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Examiner tips


Advice from the examiner on key points in the text to help you learn and recall unit content, avoid pitfalls, and polish your exam technique in order to boost your grade.
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Knowledge check


Rapid-fire questions throughout the Content Guidance section to check your understanding.
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Knowledge check answers




Turn to the back of the book for the Knowledge check answers.
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Summary





•  Each core topic is rounded off by a bullet-list summary for quick-check reference of what you need to know.
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Questions & Answers
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About this book



This guide has been written with one objective in mind: to provide you with the ideal resource for your revision of AQA AS Business Studies Unit 1 — BUSS1 — Planning and Financing a Business. Specifically, this unit provides an introduction to the scope of business studies in the context of starting a new business. It is intended to develop understanding of:




•  the range of activities involved in setting up a small business


•  the key financial concepts essential for the planning of small businesses





These business activities are considered primarily in terms of their role in the planning and establishing of a new business, as opposed to the actual operation of an existing business.


The Content Guidance section offers concise coverage of Unit 1, combining an overview of key terms and concepts with an identification of opportunities for you to illustrate the higher-level skills of analysis and evaluation. The scope for linking different topic areas is also shown.


The Question and Answer section provides six case studies, which are focused on specific areas of content and in the same order as the first section. You can use the final section of this guide as an integral part of your revision. The questions are based on the format of the Unit 1 examination paper.


A common problem for students (and teachers) on completing a topic is the lack of examination questions that cover only that area. The questions in this guide are tailored so that you can apply your learning while a topic is still fresh in your mind, either during the course or when you have revised a topic in preparation for the examination.


Caution: although you may cover the topics within a few weeks of starting the course, it is unlikely that you will be able to develop fully the higher-level skills of evaluation. For this reason, you are advised not to attempt these questions too early in the course. However, you may find it helpful to read a sample A-grade response.





Content Guidance


This section of the guide outlines the topic areas of Unit 1, which are as follows:




•  Starting a business


•  Financial planning





Read through the relevant topic area before attempting a question from the Question and Answer section.


Key terms


Key terms are usually highlighted in bold and the definition given in the margin. You should also have a business studies dictionary to hand.


Analysis


Under this heading, there are suggestions on how topic areas could lend themselves to analysis. During your course and the revision period, you should refer to these opportunities. Test and practise your understanding of the variety of ways in which a logical argument or line of reasoning can be developed.


Evaluation


Under this heading, general opportunities for evaluation are highlighted within particular topic areas. A wide range of ‘Opportunities for evaluation’ is described on pp. 59–60.


Integration


Under the heading ‘Links’, the scope for linking different topic areas is shown. Most business problems have many dimensions and a student who can show, for example, the effect of a business’s location on its budgeting will be rewarded. Look for these opportunities to integrate. Unit 1 focuses on a business start-up, so the business plan provides an integrating theme throughout Unit 1. A successful start-up will require careful planning in every aspect of the business, so throughout the unit there are opportunities to bring topic areas together. This integration culminates in the final topic, ‘Assessing business start-ups’, which brings the whole of Unit 1 together in order to evaluate the start-ups’ potential for success.





Starting a business




Enterprise


Enterprise and entrepreneurs
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Figure 1 Characteristics of a successful entrepreneur
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enterprise almost any business or organisation can be called an enterprise, but the term usually refers to the process by which new businesses are formed and new products and services are created and brought to the market. Enterprises are usually led by an entrepreneur
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enterprise skills skills that allow an individual or organisation to respond effectively to changing market situations. They include problem-solving skills, thinking and acting innovatively and creatively, and understanding the importance of risk and uncertainty. The definition of enterprise capability used by the Department for Business, Innovation and Skills includes the following skills: innovation, creativity, risk management, risk taking and a can-do attitude.
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entrepreneurs individuals who have an idea that they develop by setting up a new business and encouraging it to grow. They take the risk and the subsequent profits that come with success, or the losses that come with failure.
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Having an entrepreneurial attitude is vitally important in today’s job market for the following reasons:




•  Individuals change jobs more often.


