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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 and 5 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 gone online to check 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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Key terms


Clear, concise definitions of essential key terms are provided where they first appear.
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Now test yourself


These short, knowledge-based questions provide the first step in testing your learning. Answers are online.
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Exam practice


Practice exam questions are provided for each topic. Use them to consolidate your revision and practise your exam skills.
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Tips


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


Go online to see answers to the ‘Now test yourself’ and ‘Exam practice’ questions. You will find these at www.hoddereducation.co.uk/myrevisionnotesdownloads
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Notes


These notes highlight any differences between the content covered by the WJEC and Eduqas specifications so that you know which material you need to revise for your exam.
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My revision planner


1 Business activity


The nature of business activity


Providing goods and services


Business enterprise


Business planning


Business aims and objectives


Business ownership


Business growth


Business location and site


The interdependent nature of business


2 Influences on business


Technological influence on business activity


Ethical influence on business activity


Environmental influence on business activity


Economic influence on business activity


The impact of globalisation on businesses


The impact of legislation on businesses


3 Business operations


Production


Quality


The supply chain


Sales process


4 Finance


Sources of finance


Revenue and costs


Profit and loss accounts


Cash flow


Financial performance


5 Marketing


Identifying and understanding customers


Market research


The marketing mix


Product


Price


Promotion


Place


6 Human resources


Recruitment


Training


Motivation


Organisational structures


Exam practice questions


Glossary


Answers to Now test yourself and Exam-style questions online at


www.hoddereducation.co.uk/myrevisionnotesdownloads





Countdown to my exams
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6–8 weeks to go





•  Start by looking at the specification – make sure you know exactly what material you need to revise and the style of the examination. Use the revision planner on pages 4 and 5 to familiarise yourself with the topics.



•  Organise your notes, making sure you have covered everything on the specification. The revision planner will help you to group your notes into topics.



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



•  Set yourself sensible targets. Break your revision down into focused sessions of around 40 minutes, divided by breaks. These Revision Notes organise the basic facts into short, memorable sections to make revising easier.
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2–6 weeks to go





•  Read through the relevant sections of this book and refer to the tips and key terms. Tick off the topics as you feel confident about them. Highlight those topics you find difficult and look at them again in detail.



•  Test your understanding of each topic by working through the ‘Now test yourself’ questions in the book. Look up the answers online at: www.hoddereducation.co.uk/myrevisionnotesdownloads




•  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 revise and practise your exam skills. Write or prepare planned answers to the exam practice questions provided in this book. Check your answers online at www.hoddereducation.co.uk/myrevisionnotesdownloads




•  Track your progress using the revision planner and give yourself a reward when you have achieved your target.
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One week to go





•  Try to fit in at least one more timed practice of an entire past paper and seek feedback from your teacher, comparing your work closely with the mark scheme.



•  Check the revision planner to make sure you haven’t missed out any topics. Brush up on any 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. Remember, he or she is an expert at preparing people for examinations.





[image: ]







[image: ]


The day before the examination





•  Flick through these Revision Notes for useful reminders, for example the key terms.



•  Check the time and place of your examination.



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



•  Allow some time to relax and have an early night to ensure you are fresh and alert for the examination.
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My exams


Paper 1


Date:…………………


Time:…………………


Location:…………………


Paper 2


Date:…………………


Time:…………………


Location:…………………
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1 Business activity



The nature of business activity


What is a business?


It is an organisation that produces goods and services. For most the main aim is to earn profits for the owners. To do this it needs to be able to buy resources from suppliers at a cost and to sell these on, in a changed form, to its customers.


Businesses:





•  operate in a competitive environment. There are other businesses producing the same or similar goods and each is trying to gain customers from all other businesses



•  operate in a dynamic environment. The business world is always changing. Competitors are producing new products, while customers demand different goods and services



•  need to identify and respond to this dynamic environment and to the business opportunities created



•  need to appreciate the consequences and opportunities of operating at different scales, for example in local, national or global markets



•  are interdependent. They rely on other businesses for their materials or as their customers. This interdependence also applies within a business, where the actions in one part of the business affect the outcomes in another.





Providing goods and services


Goods and services


Goods are products that can be seen, touched and handled. There are two types of goods:





1  Consumer goods, which are those used by the final user. These goods may be divided into durable goods and non-durable goods.



