) Focus group- allo,,,s discussion of reasons. detailed 
responses.consumer sees products. 

(b) Test marketing - real marketing situation, expensive 
misukescaobec0trectedbeforefulllauoch. 

24 Sampling is the process of gathering information from 
arepresentativegroupdallthoseyouareinterestedin 
(111T1plefromthepopulatioo} 

25 A stratified ~mple is taken by dividing up the population 
iotogroupsofsharedch.llraa:eristicstodchoosiogfrom 
them. A quota sample chooses 1 set number of people with 
different characteristics. 
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26 It is imponant co obtain a random s.r,m ple because it will 
represemthetota l populationexKtly. 

71 (a) linegroph-actvantagesareitisdear,canshow 

more than ooe variable and shows change over time; 
dis.ridvamagesarethiltitis~mitedtochoiceofsc:aleand 
maybemisleadingiftheaxesarenocchedced 

(b) Pw chort - adv.1roges are that it is easy to read and 
showspercencages:disadvantagesolfethatitcanonly 
show one v.1riable and is limited to 3-7 categories for a 

cleudisplay. 

28 (a)Themton1san~ec.alculatedbyaddingupalthe 
numbersinthedataanddi\'idingbythe{()(alnumberof 

thenumbefsinthedaca. 

(b) The mode is the most convnonly occurring number in a 

set of data. 

(c) Thero~ measures the difference betwe-en the lowest 

and highest values. 

29 The marketing mix is the combination rJ product, price, 
promotion and place chit enables customer requirements to 

be met. 

30 Price, product, promotion, place 

31 Cu~omer sciution/value; Cost to customer. Communication 

44 Promotion is a range of activities that communicate and 
intefactwithconsumersinoroeftoinfomlan<l/orpersuade 

sothatattitudesandbuyingbehaviourchanges. 

45 (a) Above-the-line methods use media spKe that is paid for, 

below-the-linemethodsdonoc. 

(b) All(TVadvertising)reachesmanypeoplebutata 
high cost. All (billbo,uds) reKh many people but in 

R"Strictedlocationso~ennotnoticed. 

BTL(in-~orepostefs)arecheapbutonlyreKhpeople 
in ~ore. BTL (BOGOF) attracts buyers but may make 
productseemcheap,lowqualityanddesperateforasale. 

(c) Objectiveofpromotion;cosi:ofmethods;typeof 
product. 

46 (a) A wholesaler is an intermediary bet we-en a producer and 
a retailer. 

(b) An agent am on behalfofthesellerwithoutn.king 

ownership of the product 

(c) AretaHersellsproch;c1sproducedbyotherbusinesses 

direct to the public. 

If} Cost of storage and distribution too high; selling to retailing 
can be done in bulk; product may be perishable 

32 :~::::~~-::~:;~:rn::~:~ee producttri~s, am 
free gifts, dear ordering inmuctioos. 1 Designing equipment; selecting suppliers; maintaining health 

33 (a) Elecuickettle:ungibleattributes-polishedmetalcase, andsafety.settingstod:levels;hittingqualitycritef'ia. 

water level indicator, intangible attribotes - design 2 (a) Land includes land. buildings. minerals.. oil and wood, e.g. 
awards,brandname. fuel oil. 

(b) Restauranc: t.1ngible aa:ributes - fresh vegetables, silver (b) Labour is the work done by people either manu.illy or 

cutlery; intangible attribotes - noted chef, celebrity merually in managing and decision making. eg. metal 
dmers. machiri~. 

34 Product development is the creation of products with new 

ordifferentcharaaeristicsth..tofferaddedvaluetothe 

35 Reinforces brand inuge gives USP, enmles entry to new 

marli:ets. 

36 Product He cycle describes fi"" ~ages from development to 

dedne,showings.rilesovercime. 

71 Developmera, introductiol\ growth, maturity, decline 

38 An extension strategy is marketing acti\'ities designed to 

maintain or increase s.r,les of a product in decline. 

39 (a) Penetration or skimming 

(b) Fu llcostorcompetitive 

(c) Fu ll coscorcontribucion 

Other answers are possible - it is important to be able to 

gi""reasoosforachoice 

40 Ma~ skimming. penetration. 

41 Competitive, contribution. fu• cost. 

42 Lossleaders..ps)Chologkal.b.litandhook. 

43 (a) 2,elastic 

(b)FallofS660. 

(c) Changes in coscs for new level of output; planned 
portfoiochanges;long-termreactionsrJcompetitors. 

(c) Capital is m.ichinery and equipment, including 
intelectu.ilcapitalsuchasqualifications.e.g.sewing 
machine 

3 (a) actors;scenery;props;thetheatre 

(b) wool; knitting machine; machine operator 

(c)computer;~tricity;ad\'iser.paper 

(d)lorry.diesethoist 

4 Labour productivity is output per W01ker per time period 

and measures labour efficiency. 

oui:putinunitspertimeperiod 
labourpaxluctivity = number of employees 

5 Lowers unit com so price can be lowered or profits raised; 

may enable fewer workers co be needed 

6 Capital investment in more efficient macNnes; training 

fol" employees; decemr.ilised decision making to motivate 

employees. 

