



[image: image]









[image: ]






The Publishers would like to thank the following for permission to reproduce copyright material.


Fig. 1.16 © iQoncept/stock.Adobe.com; Fig. 1.19 © dizain/stock.Adobe.com; Fig. 1.20 © Igor Serazetdinov/stock.Adobe.com; Fig. 1.21 © Minerva Studio/stock.Adobe.com; Fig. 1.22 © dizain/stock.Adobe.com; Fig. 2.5 © agnormark/stock.Adobe.com; Fig. 3.1 © masterzphotofo/stock.Adobe.com; Fig. 3.4 © stanciuc/123RF; Fig. 3.18 © pyty/stock.Adobe.com; Fig. 15.2 © Rainer Plendl/Fotolia; Fig. 15.4 adapted with permission from V. Ryan, www.technologystudent.com; Fig. 15.7 © jamdesign/Fotolia; Fig. 15.8 contains public sector information licensed under the Open Government Licence v3.0; Fig. 15.11 adapted by permission of Aleksey Savkin, bscdesigner.com.


Every effort has been made to trace all copyright holders, but if any have been inadvertently overlooked, the Publishers will be pleased to make the necessary arrangements at the first opportunity.


Although every effort has been made to ensure that website addresses are correct at time of going to press, Hodder Education cannot be held responsible for the content of any website mentioned in this book. It is sometimes possible to find a relocated web page by typing in the address of the home page for a website in the URL window of your browser.


Hachette UK’s policy is to use papers that are natural, renewable and recyclable products and made from wood grown in sustainable forests. The logging and manufacturing processes are expected to conform to the environmental regulations of the country of origin.


Orders: please contact Bookpoint Ltd, 130 Park Drive, Milton Park, Abingdon, Oxon OX14 4SE. Telephone: (44) 01235 827720. Fax: (44) 01235 400401. Email education@bookpoint.co.uk Lines are open from 9 a.m. to 5 p.m., Monday to Saturday, with a 24-hour message answering service. You can also order through our website: www.hoddereducation.co.uk


ISBN: 9781510442320
eISBN: 9781510442252


© Dianne Wainwright and Diane Mitchell 2018


First published in 2018 by


Hodder Education,


An Hachette UK Company


Carmelite House


50 Victoria Embankment


London EC4Y 0DZ


www.hoddereducation.co.uk


Impression number  10  9  8  7  6  5  4  3  2  1


Year  2022  2021  2020  2019  2018


All rights reserved. Apart from any use permitted under UK copyright law, no part of this publication may be reproduced or transmitted in any form or by any means, electronic or mechanical, including photocopying and recording, or held within any information storage and retrieval system, without permission in writing from the publisher or under licence from the Copyright Licensing Agency Limited. Further details of such licences (for reprographic reproduction) may be obtained from the Copyright Licensing Agency Limited, www.cla.co.uk


Cover photo © Sergey Nivens/Shutterstock.com


Typeset in India.


Printed in Spain.


A catalogue record for this title is available from the British Library.




[image: ]







Get the most from this book


Everyone has to decide his or her own revision strategy, but it is essential to review your work, learn it and test your understanding. These Revision Notes will help you to do that in a planned way, topic by topic. Use this book as the cornerstone of your revision and don’t hesitate to write in it: personalise your notes and check your progress by ticking off each section as you revise.


Track your progress


Use the revision planner on pages 4 to 7 to plan your revision, topic by topic. Make a note when you have:





•  revised and understood a topic



•  tested yourself



•  practised the exam questions and checked your answers.





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


Features to help you succeed
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Exam tips


Expert tips are given throughout the book to help you polish your exam technique in order to maximise your chances in the exam.


[image: ]







[image: ]


Typical mistakes


The author identifies the typical mistakes candidates make and explains how you can avoid them.
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Now test yourself


These short, knowledge-based questions provide the first step in testing your learning. Answers are available on the website.
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Key words


Clear, concise definitions of essential key terms are provided where they first appear, and in a glossary at the back of the book.
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Exam practice


Practice exam questions are provided for each unit. Use them to consolidate your revision and practise your exam skills.
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Unit 1 The business environment



1 Understand different types of businesses and their objectives


Businesses are all around you. Some go virtually unnoticed; others shout about their existence. Factories, shops, online stores, farms, hair salons and building firms are all businesses, but so too are libraries, hospitals, schools, refuse collection services, insurance companies, banks, charities, football clubs and the BBC.


1.1 Different types of business activity


Businesses can be categorised by their main type of activity.
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Primary activity





•  A business whose main activity is to extract raw materials.



•  Raw materials are extracted from many places including from the land, under ground, the waterways and under the sea.