2  Producer goods, which are products bought by a company and used to produce other goods and services.





Services are provided for individuals and businesses: they are offered to or for their customers. The two types of services are personal and commercial.



The private and the public sectors


All goods and services need to be produced. The organisations that provide these may be in:





•  the private sector



Made up of businesses set up by individuals or groups that produce goods and services to sell to others to make a profit. Most goods and services in the United Kingdom are provided by the private sector in the form of sole traders, partnerships and limited companies.



•  the public sector



Sometimes the private sector is not willing to provide certain goods and services (which might include education, health for all or environmental services), or won’t provide them at a price people are willing to pay. Such products will instead be provided by the public sector, which is made up of businesses owned and operated by government organisations at national, regional or local level.
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Tip


Do not confuse the private and public sectors with private and public companies.
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Resources needed to produce goods and services


Businesses combine resources to produce goods and services. These resources include:





•  raw materials such as coal or wood



•  machinery, equipment and buildings



•  workers in sufficient numbers with the right skills, qualifications and experience



•  a site on which to build the factory, shop or office.
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Now test yourself





1  Suggest two ways in which businesses may compete.



2  Suggest two differences between durable and non-durable goods.



3  Give one example of a personal service and one of a commercial service.



4  Give two examples of services that are provided by both the private and public sectors.
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Business enterprise


What is business enterprise?


Business enterprise involves an individual or group of individuals realising that there is an opportunity to set up a business. This may come about because:





•  they see a gap in the market for a new product



•  they see others earning profits in providing a good or service and believe they can do the same.





Once the business has been set up they will continue to own and to run the business. A person who carries out business enterprise is known as an entrepreneur.


The role of the entrepreneur in business activity


The entrepreneur has many roles and functions in setting up and running a business:





•  showing initiative by spotting an opportunity, reacting quickly to change, and having the skills and enthusiasm to set up a business based upon this



•  having the innovation to stay ahead of the competition by developing new products



•  identifying opportunities in new and existing markets



•  organising resources to get the best out of suppliers and workers, to ensure that goods and services are produced for customers.





The characteristics of an entrepreneur


The roles and functions of an entrepreneur, looked at previously, can also be thought of as some of an entrepreneur’s key characteristics. An entrepreneur will have a range of additional qualities that must combine to ensure the success of the business. These additional characteristics include being:





•  a risk taker. Many new businesses close within their first year: entrepreneurs will take the risk in the hope that they succeed



•  a decision maker. The success of the business may require fast decisions based on the evidence and sensible business choices



•  hardworking. This may involve long hours to run the business



•  determined to try to make the business succeed.





The motives of entrepreneurs


Why do some people become entrepreneurs?


Financial reasons


Money is an important motivator. An entrepreneur might want:





•  to earn an income after becoming unemployed



•  to earn a profit, which may be greater than their income when working for someone else.





Non-financial reasons


These include:





•  Some entrepreneurs want to be their own boss and make all the decisions regarding the business.



•  Running a business can provide personal satisfaction.



•  Some business owners want to continue family businesses.



•  Being an entrepreneur provides the opportunity for business owners to earn a living from a hobby or interest.





Social or community reasons


Some businesses are set up primarily for the benefit of the local community, for example a local community shop, an electricity-generating scheme or a charity shop. Such businesses are called social enterprises.



The risks and rewards of business enterprise


Is it a good idea for someone to want to become an entrepreneur? To answer this question you must consider the risks and rewards.


Risks


Some of the problems faced by an entrepreneur might include:





•  The business may have lower than expected sales because:







    •  customers might prefer the products of a competitor


    •  the business may have received bad publicity


    •  the incomes of buyers might have fallen.








•  Unexpected increases in the costs of materials, wage bills or taxes might result in the business paying out more money than was planned for.



•  Unexpected events such as a damaging storm or traffic jams might delay production, increase costs and reduce sales.





Any of these issues might lead to a worsening of standards of living for the entrepreneur, or even the collapse of the business.


Rewards


The benefits for the entrepreneur might include:





•  Entrepreneurs can earn more from the profits of their businesses than they would earn working for someone else.



•  The satisfaction gained from owning and running your own business; of being the boss and making the decisions.



•  Building something new, developing your own products or services and having your name on the goods or over the shop.