7 4Kcountsperpersonperweeli:or0.1accountsperperson 
per hour. 

8 Efficiencymeasuresthewayresourcesareused(cost); 
effectiveness measures how well the product meets 

9 (a) Producesproficmeasuresefficiency. 

(b) Is key decider on whether to purch-.enable~ product 
comparison. 

@ Cambridge International AS and A Level Business Studies Revision Guide 



10 Transforming inputs; branding; advertising: after-~es service; 

per~selling. 

11 (a) Largescale;~ailabilityofefhciem mKhineri 

(b) L¥ge scale; batch production; Klemial products. 

12 (a) Perso~service;smallscale;indiYidualproduct~ 
customer needs. 

(b)Persol"lllservic:e;smallscale; customerrieeds. 

13 (a) new technology and new organisation 

(b) new organisation 

(c) newtechnology 

(d) neworgani5atioo 

14 Quicker and more certain deals m.ide; motivation of 
studenrsincreased;fasterOYerallproductiontimes;better 
customer ~.at ions as decisions deu, fut and pef50f"lili. 

15 (a) Job production is producing unique or smd-scale 
products one at a timt' by *il!ed workers. 

(b) Mass rostomisation u1es mall production to me.-t 
individual customer'\ needsby settingworkstationsro 
producearangeofpre-setoptions. 

16 (a) Job:advantages - flexibility,highcustomersatisfaction. 
highaddedvalue;disadvantages-rughcost,slow. 

(b) Sotch:advantages - lowunitcost.rangeofproducts 
possble; disadvantages - high imeltory costs per 
batch.le-$sllexible,timelostresettingmachines. 

(c) Flow:advantages - verylo.vunitcosrs.euyto 

automate;disadvantages-highstart-upcosts,faults 
stopv.noleline,unmotiv.itingwoi-k. 

17 lnfrastructun:oistheutilities,transport riefWOfks,finar.c:e, 
educationalandhealthfacilitiesin a location. 

18 Laws on tax; availability of workforce; doseness to resource1; 
politicalstability;nearnesstomarlcet. 

19 lndl!stri.l!inertiaiswhenabusinessstaysinitscurrent 
locationeventhoughthefactorsthatledittherenolonger 

appl)( 

20 Already paid for building'>'.cost of finding newemplotees 

and materi~ costs of setting up in new ~ce; losing 
eKistingloc;ilcontaas. 

21 (a) &:onomiesofscalef{'sultinfaningunitcosts; 
diseconomiesofscale in rising 1.1nit costs. 

(b) lnterl"lll economies of 1eale result from conditiom imide 
the firm, e.g. nt.W machine5; external economies of scale 
result from outside the firm, e.g. similar firms in the !.lme 

22 (a} Technical. e.g. new equipment: managerial, eg. specialist 
managers; bulk buying; marlreting.. e.g. advertising costs 
thesamewhatl'Y!'I" quantity is produced 

(b) Communication diffiUJlties,; conuo! and coordination 
costs;lessmotivation. 

23 (a) Rawmaterialsarethebasicphysicalresoun:esneededfor 
production. 

(b) Work in progn:-1s i1 partly finished goods in the process 
ofbeingtransformedinrofinalproduct. 

(c) Fini1hed goods are products ready for sale 

24 Enables production to continue even if no raw materials are 
~ailable for a time; enables sudden dem.ind to be mec large 

orders gain discounts. 

25 Reduceswragecost~n:oduceinsurar.c:ecosts;a-.oid 
inventory becoming out of date, dam.iged or obsolete 

26 (a) Buffer in""'1tory is thi- minimum inventory elm prevents 
variationsin1upply,prcx.luctionordemandstopping 
prcx.luctionor!.lles. 

(b) Reorderlevelisthelevelofinventoryatwhichmore 
invemory.....;llbeordered. 

(c) Lead time is the time taken for inventory to arrive after 
ithubeenordered. 

'D LittleinvenroryheldsocostsofprOYidingbuildings, 

insur.ince.imeltorystaffareless. 

28 If suppliers do 11()( driver, produaion is stopped; may 
lose sudden orders; n:oquin:os expensive IT systems to link 
suppliers,ordersandinYl.'fltorymonitoring:accume 
demandforecutsessential. 

1 Start-upcapitalisthemoru-ythatabusinessnee<lswhen 
firn:settingup.ltisusedtoacquireprerni~andequipment 

wthatthebusinesscanbegintooper.ite. 