•  Common examples are mining (e.g. coal, gold, uranium, diamonds, salt), farming (e.g. cereal crops, fruit, beef, chicken, cattle), fishing (e.g. cod, salmon, lobster, prawns) and extraction (e.g. gas, oil, mineral water).





Secondary activity





•  A business involved in manufacturing products.



•  The products made may be finished goods to sell to the general public, or components to be sold to other businesses.



•  Common examples are factories (e.g. carpet maker, car plant, paint factory, electrical component producer), mills (e.g. wheat, wool, cotton, corn) and construction (e.g. house builder, bridge builder).






Tertiary activity






•  A business that provides a service.



•  Tertiary sector organisations do not extract raw materials or make physical goods. Instead they provide expertise and assistance to carry out a particular action or deed.



•  Common examples are retailers (e.g. supermarkets, newsagents, market stalls, online traders), personal services (e.g. libraries, dental surgeries, banks, beauty salons, bus companies, restaurants) and business services (e.g. accountancy, insurance, shipping, air freight).







[image: ]


Key terms


Raw materials: the planet’s natural resources.


Manufacturing: the making of goods using a production or construction process.


Service: the provision of a deed or action (rather than the provision of a product).


Primary activity: the extraction of raw materials.


Secondary activity: the manufacturing of products.


Tertiary activity: the provision of a service.
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Typical mistake


Confusing tertiary activity with the third sector (see LO 1.2). The words ‘tertiary’ and ‘third’ are not interchangeable. You should try to ensure that you use the correct term. Tertiary activity is when a business provides a service; in LO 1.2 you will learn that the third sector describes organisations run for social benefit that are not owned by the government.
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Exam tip


Many questions on this topic are contextual. You need to be able to identify the type of business activity that a particular firm engages in.
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1.2 Different sectors of operation


Businesses can also be classified by their sector of operation. Businesses are split into three sectors: the private sector, the public sector and the third sector.
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Key term


Private sector: businesses owned by individuals to make a profit.
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Key terms


Public sector: businesses owned by the government.


Third sector: organisations run for social benefit that are not owned by the government.
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Private sector


Private sector businesses are owned by individuals – sometimes one individual, sometimes many individuals. They exist to make a profit for their owners.
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Public sector



Public sector businesses are owned by the state/government. They are controlled by central or local government.
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Third sector


Third sector organisations are those run for social benefit that are not owned by the government. The third sector includes community groups, charities, self-help groups, social enterprises and community interest companies (CICs).
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Typical mistake


Thinking that a public limited company (a business with ‘plc’ at the end of its name; see LO 1.3) operates in the public sector. It does not. A public limited company is owned by shareholders who hope to make a profit. A public limited company operates in the private sector.
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Exam tip


Be prepared to work out the sector a business operates in from its name or from what it seeks to achieve. For example, a limited company exists to make a profit for its owners and is, therefore, a private sector business. On the other hand, a charity exists to benefit a specific cause and is, therefore, a third sector business.
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1.3 Different forms of legal business ownership


There are several different forms of business ownership in the UK.
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Typical mistake


Thinking that a sole trader has to work on their own. Just because the business only has one owner does not mean that it cannot employ a workforce. For example, a sole trader who owns a car maintenance garage may employ several mechanics.
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Sole trader





•  A business that only has one owner.



•  The owner has unlimited liability.



•  The owner has full control of the business.



•  The business operates in the private sector.





Partnership





•  A business with two or more owners.



•  In an ordinary partnership the owners have unlimited liability.



•  The owners have joint control of the business.



•  The business operates in the private sector.
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Key terms


Sole trader: a business that only has one owner.


Unlimited liability: the owners of a business are personally liable for all debts incurred by the business if the business has insufficient funds to repay them.


Partnership: a business with two or more owners who have joint control.
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Table 1.1 The advantages and disadvantages of a sole trader, and of a partnership






	Sole trader

	Partnership






	Be own boss
[image: ]


	Owners may disagree
[image: ]







	Keep all of the profits
[image: ]


	Profits must be shared
[image: ]







	Few legal/administrative requirements
[image: ]


	Few legal/administrative requirements
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	Financial affairs are private
[image: ]


	Financial affairs are private
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	Can be set up with limited amounts of capital
[image: ]


	Can be set up with limited amounts of capital
[image: ]







	No separate legal entity: owner could be sued
[image: ]


	No separate legal entity: owners could be sued
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	Unlimited liability
[image: ]


	Unlimited liability
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	Business ends if owner dies
[image: ]


	Business ends if one of the partners dies
[image: ]







	Shortage of finance
[image: ]


	Capital from each partner
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	No co-owner to discuss ideas with
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	Co-owner to discuss ideas with
[image: ]







	Long hours, few holidays
[image: ]


	Workload shared
[image: ]







	Skill shortage
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	Multiple skills
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Private limited companies (identified by ‘Limited’ or ‘Ltd’ in the business’s name)






•  A business owned by one or more shareholders.