•  Management structures have become less formal and more flexible.


•  Working methods have become more interactive.


•  Businesses are more likely to encourage individuals to spot opportunities, take initiatives and adapt to changing circumstances.





Importance of risk and rewards such as profit


In the UK, over one-third of people surveyed say that they are afraid of failure — quite naturally, as the majority of new businesses fail. Failure occurs for a number of reasons:




•  lack of finance


•  poor infrastructure


•  skills shortages


•  complexity of regulations or ‘red tape’





The ability to evaluate the risks and uncertainty that are an integral part of almost all business decisions is an important element of successful enterprise. An entrepreneur who can overcome risks will be rewarded with the profit that the business earns. Many people avoid risks, so there are often high profits to be made from a business idea that competitors are afraid to exploit.


Opportunity cost


This is the ‘real cost’ of taking a particular action or the next best alternative forgone, i.e. the next best thing that could have been chosen but was not. For example, the opportunity cost of setting up a new business might be the wage from her old job that an entrepreneur gives up.
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Examiner tip


Opportunity cost is a very important concept. It is the decision that was the next best alternative foregone. But remember — it is the decision that the entrepreneur did NOT make.
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Motives for becoming an entrepreneur


It is estimated that between 400,000 and 500,000 new businesses start up each year. Motives for becoming an entrepreneur vary from the existence of favourable circumstances that will help an entrepreneur to set up, to personal factors that might encourage individuals to set up their own business.


Reasons include:




•  government encouragement of people to be more entrepreneurial (e.g. enterprise education in schools)


•  increasing wealth, which gives people more business opportunities and less risk


•  the pace of change, which is constantly creating new opportunities


•  the desire for more independence at work


•  a wish to make money


•  a desire to use a talent or skill in a useful and profitable way


•  attempting to provide employment or wealth for the local area





Government support for enterprise and entrepreneurs


Governments support enterprise for several reasons:




•  to provide more products and services for communities


•  to reduce unemployment by allowing more firms to become established


•  to fill market niches and so satisfy certain tastes — this also gives more choice to customers


•  to help productivity to improve by increasing competitive pressures in markets


•  to encourage more flexible businesses that support the introduction of new ideas and technologies and more efficient working practices





The Enterprise Directorate in the Department for Business, Innovation and Skills (formerly the Department of Business, Enterprise and Regulatory Reform) is the government’s expert policy unit on small business issues.


Government support is provided by:




•  reducing business taxes and trying to establish and maintain a modern and competitive business tax system


•  reducing the burden of regulations and bureaucracy on enterprises


•  reducing barriers to raising finance for small businesses


•  improving the support for small and new businesses


•  promoting a change in the UK’s enterprise culture


•  encouraging business start-ups in economically deprived regions of the UK


•  introducing legislation to promote competition


•  funding projects to raise awareness of enterprise among under-represented groups of people


•  encouraging unemployed people to move into self-employment
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Knowledge check 1


Give three possible reasons for the failure of new businesses.
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Analysis


Opportunities for analysis are:




•  examining the skills or characteristics needed by an entrepreneur


•  assessing weaknesses in an entrepreneur


•  analysing the reasons for a business failure


•  recognising the opportunity cost of a business decision


•  showing understanding of the motives of a particular entrepreneur


•  explaining reasons for government support for enterprise


•  indicating how government support can help entrepreneurs










Evaluation


Opportunities for evaluation are:




•  assessing a balance between risk and reward in a particular business start-up


•  evaluating the risks and rewards to an entrepreneur


•  judging the importance of different characteristics of the entrepreneur in terms of their influence on the business’s achievements


•  evaluating the significance of different motives for becoming an entrepreneur


•  viewing the significance of the entrepreneur’s skills, relative to other factors that influence the success of a new business










Links


This topic links with all of the other elements of Unit 1. The major links are:




•  the skills of the entrepreneur in providing an idea or identifying a suitable product or market niche


•  the quality of the entrepreneur’s business plan and his or her skills in carrying out appropriate market research and choosing a good location


•  the need for an entrepreneur to raise sufficient finance to develop the business and his or her skills in areas of financial planning such as cash-flow forecasting and budgeting


•  the importance of the entrepreneur’s skills when assessing the relative success of a business start-up









Generating and protecting business ideas


Sources of business ideas


Ideas can be generated by the process of brainstorming or can come from the entrepreneur’s own personal and/or business experience.