2 Thelengthoftimethi-financeisrequiredfor.....;lldetermine 
thesourceused;anOYerdraftwouldll()(beusedforlonger• 
term prOjectS because the inteft.'St rate p;iyable would be 
exa-emelyhigh. lf a projectdoesnotgive.irerurnfor a long 
timealoog-cermS01.1n:eisused;ifmoneyisrequiredfora 
shortperiod.e.g.1.1ntilcusromerssettletheirdebt1,then 
short-rerm sources could be appropriate. 

3 Working ca~tal is thi- money used for thi- day-to•day 
business activities. Working capital is current assets minus 
currentlia~lities. 

4 Too muchwoMngcapital means that the business is 
experiencinganopportunitycostthi-extrav.orl(ingcapital 
could be invested inan interest-bearingaccoontorcouldbe 
used to purchase equipment that could increase business 

profic. 

5 One disadvantage is that the money is not earning anything 
for the bu1iness. One advantage is th.it is gives the business 
security that it can settleitsshort-termdebcs. 

6 Revenue e;,;penditure is on day-to-day items that will 
beusedinthebusinessinashortperiodoftime(less 

than1 year).Capital expenditureisspendingonassecs 
(equ ipmeotorpremises}that.....;llbe used in the business for 
se-.ealyears. 

7 Short-termfinanceisfinancethatwillberepaidwithin 

lyear. 

8 Arerurnootheprojectforwhichthemoneywasacquin:od 
might not occur for some time. The amount borrONed 
mightbeverylargeandsothebusinessneedsloogerto 

repay. 

9 Advantage: no interest .....;11 be p;iyable ori the money used. 
Disadvantage: the busine1s might not have sufficient funds 

to meet short-term debts. 
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10 ltdoesnotrequiremyintefesi:tobepaidltisavailable 
instaru!y, 

11 Overdraft: the money shoukl be available ....tien the 

customers settle their debts and so the money is only 
required fora short period. 

12 Advant.ise: regular p~nts help wich budgeting. 
Dimfvant.ise:interestwill~tobep.aidtothebank. 

13 Bankoverdra~short-termbankloan. 

14 Long·termbanklo.Jn;debencures. 

15 Might not want co lose any ownership and control co a 
venture ea pica list. Venture capitalists often require wme 

ONnership of the business to protea their investment. 

16 INhen a business is undertaking a major new project that 

willnolbeveryprofitilbleforalongtime,e.g.afewyears. 

17 Cash is notes and coins or ball« accounts and i5 available 
immediately to sett le debts. Profit i5 the di fference between 

sales reYef'\Ue and costs and might include payments from 
customersthathavenotyetbeen received. 

18 Tobeabletosettletheirshort•cermdebcs,e.g.topay 

suppliers. Cash is nttded to be able to pay wages. Too little 
cashcancauseabusinessrobecomeinso!vent. 

19 The money could have been used in a way that could 

benefitthebusiness,e.g.buynewmachinery. 

20 To set targets; to show to a bar.ii: ....tien applying for a bank 

""" 21 Thefailureofcustomerstosettletheirdebts;awdden 
increaseinthepriceofmaterials. 

22 $9,000 

23 Total ca511 outflow= S11,000and the operir,gbalancewas 
(ss,000i 

24 Shon term debt factoring - the outstanding debts of 

customers are sold to a debt factor who t.ikes .i percentage 
d the money repaid as commission. Busines= typically 
receiveappr()J(ilT\iltefy80'6ofthevah.Jedthedebt.long 

cerm:saleof asse,:s-unusedasse,:scanbesoldifthe 
business will not require them in the furure. 

25 Customers might object to their debts being sold to a 
t~rd parcy and IT"Mght not buy from the business again. 
In addition,thebusinessonlyreceivesaproportionof 
the outstanding debt. 

26 Suppliershavetopaytheirsuppliers, and the credit period 
given to them could ma~e them unable to extend the credit 
period to their customers. 

l1 11.i!duu the credit period gii,en to customers - this does not 
bring in more money but speeds up the flow of mOf'\!'y into 

thebusine~s. Cutcosts-thisreducesthecashoutflows. 

Thiscanbeachieve<lbychangingsuppliersorbuyir,g 
cheaper materi~ Need to be careful that qual ity does noc: 
suffer. 

28 Fixed costs are costs that do not vary acCO!Ong to the level 
doutput. 

29 Variablecostsvarydirectlyaccordingtothelevelofoutpur, 
e.g.rawmaterials. 

lO Directcostsareeoststhatcanbespecificallylinkedtothe 
production di particul,1ricem.e.g.directlabourcosts. 

l1 INhen deciding on what price to charge for a product/ 
service-thepricechargedwouldneedtocoverallcost~ 

incurred andpossib~someprofit.Businessesusecost 
information to monitor the performance of different parts 
of the business to identify inefficient ireas and aamples of 

~practice. 

32 Totalcost=Sl20.000. Averagecost=S30.Profit=$24,000. 

33 The breakeven level of output is the level of output ....tiere 
thebusinessmakesneitheraprofitnoraloss-total 
revenue=totalcosts. 