•  The shares can only be bought and sold privately.



•  The business is incorporated.



•  The shareholders have limited liability.



•  The directors control the business.



•  The business operates in the private sector.
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Public limited companies (identified by ‘plc’ in the business’s name)






•  A business owned by two or more shareholders.



•  The shares are bought and sold on the stock exchange.



•  The business is incorporated.



•  The shareholders have limited liability.



•  Directors run the company on behalf of the shareholders.



•  The business operates in the private sector.
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Key terms


Private limited company: a business owned by one or more shareholders, who have bought shares privately.


Limited liability: the owners of a business are only liable for the debts of the business to the value of their investment in the business.


Incorporated: The business is deemed a legal entity, separate from its owners.


Public limited company: a business owned by two or more shareholders, who have bought shares on the stock exchange.
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State-/government-owned organisations






•  A business owned by the state and controlled by the government.



•  It operates in the public sector.



•  Its aims and objectives are set by the government.



•  It has the protection of limited liability.
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Registered charities/not for profit





•  A business with charitable aims, i.e. one that seeks to benefit a specific cause rather than make a profit, e.g. fighting cancer, relieving child poverty.



•  These charitable aims are subject to a ‘charitable status test’ – a far stricter regulation than just being of benefit to society.



•  The business operates in the third sector.



•  The registered charity is a legal entity and has the protection of limited liability.



•  It does not have owners in the way that other businesses do. It is controlled by trustees.
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Key terms


Registered charity: a business with charitable status.


Community interest company: a company set up by private individuals to benefit society, rather than to make a profit.
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Community interest companies (CIC)





•  A company set up by private individuals to benefit society, rather than to make a profit.



•  A CIC can be limited by shares or by guarantee. All monies made are ploughed back into the business.



•  The business is incorporated.



•  Its owners have limited liability. However, legal restrictions are in place to control how the community interest company can use its resources. This ensures that any financial returns are put back into the business for the benefit of society.



•  The business operates in the third sector.








[image: ]







[image: ]





1.4 Factors which inform business ownership


When deciding which is the most appropriate form of business ownership for a particular firm, it is important to consider the following.





•  Legal status – whether the business is a separate entity from its owners. Sole traders and partnerships do not have separate legal identity. Incorporated businesses, such as companies and charities, do have separate legal identity. Being a separate legal entity means that the business can sue, and be sued, in its own right.



•  Liability – business owners must consider the liability of the business. Owning a business which has unlimited liability puts at risk the personal possessions of the owners if the business gets into financial difficulty. Sole traders and partnerships have unlimited liability. Incorporated businesses, such as companies and charities, have limited liability.



•  Funding – consideration needs to be given to how much finance a business needs and the finance options available. A public sector organisation may be financed from taxation. A third sector organisation may receive grants and donations. A private sector organisation is more likely to secure funds by borrowing or by taking on additional owners.



•  Control/decision-making – the form of ownership will affect the control and decision-making in the business. This includes whether it is the owner or someone else that makes the business decisions. This affects the complexity of decision-making, the speed of decision-making and the actual decisions made.



•  Legal/administrative requirements – some businesses, for example, a sole trader, require very little paperwork to set them up or to continue trading. Other businesses, for example, a public limited company, require a great deal of paperwork.







Table 1.2 Legal/administrative requirements of business






	Legal form of ownership

	Paperwork to start the business

	Paperwork once trading






	Sole trader

	Register with HMRC for income tax

	


•  Annual tax return to HMRC










	Partnership

	Register with HMRC for income tax

Deed of Partnership advised but not required



	


•  Annual tax return to HMRC










	Private limited company

	
Memorandum of Association

Articles of Association


Form 10


Form 12



	


•  Lodge financial accounts at Companies House



•  Pay corporation tax










	Public limited company

	Memorandum of Association

Articles of Association


Form 10


Form 12


Must await issue of Certificate of Incorporation before trading can begin



	


•  Lodge audited financial accounts at Companies House



•  Publish audited accounts



•  Pay corporation tax










	
Community interest companies (CIC)

	Memorandum of Association (showing purpose is to benefit society in some way)

Articles of Association


Form 10


Form 12



	


•  Lodge financial accounts at Companies House



•  Pay corporation tax










	Registered charities

	Memorandum of Association (showing charitable aims)

Articles of Association


Form 10


Form 12


Charitable status test



	


•  Lodge financial accounts at Companies House and the Charity Commission



•  Additional Charity Commission regulatory documentation



•  Tax exemption documentation – in most cases, registered charities are not taxed
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Key terms


Deed of Partnership: a document detailing the rights and responsibilities of each partner.