Research suggests that there are four major sources of ideas for entrepreneurs:




•  spotting trends and anticipating their impact on people’s lives (e.g. mobile communication technology)


•  noticing something that is missing from the market or that can be improved on (e.g. online holiday bookings)


•  copying ideas from other countries (e.g. car valeting)


•  taking a scientific approach (e.g. Dyson’s cyclonic cleaner)





Other sources include:




•  brainstorming (e.g. Innocent when considering new flavours)


•  personal/business experience (e.g. Liftshare — a car-sharing service used by the Glastonbury Festival)





Identification of a product or market niche


Once a business has used these methods, it needs to identify both the product itself and the market niche that it will target. Looking at each of the sources above, the business must then plan its actions carefully.




•  Spotting trends: the business must decide on the exact style of product that meets this market’s needs.


•  Noticing something that is missing: what product or service best fits this gap?


•  Copying ideas from other countries: will the same customers be targeted in the UK?


•  Taking a scientific approach: the product is decided, but who will buy it?


•  Brainstorming: again, an idea of the potential market is needed.


•  Personal/business experience: how relevant is the experience? Does the idea need to be adapted to the market?





Franchising


A franchise is when a business (the franchisor) gives the right to supply its product or service to another business (the franchisee).


Types of franchise




•  Business format franchise. This is when the owner of a business (the franchisor) grants a licence to another person or business (the franchisee) to use their business idea — often in a specific geographical area. The franchisee sells the franchisor’s products or services, trades under the franchisor’s trademark or tradename, and benefits from the franchisor’s help and support.


•  Distributorship and dealership. Here the franchisee sells the products but does not usually trade under the franchise name. In this case, the franchisee has more freedom over how they run their business. This is common in car sales, where a particular showroom may be the main dealership for, say, Toyota cars.


•  Agency. This is where the franchisee sells goods or services on behalf of the supplier (franchisor).


•  Licensing. Here the franchisee has a licence giving them the right to make and sell the licensor’s product. Like distributorships and dealerships, there are usually no extra restrictions on how the business is run.
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Figure 2 Setting up a franchise – benefits and disadvantages to the franchisee
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Figure 3 Setting up a franchise – benefits and disadvantages to the franchisor





Protecting a business idea


Business ideas can be protected by using copyright, patents and trademarks.


Copyright


This is legal protection against copying for authors, composers and artists.


Copyright material includes:




•  books


•  information leaflets


•  films


•  computer programs


•  sound recordings





The owner of the copyright can decide whether material can be copied. They can charge a royalty or licence fee.


Patents


A patent is an official document granting the holder the right to be the only user or producer of a newly invented product or process for a specified period.


If an individual invents a new process, piece of equipment, component or product, they may apply for a patent in order to prevent other people copying their invention and then making, selling, importing or using it without permission.


The Copyright, Designs and Patents Act 1988 gives patent holders the monopoly right to use, make, license or sell the invention for up to 20 years after it has been registered.


The benefits of patents are:




•  The owner has a monopoly and can sell the product without close competition for up to 20 years.


•  Having a patent means that the invention becomes the property of the inventor. A patent can be sold, rented or licensed, and so can bring in revenue, even if the inventor does not develop it themselves.


•  A small business with an existing patent might become an attractive proposition for a large firm to purchase, simply in order to obtain the patent.





However:




•  It costs a lot of money and takes a long time to apply for and protect a patent.