34 Contriburionmeth:x:I =' --~'~""'~==•- ­
con(ributionperurnt(SP-VC) 

35 The margin of~fety is the difference between the acwal 

levelofoutputandthebreakevenlevelofoutputwherithe 
actuallevelisaboYebreakevenlevelofoutput. 

36 One use: to calculate the level of profit at any grYen level of 
output. One limitation: it is aswmed that aU output is sold 
....tiereassomemightstayasinvencory. 

71 Opening invent()()' and purchases. 

38 Wages,heatandlightexpenses. 

39 Retained earnings and sharehoklers' dividends is the amount 
leftinthebusinessafterall expenses,raxandinterest 
payments have been deducted 

40 Current assets: inventory: bank accounts; cuh; debtors. Non­

wrrent asseO: premises; vehicles: machinery. 

41 Current liab~itks: trade payables (credit0!1~ bar.ii: overdraft. 

42 An income statl!ment is the document that shows the 
cost~ and revenues incurred byi business and the resulting 
profitorlossfor aspecifiedtimeperiod-usuallylyear. 
A balanu sheet {statement of financial position) shows 
thenetworthof abusinessktingthevalueofassetsand 
liabilitiesononespecificday. 

43 1.S:1 

44 1.17:1 

45 Theacidtestratioshowsthatonceinventoryisignored, 

thebusinessisonlyjustcapableofmeetingitsshort-term 
financialobligations.lfthecustomersofthebusinessdonot 
settle their debts on time. the business might be un.able to 
payitssuppliersortofiNince thebanko,,erdraft.ltcould 
become insolvent 

46 Gross profit margin = 375% 

lf/ Netprofitmargin =20%. 

48 Whenabusinessappliesforabankloanrhebankmight 
analysetheliquidityratiostoconfirmthatthebusinesswill 
becapableofmakingregularrepaymenrs. Rarioscanbe 

used to make comparisons between businesses. A business 
would hope to s.tt that it is performing at ~ast as wel l as 
other si milar businesses in the same industry. Shareholders 
would make the comparison to decide ....tiich compariy they 
should purchase shares in. 

49 They are based on historic dm and cannot predict what 
canhappeninthefuture. ComparisonsbetweenbusinesSE"S 
mightnotbeusefulifdiffe~accountingtechniqueshiVt' 
been used The ratios cannot revealqua~tative1nformation, 
e.g.iftheworkforceismotiv..ted. 

SO Sharehoklers:checkthefiNincialefficiencyofabusiness.ind 

theprofittoesti~tethereturnthactheycanexpecton 
theirinvestmentGovernmentusesthefinancialdocuments 
tocalculatetheamountoftaxpayablebythebusiness. 
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51 They ;ire based on past infommion aod the economic 

siruationmightha~changedsignificam!ymakingfurure 
estimates based on financial documents unreliable. Window 

dressingrneansthitthefirianci.ltdocumentshavebeen 
prepared so as to give a more fa\O..lrable impres~ of the 
financi;il state of the business. This makes chem less reliable 
foratern;ilusers. 

1 Anationalbusinessoperateswithinthegeographical 
boundariesofonecountry.whereasamultination;ilbusiness 
hasahe;idquarcersinooecountrybutopemes(produces 

andJorsells)inse"Jeflllcountries. 

2 Adl.l:lntage: an incrused market enables achievement 

d economies d scaJe: access to cheaper and/or better 
materials,:reducedimportduties.Oisadl/£lntoge:increased 
competitionfordomesticproducers;higher c05ls in 
producingforspecificcoumries. 

3 Increased employment levels as the multinational employs 
localworkers,reducingtheburdenongovernmem. 

4 Tax concessions might be demanded; prevents the growth 
dinfantindustries. 

5 Adl.l:lnl:Dge: essential goods aod services f)fovided at an 
affordableprice.Otsadl.l:lflloge:slowdecisionmaking. 

17 To hep poorer families afford basic goods aod services; to 
help high technologyindustriesstartandgrow. 

18 Poor families would h.i~ enough income to support 

children's educ;irion; knov.iedge/lT businesses get money for 
investment to prCNide wo~ aod e,;;poru. 

19 (a) R.1.isingemployment;lowerpriarises. 

(b) Mof"leta,ypolicy,e.g.lowering1nmestratestomake 

borrowing costs lower so more equipment aod thus 
jobs are provided;fiscal policy. e.g. io-ring income t;ix 
to pro,,ide more incentive to work and more consumer 

spending. 

20 Corpor.ite social responsibilicy is the mions.. lega~y required 
or'>Oluntary,neededforanorganisationtoaccresponsibly 

toallitsstakeholders. 

21 EmplO')'ees. shareholders. customers (e,,;ternal), gc,,,emmem 
(e,,;terna!). 

22 CSR can be very expensive and a large increase in cosu may 
not be possible. Thisisespeciallyrrueifrhe business gets 
ordersfromforeignfirmsbecauseitischeap. 

