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How to use this study and revision guide



Welcome to the Business Management for the IB Diploma Revision and Study Guide!


This book will help you plan your revision and work through it in a methodological way. The guide follows the Business Management syllabus topic by topic, with revision and exam practice questions to help you check your understanding.


Features to help you succeed
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CUEGIS CONCEPTS


These provide you with activities and essay questions to help prepare you for the Paper 2 Section C component of the final examination. Have a go at these to consolidate your understanding and application of the conceptual lenses used in Business Management – change, culture, ethics, globalization, innovation and strategy.
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EXAM PRACTICE


Exam practice is given for both Papers and for the type of questions you might get – short data questions, definitions, and mathematical calculations, and extended response questions, with suggested answers online. Use these to consolidate your revision and to practise your exam skills.
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Expert tip


These tips give advice that will help you boost your final grade.
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Keyword definitions


The definitions of essential key terms are provided on the page where they appear. These are words that you can be expected to define in exams.
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You can keep track of your revision by ticking off each topic heading in the book. Use a checklist to record progress as you revise. Tick each box when you have:





•  revised and understood a topic



•  used the Exam practice questions and gone online to check your answers.





Use this book as the cornerstone of your revision. Don’t hesitate to write in it and personalize your notes. Use a highlighter to identify areas that need further work. You may find it helpful to add your own notes as you work through each topic. Good luck!


 



Getting to know the exam
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At the end of your Business Management course you will sit two papers – Paper 1 and Paper 2. The external exams (Paper 1 and Paper 2) account for 75% of the final marks. The other assessed part of the course (25%) is the Internal Assessment (IA) which is marked by your teacher, but externally moderated by an examiner.
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Expert tip


SL students must include documentary evidence of their three to five supporting documents in the IA, otherwise you will score zero marks in Criteria A and C.
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Here is some general advice for the exams:





•  Make sure you have learnt the command terms (e.g. evaluate, explain, outline, etc.); there is a tendency to focus on the content in the question rather than the command term, but if you do not address what the command term is asking of you, then you will not be awarded full marks. Command terms are covered below.



•  If you run out of room on the page, use continuation sheets and indicate clearly that you have done this on the cover sheet.



•  The fact that the question continues on another sheet of paper needs to be clearly indicated in the text box provided.



•  Plan your time carefully before the exams.
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Expert tip


Spend time learning the key terms featured in the case study as definition questions will appear in the Paper 1 examination. Also, use the Business Management syllabus to guide you in determining the topics that are likely to be tested in your Paper 1 examination.
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Expert tip


Students do get a formulae sheet in the final exams, but it is still worth spending revision time learning the formulae for all quantitative elements of the syllabus, such as ratio analysis (Unit 3.5 and 3.6). For HL students, the relevant discount factors will be provided in the final examination if an investment appraisal question (see Unit 3.8) is asked.
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Assessment objectives and command terms


To successfully complete the course, you have to achieve certain assessment objectives. The following table shows all of the command terms, with an indication of the depth required from your written answers.
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Each section in this study and revision guide starts with the syllabus content and the relevant assessment objectives (AO1 to AO4). Use these as a guideline to the level of depth needed when studying and revising the various components of the Business Management Guide.


Command terms indicate the depth of treatment required for a given assessment statement. Assessment objectives 1 and 2 address simpler skills, assessment objective 3 relates to higher-order skills, whilst assessment objective 4 refers to the skills of selecting, using and applying Business Management skills and techniques.


It is essential that you are familiar with these terms, so that you are able to recognize the type of response you are expected to provide as well as the depth your response should be.


 



Countdown to the exams
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Four to eight weeks to go





•  Start by looking at the Business Management syllabus and make sure you know exactly what you need to revise.



•  Work out a realistic revision plan that breaks down the material you need to revise into manageable pieces. Each session should be around 25–40 minutes with breaks in between. The plan should include time for relaxation.



•  Read through the relevant sections of this book and refer to the expert tips, CUEGIS concepts boxes, key definitions and worked examples.



•  Tick off the topics that you feel confident about, and highlight the ones that need further work.



•  Look at past papers. They are one of the best ways to check knowledge and practise exam skills. They will help you identify areas that need further work.



•  Try different revision methods, e.g. summary notes, mind maps and flash cards.



•  Test your understanding of each topic by working through the exam practice questions.



•  Make notes of any problem areas as you revise, and ask a teacher to go over them in class.
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One week to go





•  Aim to fit in at least one more timed practice of entire past papers, comparing your work closely with the mark scheme.



•  Examine the contents list of this revision guide carefully to make sure you haven’t missed any of the topics.