•  Preventing other firms from using your patent can mean high legal costs.
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Examiner tip


When answering questions on the benefits of patents and copyright, ensure that you apply your answer to the situation in the case study. Has the actual business in the case study gained one or more of the following benefits:




•  higher sales


•  higher price


•  revenue from selling the


•  rights to another firm?
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Trademarks


These are signs, logos, symbols or words displayed on a company’s products or on its advertising, including sounds or music, which distinguish its brands from those of its competitors. Trademarks can help a business by:




•  providing an image that is instantly recognisable to customers


•  creating a USP (unique selling point) by differentiating a product from those of its competitors


•  making it easier to launch new products, using the widely recognised trademark





It may also be possible to earn money by selling a popular trademark to another business.
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Knowledge check 2


What is a market niche?
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Analysis


Opportunities for analysis are:




•  comparing different sources of business ideas in a specific firm


•  recognising the impact of limited resources on the creation of business ideas


•  linking the choice of product to the market niche targeted by the business


•  assessing the benefits to the franchisor or franchisee of using a franchise


•  assessing the drawbacks to the franchisor or franchisee of using a franchise


•  explaining the benefits and/or drawbacks of copyright, patents and trademarks










Evaluation


Opportunities for evaluation are:




•  the relative merits of a franchise as opposed to an independent start-up


•  the overall impact of a patent or copyright on a business’s financial success


•  the weighing-up of two alternative franchises


•  the key factors to consider when deciding on patenting/copyrighting/franchising





This section links to the characteristics of the entrepreneur who has generated the business idea. Issues such as franchises and patents also link to market share and have an impact upon (and are influenced by) the level of finance available to a business start-up. The section ‘Assessing business start-ups’ relates closely to the belief that franchises or businesses that can protect an idea (e.g. through a patent) are likely to be less risky.





Transforming resources into goods and services


Inputs, outputs and the transformation process


Resources (inputs)


In order to produce goods and services, a business needs to use resources. These resources are the inputs into the production process, but are more commonly known as the factors of production.




•  Land. The term ‘land’ incorporates all the natural resources that can be used for production. Examples are land, mineral resources (e.g. coal and gold), livestock and fish.


•  Labour. ‘Labour’ describes both the physical and mental effort involved in production. It therefore includes all types of jobs.


•  Capital. Capital means goods that are made in order to produce other goods and services. Examples are machinery, computer systems, lorries and factories.


•  Enterprise. Enterprise is the act of bringing together the other factors of production in order to create goods and services. This function is carried out by the entrepreneur, who makes decisions and provides the finance.
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resources or inputs the elements that go into producing goods and services.
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factors of production the categorisation of the resources used to convert inputs into outputs, into four distinct elements — land, labour, capital and enterprise.
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Improving the efficiency of the factors of production


There are a number of ways in which the efficiency of factors of production can be improved. Examples are:




•  improving the fertility of land (e.g. through the use of fertilisers)


•  using renewable or recyclable resources (this reduces waste)


•  greater education and training of the workforce (to gain greater output from each employee)


•  increasing the level of investment in capital equipment, as high-quality capital can improve the speed of production


•  improvements in entrepreneurial skills and a willingness of entrepreneurs to take risks


•  extending the overall scale of production (this should lead to greater efficiencies, such as bulk-buying)
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production the process whereby resources (factors of production) are converted into a form that is intended to satisfy the requirements of potential customers.
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The nature of output


The process by which inputs of factors of production are transformed into outputs is known as production.


It is important to note that the customer may be another firm and that production means providing services as well as making physical goods.


Inputs to outputs: the transformation process


The purpose of a business is to produce goods or services. In order to achieve this purpose a business must acquire inputs, convert them into outputs, and ensure that they reach the customer. All of these activities are part of the transformation process (see Figure 4).
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Figure 4 The transformation process





In the primary and secondary sectors, the part of ‘land’ which is raw materials is used up during the transformation process. In contrast, the remaining inputs remain intact and can be used again and again.