23 To protect workers' health and safety: to encourage 
compennon; to ensure consumers are given accurate 
information. 

24 Emp~ working conditions: advertising daims: mergers 
andtakeoYers. 

6 
~o;:;:;;.:~i:,::et~~cy~:s:a::.~~~;:~:::t am 
the supply. If foreign-owned then the pemmenc loses 

control and annot p~nt ~ryhigh prices being charged 
or supplies being reduced. 

7 A merger is the joining toge,:heroftheONnershipoftwo 
ormorebusinesseswiththeconsentd;illpmiesimolved. 
A taktouer is when ownership and control is ;icquired by 

anotherbusinessandmightbewithorwithouttheconsent 
dallparties. 

8 The business doing the taking c,,,er might w;int iu own 
woricers in place or might m<M! the business to another 
lc:x:ation,causingempioyeestolosetheirjobs. 

9 The new business might be too big and experience 
diseconomies of sole such as lack of coordination. 

10 The businesses can gain access to e,;;pertise and 51<:ills that 
they do not have in-house; they can emba~ on ~gger 
venturesthantheycouldindividually. 

11 Toincreasethehealthofthe population;toprovidegood 

transport systems. 

12 Education;refusedisposal;thejusticesystem;bridges. 

13 lowinjlation-;ismallriseinpricesovertime.Stob/e 
exd1angenm-aconscantvalu-efofthepriceofthe 
currency.lowillurestrates-keepingthepriceof 

borrowingmoneylow.lncreosillgemplo).ment-agreater 
number of people with paid work. 

14 1nfl;icionisape~tentriseintheaveragele'fflofprices. 

15 (a) Priceofimporrsfills. 

(b)Priceofexportsrises. 

16 Economic growth is .in increase in the total value of ;i 

country'soutpur.rormallymeasuredbygrossdomestic 
product(GOP} 

1 Trainingneedscanbeidentified:theambitionsof 
employee1canbeidentifiedandOSCUSsedanclappropriate 
steps taken. 

2 Management by objectives is a management approach ui;ed 

toensurethatalemployeesareworicingtONardstheoverall 
busine~objectiw.Objectivescanbeagreedorimposed. 

3 Employeesknowwhatise,,;pectedofthernifobjectives 
havebeenagreedratherth.inimposed,employeesare~kely 
tobemmecommittedtoachievingthebusinessoojectives. 

4 To prOl:1.'Ct the workforce from exploitation by unscrupulous 
employer5; to support employers against being exploited by 
theirworkforce;toguidebusinessesregardingappropriate 
behaviour towards their employees. 

5 Ami-discriminationlegislationisdesignedtopreventany 
wo~erbeingdiscriminatedagainscongroundsoftheir 
gender, race, religion, disab ility or sexual orientation. 

6 Workforceplanningisplanningaheacltoensurethat 

abU1ines1ha1therightnumberofemployeeswith 
appropriateskiHsintherightplace at the right time. 

7 To gain the l)fotection of a large organisation; to have access 
tolegal ;idviceandsupport. 

8 Conciliation is using an impartiil oocsicle body in an attempt 
to arrive at ;i mutually w:epuble agreement. Artiitrotion 
is when .in imp.arti;il outside body hears the evidence and 
then makes a decision that w~I be ~nding on the parties 
involwd 

9 It would only ha~ to negotiate with one organisation and 

10 It shows the chain of command and who is responsible for 
aodtowhom. 
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11 Advonuige:usuallya narrow §f)3f\OfC011trol chefefore 
easiersupervision.OMdl/Qntagt::dangerofdistorted 
communication due to many la)'En. 

12 Advonfa#: ea~r communication due ro f- layers. 
Disodi/Qntagc r- promotion opportunities. 

13 Formalstructureconform,;tothehieiarchicaland 
established0<ganisationstructure.Aninj,,molstructure 
might mean that relatiomhips do not always conform to the 
agreedstructureandtheofficial chain ofcommandmight 
not be followed 

14 Channels of communication are the agree(! paths that 
dlkial communic:atiOflS 5hould follow. They generally follow 
thech.linofcommand 

15 Adl/QnUlge: specia~st<; can be brought together to contribute 
toaproject.Disodwntage:ernployeesworkingon more 
thanoneproJ«tfindworlcdifficuktoprioritiseandh.Ne 
more than one manager. 

8 lncreasedtr..de;moreFDl:increasinglysimilarculture:more 
outsoun:ing:increasedcapital ITIOYt'ment. 

9 (a) lncre~d competition from global businesses makes 

selingmoredifficult. 

(b)EasierrosecuporseHtoothercountriesbutneeds 
thoroughmarlcetresearch. 

10 Merging with domestic business; franchising: exporting: FOi. 

11 Merging-existingproductioo,supplychainsandmarketing 
inplace;costsavings. 

franchising- low start-up costs; marlce1:ing strategy already 
in place. 

fxpo,ting-keepC011trolofseninganddistributionproc:ess; 
lesscosi:stootherbusinesses;nottiedintoagreements. 

fDI - possible lower taJC rates; lower labour cos.ts; more 

gm,ernmencincentives:directmarlcetingaccess. 