•  Positive customer feedback and building good relationships with those who buy your goods or receive your services.





Advice and help to an entrepreneur


The owner of a new business start-up may not know much about setting up or running their own enterprise. There are several sources of help, support and advice to such entrepreneurs.





•  The Welsh Government supports new and established enterprises to develop and grow. It provides advice on business plans, raising finance, marketing and e-commerce. The Business Wales website includes advice, case studies about other entrepreneurs, a business directory and details about courses and websites.



•  There are many advice websites for small businesses online. Some offer free help while others are linked to financial organisations that are looking to invest in new businesses.



•  Commercial banks provide advice in bank branches, start-up guides, loans and short-term free business banking.



•  Independent help is available from the young person’s charity, the Prince’s Trust. Their Enterprise Programme helps anyone aged 18–30 set up their own business. Assistance involves advice on business-related matters, mentoring of young entrepreneurs and a loan of up to £5000.
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Note


This section only applies to the WJEC Specification – not to the Eduqas Specification.
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Tip


In questions where you are asked to ‘Outline’, write one sentence to answer the question and at least one more to explain what you have written.
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Now test yourself





1  Describe three of the most important characteristics of being an entrepreneur.



2  Outline a non-financial reason for wanting to be an entrepreneur.



3  Suggest two risks faced by entrepreneurs.



4  Apart from profits, describe one benefit of being an entrepreneur.
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Business planning


Is business planning important?


Business planning helps show what skills and capital a business has, and to decide how these can be used most effectively. It is very important that entrepreneurs and new businesses write a business plan, but it is also essential for established businesses to do this as well.


The role of a business plan in a start-up





•  As a decision-making tool. It helps the potential entrepreneur decide whether to set up a business or not. It analyses the important factors needed to set up and to run the business so the individual can make clearly thought out, sensible decisions.



•  When seeking finance or investment. Before others will provide money for the business, they will need to know that all financial issues have been investigated.



•  Showing future vision. It helps to show the future plans for the business, making it clear that it is a dynamic business.



•  As a management tool. It helps the business by showing employees the aims that everyone should be working towards.





What is included in a business plan?


This is up to the entrepreneur but banks will want to see certain features if they are to provide loans. These will include:





•  Business description, to include details such as:







    •  its name


    •  the type of ownership – is it a sole trader or a limited company?


    •  the type of goods it sells or the services it provides. Banks will have data on the chances of success of types of business in an area.








•  Marketing. What marketing plans does the business have?







    •  Has it carried out market research?


    •  What were the results of the market research?


    •  What plans does it have for location or price or promotion?








•  Financial. What financial information does the business have? For new businesses, this might be a cash-flow forecast and for existing businesses a profit and loss account.



•  Production operations of the business, for example:







    •  how and where the goods will be produced


    •  the scale of operation


    •  whether resources will need to be imported.








•  Human resources. What are the human resource requirements of the business?







    •  How many workers will be needed?


    •  Will they be skilled or unskilled?


    •  What will be the level of wages and salaries?
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Now test yourself





1  What is a business plan?



2  Why will banks need to know the type of ownership of a business?



3  Which two items of financial information would banks consider essential in a business plan?



4  Why it is important to the entrepreneur to have a business plan?
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Business aims and objectives


What are business aims?


Business aims are the long-term goals of the business. These may include:





•  Survival. The owners want the business to continue into the long term. This will provide them with employment, income and something to pass on to family.



•  Profit maximisation. Many owners want to make as much profit as possible given the size of the business and its market.



•  Growth. Most large businesses started as small enterprises. Entrepreneurs setting up businesses today will aim to grow their businesses as time passes.



•  Market share. This involves the entrepreneur wanting to have the highest percentage of customers as possible and perhaps to be the biggest business in the market.



•  Customer satisfaction is important to business. Many will provide feedback forms and customer satisfaction surveys. Good results in these will please the entrepreneur.



•  Social and community aims mean that some businesses want to make a good impression in the community. They may sponsor local sports teams or musical events.



•  Ethical and environmental aims are important to some.







    •  Businesses that are ethically motivated want to do the right thing for their suppliers, their workers and their customers.