Memorandum of Association: a document which states what the company has been formed to do.


Articles of Association: a document which governs the internal rules of how the company is to be run.


Form 10: a form declaring director names, the name of the company secretary and the business’s registered office.


Form 12: a statutory declaration that all requirements of the company registration process have been complied with.
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Typical mistake


Do not fall into the trap of thinking that one form of business ownership is better than another. The most appropriate form of ownership for any specific business will depend upon its particular circumstances. With a sound knowledge of the differences between the different legal forms of ownership, you will be able to make this judgement for yourself in the exam.


[image: ]







[image: ]


Exam tip


Be prepared to consider the advantages and disadvantages of different forms of business ownership. It is one thing to know the features of a partnership, it is quite another to be able to compare it to a sole trader or to a private limited company.


When questions ask you to compare, make sure that you are clear about what you are comparing with. Write as clearly as you can. For example, if the question is about availability of finance for a partnership compared with a sole trader, you could correctly say that a partnership is likely to have more finance because it will receive capital from at least one additional owner. However, if the question is about the availability of finance for a partnership compared with a private limited company, it would be incorrect to say that a partnership is likely to have more finance. A partnership is likely to have less finance than a private limited company because a company can issue shares.
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Typical mistake


Giving generic answers to a contextual question. If the question asks you to consider the advantages and disadvantages to Sal, a sole trader, of taking on a business partner, then that is what you must do, i.e. you must consider Sal and the situation she finds herself in. A general answer will get you some marks, but to gain more marks you have to apply your answer to the context on the exam paper. In this example you should consider what Sal’s strengths and weaknesses are and what the business needs. If, say, Sal is argumentative, cannot work with others and is unwilling to share the profit, then you should recommend Sal remain as a sole trader. On the other hand, if Sal’s workload is too high or Sal lacks expertise in a certain area, say, marketing, then you should recommend Sal find a suitable partner.
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1.5 Differing business aims and objectives


All businesses exist for a reason and, therefore, have a purpose. When these purposes are formalised they are called aims and objectives. Aims and objectives are the goals of a business; they are a summary of what the business wants to achieve.
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Survival


Survival is the initial aim of most businesses. When an entrepreneur starts a new business, it is unlikely to make a profit. First it has to build up sales and a customer base; only then can it make a profit by earning enough revenue to cover costs. Before this happens, the business needs to survive.


Financial aims


Financial aims are many and varied. They include:





•  To break-even – where a business aims to cover its costs. This may allow the business to survive until it makes a profit.



•  To increase revenue – to increase the amount of money brought in from sales. In general, this can be done in two ways – either selling more at the same price, or reducing the price so that more is sold.



•  To reduce costs – to lower the expenses involved in running the business. For example, reducing the electricity bill, finding a cheaper supplier or paying a lower rent.



•  To make profit – once a business has covered its costs, any additional revenue will lead to profit. Profit can be increased in two main ways: either by increasing revenue or reducing costs.





Growth


Most business owners want their businesses to grow. There are many forms of business growth:





•  Businesses may want to grow physically, for example, by opening a second branch of a shop, extending a factory or employing more staff.



•  The business could grow by securing more sales so that it increases its market share.



•  Other forms of business growth could include a business wanting to extend the range of products it sells or the range of services it offers.
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Key terms


Aims and objectives: what a business is trying to achieve.


Revenue: the money a business gets when payment is made for the goods and services it provides.


Profit: the amount left over when all expenses have been paid.


Break-even: making just enough revenue to cover costs.


Market share: the proportion of the total market the business sells to.
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Reputation






•  Many businesses aim to build a particular reputation. It could, for example, be for quality or value for money or for being ethical and having a social conscience.



•  The type of reputation the business pursues is often linked to the personal ideals of the business owners.



•  Building the right reputation can help a business survive and make a profit.