12 Pan-global marlcecing is marketing products and/or services 
to global marlcets in many different countries. 16 Adl/Qntage: senior managers ha-...e more t ime to dedicate to 

comp!e>;; issues/decisions. Disadl/Qntoge: mmagers might fear 

alossofcomrol.. ' am 
17 Employeesaremonvatedbyde!egat10n becau!.etheyfeel 

trustedandvaluediftasks arede~gatedtothem. 1 Enterpriseresourceplanning. 

18 Noise: physical noise can be avoided by taking discu~m 2 Ben er inventory C011trol lowers costs, more accurate 

away from noisy machinery. The use cf jargon ex technical knowledge of cosi:s. higher capacity uti~sation, faster 
hngua~ should be avoided. Information '1o..ild be gi¥en responst to change, more integrated information. ~ss waste. 

in a form that all can easily unde~and 3 The time taken to implement it plus the co« d desigl\ 

19 A Ol(l,n network is communiation in a hiemchical setting up and tr~nmg. 

structure with information passing from one level to the 4 Cap.acity uti~~cion is the proponion of fuB ap.icity of a 
next,e.g.communic:atinganarchitect'splii.ncobui!ding businessunitcurrentlybeingproduced. 
WOl'l<;ers.. This can be two-way. A connecced nttwork is where 
infom,arion passes between all people invotved without 
havinganysetpattern. lnfom1ationnnbeexchangedas 
required,eg.di5eussionsonanadvertisingcampaignby 
employeesfromdifferentfunctionalareas. 

20 Fotma/ methods d communication follow the chain of 
command whereas informol methods could be employees 
meetinginthecanteenanddi5eussingbusinessissues. 

1 The marketing objectives in the plan wil l contribute to 
OYerallobjectives;resoun:escanbeplannedforandused 
efficiently. 

2 Enablesplanningforpredictedchanges:avoidsunneces~ry 

spendingonmarketingacrivities 

l {a) -1.S 

{b)+l.67 

{c)-o.67 

4 Product development is the proc:ess of planning a new 
product.frommarlcetanal~sandthefirstidea.ctvough 
todeve!opmentandtestingtoamarlcet-cestedproduct 
001'\Chedwithamarkecingstr.otegy. 

5 Toensureabusinessdoesnotgetleftbehindcompetitors' 
new products; to bt- able to enter new markets ahead of the 
competition. 

6 Awareness, Interest, Desire, Action 

7 Define Advertising Cools for Measured Advertising Resul~ 

capacityutilisacioo= currentoutputx 100% 
maX1mumpos11bleoutp!Jt 

5 (a) 67% 

(b) Demand may have fallen; may be 1lad:: season; firm may 
haveinvestedinproduc:tionfacilityforthefuture 

(c) Lower filled cost per unic; motivate employees; use 
invencorymoreefficienrly. 

6 Eia:rasnftsforemployees. moreefficientw.iysoforganising 
v.or1c to use equipment more, outsourcing some production 
andre-0<ganising. 

7 Allow specia!im co produce; lower costs; more flexibility. 
sharerisks;gainaccesstoskill1outsidethefirm. 

8 Kaiien is continuous regular small improvements suggested 
byallemployeesaspartofacultureof improvement. 

9 Simpkoandcheaptoimplemenc;gen.eratesefficiencyideas: 
motivates employees. 

10 Training and ream"NOrlc - all s.taff must be involved, 
overcoming resistance. 

11 Quolityomsronct isa system for makingsurethac processes 
areinplKecomaimainquality;quolityc.ootrolisthe 
methods used to do this. 

12 TQMinvotveschangingCOffX)ratecufturesothatal l 

employees are involved in continuous quality improvement 
soqualityassuranceisguaranteed. 

13 Koilenmeanseveryemployeeiscontinuallyinvolvedin 
suggesting smal l improvements; TQM involves the whole 
"NOrlcforceinreKhingqualitystandardssol:airenenables 
qualitytoC011timallyimprove. 
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14 Benchmarkingiscomparingafirm'sproceduresorproducts 
withbestpracticeinsimilarfirmsinordertoidentifyand 
carry out po1sible improvement'>. 

15 Advantages: quality improved where a company lags 
behindotherfirms;cleartargetsgenerated;co1tsreduced. 
Disadvcmtages: difficult to gel: accurate information from 
other businesses; expemive to collect information; may just 
copy not improve further. 

16 Project management is planning, organising and managing 
re,ourcestocompleteaprojectwithina,e1:time,caleand 
budget 

17 A weak project management team who cannot control 
contractor; and make worker; keep to time; sudden 

unexpectedpricerisesinmaterialsor,carcityofskilled 
labour;changeinthebusinessenvironment,suchasanew 
technological development, making the project outdated. 