    •  Businesses with environmental concerns attempt to run their enterprises without doing harm to the world around them.
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Tip


Do not assume that market share is just about the size of revenue or sales or profit. It is about the percentage of sales one firm has in the entire market.
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The role of business objectives


Business objectives are targets set by businesses. Their targets help them in the day-to-day management and decision making of the business, and also to measure the performance of the businesses.


SMART objectives


To better help them meet their targets, a business’s objectives should be SMART.





•  Specific. The objective must be precise. It is not enough to say that the entrepreneur wants the business to grow. The objective could relate to growth in sales, revenue, profit, number of shops or number of employees.



•  Measurable. The objective should involve a number or a percentage as a target.



•  Agreed by all the relevant stakeholders. This helps ensure everyone involved in the business is working towards the same objective.



•  Realistic or achievable. It must be possible to reach the objective.



•  Timed, so that everyone will know when the objective has been reached.






Different aims and objectives for different business


The aims and objectives of each business will vary depending on the size, age and purpose of the business, as well as the personal aims of the entrepreneur. However, speaking generally, new businesses will tend to be small and focused primarily on just surviving the early years of the business. Established small businesses may want to concentrate on earning enough profits to maintain the entrepreneur and their family, and/or satisfy the social and material needs of their customers and local community. Large businesses will usually aim to maximise profits to:





•  grow the business



•  increase market share



•  pay the dividends of their shareholders



•  earn bonuses for their managers.





Changing business aims


A competitive and dynamic business environment means that aims and objectives may need to be changed. This could be because of internal or external factors.


Internal


Events within the business may require the owners to reconsider the objectives, for example:





•  faster or slower growth than expected



•  greater or less profit than expected



•  reaching objectives earlier than expected.





External


Events outside the business may lead to a reconsideration of objectives, for example:





•  a change in consumer incomes



•  changes in government policy and taxation



•  economic factors such as changes in interest rates.
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Now test yourself





1  Why is profit maximisation important for growth and survival?



2  What is meant by the term market share?



3  Suggest two features that can be measured to show the growth of a business.



4  How will an increase in consumer incomes change the targets set by a business?
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Stakeholders and business


The main stakeholders are:





•  Owners. In limited companies, these are the shareholders. They will be concerned about their dividends and the value of their shares.



•  Employees, who will be affected by changes in wages and salaries and working conditions.



•  Managers, who are employees of the business and will be concerned about their pay, conditions, and their status and responsibilities.



•  Customers, who expect to receive the best quality products at the most appropriate prices.



•  Suppliers, who provide materials and services to the business. They are concerned that they provide quality products in the right quantities and that they receive prompt payment for the goods supplied.



•  Government, which relies on businesses as they provide employment and pay taxes. It also passes laws to ensure that workers are treated properly and that products are of appropriate quality for consumers.



•  Local communities want businesses to provide jobs for their areas and to ensure that environmental conditions are met.






How stakeholders influence businesses and the impact of business aims and objectives on stakeholders


Stakeholders are affected by business and they can also affect how businesses operate. This can be seen in:





•  decision making



•  aims and objectives



•  operational issues



•  sales, costs and profits.





For example, a business may be considering expanding a factory. The planning and decision will be based on existing aims and objectives and will affect how the business operates and its sales, costs and profits. The outcome will depend on inputs from owners, employees, the government and local communities.


The expanded factory will impact on all stakeholders to varying degrees. Due to the number of different stakeholders, all with different aims and priorities, there is likely to be disagreement between them. Potential areas of conflict include: maximising profit, low wages, environmental damage, poor quality products and late payment for materials. Some stakeholders will gain while others will lose, for example:
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Now test yourself





1  What role will the local community play when a business is planning to expand a factory?



2  Describe two ways in which the employees will be affected by decisions made by the owners.



3  Suggest two stakeholders who might be in favour of an objective to increase output.



4  Which stakeholders would be affected by a decision to introduce new machinery?
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Business ownership


Unlimited liability businesses


Two businesses with unlimited liability are sole traders and partnerships.


Sole traders






	Benefits

	Problems






	


•  Easy and cheap to set up because they are established by one person, and there are few formalities.



•  All decisions are made by the owner without consultation, and so without delay. This independence means sole traders can work when they want and at their own pace.



•  All profits can be kept by the owner.



•  Affairs can be kept private so there is no need to publish accounts.



•  The sole trader will often have good relations with customers and employees, so personal services can be provided.