Being enterprising


Many businesses, especially small businesses, are formed because of the desire of the owner to be their own boss. Businesses which are owned by men and women with an entrepreneurial spirit have often grown from a hobby or personal interest. However the business starts off, if the business is to succeed it needs to think of ways to compete with other businesses.
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Exam tip


You may be asked to judge the appropriateness of a particular firm’s aims and objectives. When doing so, you should consider the specific circumstances that the business finds itself in. For example, is the business a new business? Is the business in some form of financial difficulty? Who owns the business? How strong is the competition? What opportunities does the firm have? What specific threats does it face? The more specific your argument, the better your answer will be.
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Typical mistake


Failing to consider the impact of one business objective on other business objectives. Some objectives go hand-in-hand, for example, increasing revenue is likely to increase market share and may allow the business to expand. However, some objectives conflict with each other, for example, pursuing a reputation for offering value for money may conflict with increasing profits or being known for high quality products.
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Now test yourself





1  Explain why a hotel is an example of a tertiary business activity.


[2 marks]



2  Which of the following is not an example of a public sector business?







    (a)  A local authority art gallery


    (b)  Ordnance Survey


    (c)  The NSPCC


    (d)  The RAF


[1 mark]








3  Explain why a business owner might be concerned about having unlimited liability.


[3 marks]



4  Outline two differences between a community interest company and a registered charity.


[4 marks]



5  Describe one financial aim and one non-financial aim suitable for a new business.


[4 marks]
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2 Understand how the functional areas of businesses work together to support the activities of businesses


2.1 Key tasks of functional areas of businesses


The tasks involved in running a business are many and varied. In a small business the owner, or an employee, might perform a wide range of functions. In a larger business the workers might specialise in one particular functional area.
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Key terms


Functional area: the division of work into separate areas of expertise.


Financial forecasts: the prediction of the business’s future financial situation.


Financial statements: business accounts showing the business’s actual financial situation.


Pricing strategy: the method used to set the prices of the products/services a business sells.


Shortlisting: selecting which candidates to interview.


Redundancy: losing an employee because the job role is no longer required.
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Key terms


Quality control: checking that products made are of the required standard.


Refunds: giving customers their money back.


Software: computer programs and applications.


Stock control: managing stocks of physical resources, e.g. raw materials, stationery.
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Exam tip


Make sure that you know which tasks are performed by each functional area.
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2.2 How business functions interrelate with other business functions





•  Functional areas do not operate in isolation; each is a cog to help the business succeed.



•  Functional areas must cooperate with each other and work together, e.g. when Marketing has finished re-designing the company’s logo, Business Support Services needs to ensure that it is prominently displayed on the company letterhead and website.



•  Good communication is needed to coordinate the activities of different functional areas, e.g. as soon as the Operations Management functional area realises that it has despatched a faulty batch of goods to customers, it must immediately inform Customer Services so that Customer Services can recall the products and deal with any complaints.



•  Poor performance by one business function is likely to impact on other business functions, as well as the business as a whole. For example, if Finance failed to source enough funding, this could mean that Research and Development could not develop a new version of the product, leading to the company losing out to the competition.
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lable 1.3 The key activities and tasks of business functional areas

Functional Examples of tasks
area Also known as | Key activities | performed
Finance Accounting, Financial Monitoring financial
Accounts, control performance
Accounting and Producing financial
inance forecasts
Record Recording receipts
keeping and payments
Producing financial
statements
Marketing Advertising Promoting Producing advertising
and Promotion | the business | posters and flyers
Using social media
Setting pricing strategy
Sales Selling Telephoning potential
customers
Demonstrating
products
Working at the checkout
Human Personnel, HR | Planning Producing job
resources recruitment | advertisements

Shortlisting

Interviewing job
applicants

Redundancies

Issuing notices of
redundancy

Arranging redundancy
payments

Remuneration
and rewards

Recording hours
worked

Paying employees the
correct wage
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Functional Examples of tasks
area Also known as | Key act es | performed
Operations Operations, Converting Making products out of
management | Production inputs to raw materials
auEpLLS Using production
machinery
Quality control
Customer Customer care, | Liaising with | Greet customers as
services After sales customers they arrive in store
service q
Explain company
policy on refunds
Managing Calm down angry
customer customers
CERCEEIES Exchange goods
Resolving Answer the telephone
queries helpline
Operate online chat/
messaging service
Business IT, Information | Managing Booking rooms and
support Technology, resources accommodation
services Administration Issuing laptops and
smartphones
Providing IT | Creating databases
support and spreadsheets
Installing virus
protection
Updating software
Providing Producing PowerPoint
administrative | presentations
Euppar: Word processing
reports
Maintaining | Filling the photocopier
equipment with paper
Replacing printer ink/
toner
Research R&D Developing Re-design a product
el Y [IRelcis Develop a new recipe
Development and services P P
in response Improve service
to market delivery
research
Purchasing | Procurement | Sourcing Finding suppliers of
materials/ raw materials
services Ordering stationery
and other goods
Providing Stock control
materials/

services

Issuing stock