18 (a) line = activity 

(b)circle = node 

(c) twolines = criticalpath 

(d) arrow = rurectionofactivity 

1 Ab,orptioncostingrequiresthatallofthecomareinduded 
in the cost of producing a product (FC and VC). 

2 Contributioncostingiswhenonlythevariablecostsofa 
product are considered 

3 Whenconsideringwhetherornottoacceptaone-offorder; 
whendecidjngwhethertomakeorbuyaproduct. 

4 Contn"butianisthedifferencebetweensellingpriceand 
variable costs. The d ifference is put towards covering the 
fixedcosts.Whenallfixedcostshavebeencoveredthen, 
andonlythen,isthecontributionclassedasprofit 

5 Tomonitortheperformaoceofaparticu!ardepattment; 
to motivate departmental manager; who will aim to work 
within budget. 

6 Benef,t they allow managers to identify sections of a 
businessthatarefinanciallyinefficientbymonitoring 
expenditure compared to the budget. Drnwback: managers 
mightpleadforahigherbudgetthanisnecessary - wasting 
financial resources. 

7 F!exiblebudgetingallowschangestobemadetoabudget 
ifcircum1taoceschange,e.g. anationallyagreed.increase 
in wages. Zero budgeting ignores any previous budgets and 
requiresbudgetholder;tojustifywhatfinancetheyrequire 
for the next period. 

8 During periods of unstable prices, e.g. periods of high 
inflation. Adjustmentstothebudge1:scanbemadeas 
appropnate. 

9 Budge1:s guide individuals and departments. Inefficient 
financial management can be identified and corrective 
action taken. Departments will be required to stay in budge1: 
andthiscanrestricttheiractivities,e.g.themarketing 
departmentmightnotbeabletoembarkonalarge 
promotioncampaignifthebudgetdoe,notallowit 

10 A favourable variaoce is when the actual outcome is better 
forthebu.sinessthantheanticipatedouocome. 

11 An adver.;e variance is when the actual outcome is wor.;e for 

thebusinessthantheanticipatedoutcome. 

12 $175,000 

13 $32,000 

14 The figure for non-current assets (fiXl'd assets) would 
increase by $40,000andthenon-currentl iabilities(long­
term liabilities) would increase by $40,000. 

15 Non-currentassetswouldreduceby $20,000.Cashandcash 
equivalentswouldiocreaseby$15,000.Non-currentl iabilities 
(assuming!ong-termloan)reduceby$5,000. 

16 S15asthisisthenetrealisablevalueofthetrainer; 

17 $33 - thepurcha,ecostofthejad::etsplusthecmtof 
cleaning to make them saleable. 

18 $11,000 

19 To compare it with the return they could have gained 
elsewhere. 

20 The cakes would not be edible if they were ,old after an 
averageof18days. 

21 Businesseshavetosettletheirowndebtswithinaspecified 
period Theyneedthemoneyfromtheir customer;tobe 
abletopaythesupplierstothebusiness. 

22 60% 

23 The businessisunli kelytobeconsideredforabank loan 
becauseitishighlygearedandmightbeunabletomaintain 
the required repayments. The business is highly dependent 
on borrowed money. 

24 10.96% (rounded) 

25 13.79%(rounded) 

26 Different businesses use d ifferent methods of depreciation 
affectingthenetprofitmargin;theremighthavebeena 
one-offeventthatinfluencedtheratiosforoneparticular 
year. 

ZI Tomakesurethattheyaregettingthebestreturnpossible 
on their inve,cment. Shareholder; might also judge the 
efficiencyoffinaocialmanagementbycomparingtheratios 
of different businesses. 

28 To reduce or assess the risk involved and the potential for 
profitability;toestimatethecostsinvolved inaproposed 
projecttocheckwhetherornotitisaffordable. 

29 A sudden downturn in the economy can mean that the 
predictedsalesdonotoccurduetospendingcutbacks. 

30 Payback method of investment appraisal calculates the time 
itwilltakeforrevenuesfromtheprojecttocoverthecmts 
of the investment. 

31 A di,counted cash flow di,counts the predicted cash 
inflowsbytheanticipatedprevailingrateof interesttomake 
allowaoceforchangestothefuturevalueofinflows. 

32 Net present value is the discounted value of net cash flows 
attheendoftheinvestmentpericx!afterdi,countinghas 
beenappliedtoallprojectedcashinflows. 

33 Thelevelofpol lutionthatmightbecausedbyaproject 

Now test yourself answers @ 



1 Anobjectivegivesa,;pecificaimt~tenablesresourcesto 
beorganisedtoachieveit.Objectivesprovideaframev.orlc 
for a mategy to be implemented. 

2 Mission,vision,objectives;stracegicana!ysisofmarli;et, 
competition arid economic environment and internal 
resourcesavailable;mategicchoicesconsideredanddecided; 
strategicchoicesimplemented; evaluationofstrategy. 