	


•  Owner has unlimited liability.



•  There is no continuity so, if the sole trader leaves the business, it will come to an end.



•  Limited capital when the business is being set up, and when it is in operation.



•  The workload and responsibilities of owning and running a business can be great.



•  Decisions made by the sole trader can be rushed and poorly thought through.











Partnerships


Many entrepreneurs forming a partnership agree to a Deed of Partnership.






	Benefits

	Problems






	


•  Relatively easy to set up. No legal agreement is needed, but many will sign a Deed of Partnership.



•  All profits belong to the partners.



•  Affairs can be kept private so there is no need to publish accounts nor give details of the ownership.



•  The partners will have good relations with customers and employees so personal services can be provided.



•  Partnerships are usually able to raise more capital than sole traders.



•  Different partners contribute different skills and expertise to the business.



•  Partnerships have more people to make decisions, so there is likely to be a more considered approach to running the business.





	


•  The partners have unlimited liability.



•  There is limited continuity so, if one partner leaves, the business may come to an end.



•  Partners may disagree on the operation of the business. This means decisions will take longer to reach.



•  Some partners may not work as hard as others. The share of profit they receive may feel undeserved, which can be demoralising and may cause arguments.



•  Despite being able to raise more finance than sole traders, there may still be limited capital.
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Tip


Do not assume that sole traders work alone. They can employ other people but they are the only owners of the business.
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Now test yourself





1  What is meant by the term unlimited liability?



2  Suggest three ways in which the capital of sole traders and of partnerships may be limited.



3  Why should people planning to set up a partnership agree to a Deed of Partnership?



4  Suggest two advantages partnerships have over sole trader businesses.
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Limited liability businesses


Limited liability businesses are owned by at least two shareholders. They are run by a Board of Directors elected at the Annual General Meeting by the shareholders. Two businesses with limited liability are private limited companies and public limited companies.


Private limited companies






	Benefits

	Problems






	


•  The shareholders have limited liability.



•  They have a separate corporate identity, so the shareholders are not responsible for the actions of the company.



•  The business has continuity, so if shareholders sell their shares, the business will not end.



•  They will have more capital than unlimited liability businesses as they can sell shares.



•  Companies can gain from specialised management employed by the Board of Directors.





	


•  May be expensive and difficult to organise as a range of documents is needed to ensure the business is set up and managed properly and legally.



•  Profits are shared with shareholders. This payment is known as the dividend.



•  The affairs of the private limited company are not private. The business must publish an annual report outlining the progress of the business including its detailed accounts.



•  Capital may be limited as money cannot be raised from investors on the Stock Exchange.
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Tip


Remember it is the owners of the business who have limited liability, not the business.
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Public limited companies


The advantages and disadvantages of a public limited company are the same as a private limited company, but they also have additional advantages and disadvantages over other types of business ownership.






	Benefits

	Problems






	


•  They have more access to capital as they are able to sell shares to the public on the Stock Exchange.



•  Banks are more likely to lend them more money, often at lower rates of interest.



•  Public limited companies are the best-known businesses. This not only encourages greater share ownership in them but consumers also have more confidence in buying from them.





	


•  As shares are available to anyone on the Stock Exchange, there is the possibility of the owners losing control of business (if someone takes control of more than half the shares).



•  The business’s accounts must be made available to anyone who is interested, so are not likely to remain private, and may be reported on in the media.



•  It is expensive to set up and run a public limited company. More documents are needed to establish the business, and contacting shareholders also costs a great deal.



•  Owners do not have to spend their time with the day-to-day management of the business, so there is said to be a divorce of the ownership and control of the business.
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Tip


There is no need to know how companies are set up nor about the documents involved.
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Now test yourself





1  Outline the main advantage of limited liability to shareholders.



2  How do businesses benefit from having limited liability?



3  What is meant by separate legal identity?



4  What is the main advantage public limited companies have over private limited companies?
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Other types of business


Co-operatives


The aim of co-operatives is to earn a profit. This profit is distributed to its members rather than to the owners and shareholders.


Worker co-operatives


A worker co-operative is a business that is owned and controlled by its workers. There are about 1500 worker co-operatives in the United Kingdom. Some were set up by the workers taking over from the previous owners perhaps because of the possibility of the business closing: this helped these workers to keep their jobs. The main features are:
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