In the tertiary sector, the transformation process focuses directly on the consumer. No physical product emerges at the end of the process, but the consumer has experienced a change.


Classifying outputs


The main outputs of the transformation process are classified into:




•  natural resources


•  semi-finished and finished goods


•  services





These are respectively referred to as primary production, secondary production and tertiary production. Collectively, these three types of production (output) make up the three sectors that form the structure of industry:




•  Primary sector: those organisations involved in extracting raw materials (e.g. farming, fishing, forestry and the extractive industries, such as oil exploration, mining and quarrying).


•  Secondary (manufacturing) sector: those organisations involved in processing or refining the raw materials from the primary sector into finished or semi-finished products (e.g. paper mills, oil refineries, textile manufacturers, food processors, vehicle manufacturers and machine tools manufacturers).


•  Tertiary sector: those organisations involved in providing services to customers and to other businesses, in either the public or the private sector (e.g. education, health, hairdressing, retailing, financial services, restaurants and leisure services).





Multiple outputs


Many transformation processes produce both goods and services. For example, a visit to a restaurant provides a service, but also leads to the production of a good from raw materials.


Production may also lead to undesirable outputs (e.g. pollution and waste) or unacceptable processes (e.g. the exploitation of child labour) as well as the goods and services produced. Increasingly, firms are being held responsible for these outputs through pressure groups, consumer action or government laws and regulations.



Feedback


The final part of the transformation model is feedback. Feedback of information is used to adapt the process in future to meet customer needs.


Adding value


Measuring output


How is output measured? This might seem to be an obvious question — surely if Toyota produces a car that is sold for £12,000, the value of its output is £12,000?
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value added sales revenue minus the cost of bought-in materials, components and services.
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adding value the process of increasing the worth of resources by modifying them.
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However, parts of this car (e.g. the radiator and tyres) may have been manufactured by another company and sold to Toyota as components. Therefore, the true value of this car is its selling price minus the value of goods and services bought in by Toyota. This is known as value added.


The production process is seen to be a major factor in adding value. For example, the transformation of various components into a television set adds value, as people place a higher value on the television set than on the bits and pieces used to make it. Similarly, distribution and retailing add value by bringing the product within easier reach of the customer. Other services, such as marketing, also add value by:




•  creating a unique selling point (USP) — this may be real, such as a different design or different components, or it may be based on image and branding


•  identifying an attractive mix of design, function, image and service
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Examiner tip


In the examination case study look for a cause if there is high value added. Is it due to a high price or low costs? What factors might have helped to create high value added? If there is low value added how could the entrepreneur change this situation?
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Analysis


Opportunities for analysis are:




•  explaining why certain inputs or resources are used by a business


•  demonstrating how the transformation process adds value to resources


•  showing how a business can add value


•  analysing the benefits of adding value for a business










Evaluation


Opportunities for evaluation are:




•  judging the choice of resources/inputs used by a business


•  evaluating the suitability of the transformation process used by a start-up


•  reasons why adding value is easier for some start-ups than others


•  discussing the main factors that lead to a business adding value










Links


This topic links to the qualities of the entrepreneur — specifically their ability to decide on the best resources to use in order to produce a finished product that adds value. Adding value also depends on understanding the nature of the market and links closely to the relationship between costs and price, which is covered in financial planning.
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Knowledge check 3


Write down a formula to calculate ‘added value’.
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Developing business plans


Purpose of a business plan


Drawing up a business plan is an important step in setting up a new business. The key purposes and benefits of a business plan are:




•  to help the entrepreneur to set clear objectives


•  to guide the entrepreneur towards strategies or actions needed to meet these objectives


•  to persuade lenders to invest capital in the business by demonstrating why it is likely to succeed — bank managers will want to see a business plan before giving bank loans or overdrafts


•  to help in the running of the business by providing a working document against which the business’s progress can be reviewed regularly


•  to encourage entrepreneurs to plan ahead in a realistic way
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