3 A srraugy is an overall aim, e.g. 'to grow by increasing 1.!les 
in ew.pcm marli;et5. A tactic is a method used to implement 
a stracegy,e.g. 'roobtaingOYemmentcontractsinanother 
cooncry'. 

4 Them<1rii;etoper<1tedin;thethre<1tsfKed:theresources 
available. 

5 Betcercoordinationoffunc:tionalareas,;f.lsterflexible 
responsetoexternalchange;determiningappropriate 
methods to achieve objectives. 

6 Strategydetermines'itructure. 

7 Top management sets corporate strategy and coordinates 
thetacticsofprcxluctorgeographicaldivisions. 

8 Strength: good kx:ation. Weakness: reliance on one supplier. 
Opportunity. new tedmology avail~e. Threat: strong trade 

9 Advantagr:quick and cheap. Disadvantage: very simplistic. 

10 Customtr ~lty: maintain or improve this. Rising 
un~nt:maintainamencsaleslevel. 

11 PoliricattargetsforeneJgyefficiency. Economic:intere'itrates 
rise. Social: increased emigration. T~lmological: new power 

12 Hea/thandsafety/aws.:increaseresourcestohealthand 
l.!fety.rise insalestax:reduceprofitmargins;ageing 
population: research new products aimed at oldef people; 
moreejflcientmo,hinery.inveo;cmentrises. 

13 Advantag,e:quick and cheap. Disadvontage: relies on 
~ngeable~mptions. 

14 Vision stafl'ments deal with the OYl'l"a l view of where .i 
businessisaimingfor;objecr:ivesareparticulardefinedgoals 
tobeachievedinordertofulfilthevision. 

15 A vision statl'ment 1<'{1 out a broad view about where a 
business might like to be. A mission statement outlines the 
mainvaluesandpurposeofabusiness. 

16 Adllelntage:enablesspecificobjectivestobeset. 
Oisadvantage:cantal::eupresourcestolittleeffect 

17 Threat d compei:ition; threat of !,Ubstitures: barg.iining 
power of customer.: barg.iining power of supplieri;; degree 
dcompei:ition. 

18 In deciding on whether to start sel~ng ~ product aimed at a 
particularmarli;etsegment. 

19 Core compei:encies <1re the concepts that make a business, 
product or bland unique and vah.Jable to customers. 

20 They give customers .i positive view of the business. access 
andWiotiontoproductsandmarketsthebusinessisin. 
difficultforcompetirorstoimitate. 

21 (a) Markttptnetratiooissellinganexistingproductintoan 
exi'itingmarli;ec-.lowrisk. 

(b) Marketdewlopmentissell ing anexistingproductintoa 
newmarl<er.mediumrisk. 

(c) Product deW!lopment is selling a new product into an 
existing mvker: medium risk 

(d) OiW!rsification is selfog a new product into a new 
market:highrisk. 

22 Ad1111r1.ages: simple, dear indication of risk. Oisadllelntagts: 
simplisticandgivesgu1dancenotcertaint}( 

23 Producingthemrequiresrigorousanaly;is;theysetout 
choices and money value. they take account of risk. 

24 Research used may be faulty or inaccurate; may date quickly. 
may not take all relevant factors into account 

25 A business plan se{S out objectives and how an organisation 
ir1tends to achieve them by mategic and tactical plans, 
marl:etinformatiooandfinancialforecasts. 

26 Sets out possible problems so these can be ;mticipated 
andavoidedorsol...ed;obt.iiningfinance-successful 
appliutionsforaloal\grant,!.Ubsidyorotherfinance; sets 
outresourcesneededsothesecanbeputinplace; provides 
focusanddirection;seuoutorganisationstl\lCturerequired 
for success. 

Z1 Power culture: autocratic, ~erarchica l, centralised decision 
making. Task w!turt : team working, democratic delegated 
decisionmaking,flatstructure.fntrepreneuria!cu/wre:ideas 
focused, democratic empowered decision making. flew.ible 
flat or matrix structure. 

2B AppropriatecultureaYOidsdifferentpartsofthe 
organimionhavingdifft'rentobjective5;enablesstrucrureto 
bemacchedtoobjectives. 

29 Contingency planning is the process of planning for 
foreseeable but un~kely events (crises) thac will threaten a 
business. 

30 RecogtVseneedforplanningforcrisis;identifyforeseeable 
threateningevencs,;giveeacheveru:aprobability.decide 
whichwillh.wethe~ggestnegativeeffect;preparea 
contingencyplantodealwiththeseevents;testtheplan: 
reviewandupdatetheplan. 

31 A.t:wart.ages:quickresponse:reassuresstakeholders:helps 
senior managers generate favourable public relations; 
maintainsconfidence. Ois.:ldi,antages:usesdmeand 
resourcesinpreparingandtraining;costofn?Yiewing 
procedure.mayleadtolessplanningtoil'.Oiddisasters,; 
likelynevertobeusedsoresourcesw.i'ited. 
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