•  Tackle any final problems by getting help from your teacher or talking them over with a friend.
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The day before the examination





•  Look through this book one final time. Look carefully through the information about each exam paper to remind yourself what to expect, including timings and the number of questions to be answered in each section of the examination paper.



•  Check the exact time and place of your exams.



•  Make sure you have all the equipment you need (e.g. extra pens, pencil and ruler for diagrams, a watch, tissues and water). Make sure you have a GDC calculator (or a simple four-function calculator) for both examination papers.



•  Allow some time to relax and have an early night so you are rested and ready for the exams. There is a huge opportunity cost if you are not refreshed!
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My exams


Paper 1


Date:……………………………..


Time:……………………………..


Location:…………………………


Paper 2


Date:……………………………..


Time:……………………………..


Location:…………………………


[image: ]








Unit 1 Business organization and environment



1.1 Introduction to business management


The role of businesses in combining human, physical and financial resources to create goods and services (AO2)





•  A business is any organization set up to provide goods and/or services.



•  Businesses aim to satisfy the needs and desires of their customers by selling a good or providing a service.



•  To produce goods and services, a business needs to combine human, physical, financial, and entrepreneurial resources. These resources are referred to as the factors of production, comprising land, labour, capital and enterprise:







    •  Land – Natural resources used in the production process, e.g. wood, water, physical land, fish, water, metal ores and minerals.


    •  Labour – Physical human effort and psychological intellect used in the production process.


    •  Capital – Non-natural (manufactured) resources used to further the production process, e.g. tools, equipment, machinery, vehicles and buildings.


    •  Enterprise – An individual with the necessary skills and ability to take risks in organizing the other factors of production to generate output in a profitable way.








•  The production process adds value to the final goods and services sold to customers. Value added is the process of creating a product that is worth more than the cost of the inputs used to produce it, e.g. bottled orange juice is worth more than the original oranges grown on a farm.



•  Businesses strive to add value to a good or service so that the product better meets the needs and wants of their customers.



•  Value added is measured as the difference between the cost of the inputs in the production process and the price of the final output.
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Expert tip


Consumers are the people who use a good or service. Customers are the buyers of a good or service. Buyers and users are not necessarily the same.
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The main business functions and their roles (AO2)


Human resources





•  Human resource management oversees staffing (personnel) within an organization.



•  It handles human resource (HR) issues such as recruitment, dismissal, training and development, redundancies, appraisals, performance management, career planning and the general welfare (wellbeing) of the firm’s employees.



•  The HR department must comply with employment legislation (labour laws), e.g. minimum wage legislation, regulations about working hours, equal opportunities laws, and anti-discrimination acts.






Finance and accounts





•  The function of the finance department is to manage the organization’s money.



•  It processes payments for its bills (e.g. suppliers and the tax authorities) and financial compensation to the organization’s employees.



•  It prepares the final accounts such as income statements and balance sheets (see Unit 3.4) and the various budgets of the organization (see Unit 3.9) in order to improve its financial control.





Marketing





•  The marketing department is responsible for identifying the needs and wants of its customers, and ensuring the organization’s goods and services meet these demands in a profitable way.



•  It conducts market research to identify the changing needs of the organization’s customers.



•  It arranges promotional activities to sell the firm’s products at appropriate prices, distributed to customers at the right place and time.





Operations





•  Operations, or production, covers the process of making products from the available resources of the business.



•  The operations department is responsible for manufacturing finished goods or providing services to the organization’s customers.



•  It is responsible for meeting production targets and deadlines, stock control management, research and development (innovation), and meeting quality standards.





Primary, secondary, tertiary and quaternary sectors, and the nature of business activity in each sector and the impact of sectoral change on business activity (AO2)


The primary sector





•  The primary sector is the first stage of production. It refers to businesses involved in the extraction of natural resources and raw materials, e.g. farming (agriculture), fishing, forestry and mining.



•  In less economically developed (low income) economies, the majority of people are employed in the primary sector.



•  Value added in the primary sector is relatively low compared to the other sectors.





The secondary sector





•  The secondary sector refers to businesses engaged in manufacturing and construction to create finished, usable products.



•  It involves businesses using and transforming primary products and components into finished goods for sale, e.g. car making, aerospace manufacturing, construction (road building and other forms of infrastructure), breweries and bottlers, engineering, and ship building.



•  In many parts of the world, the use of mechanisation and automation has caused a decline in employment in the secondary sector.






The tertiary sector





•  The tertiary sector refers to businesses that focus on providing a service to consumers and other businesses, e.g. banking, insurance, security, catering, education, healthcare, retail, transportation, news media, law, leisure and tourism, and entertainment.



•  The tertiary sector accounts for the largest sector (in terms of employment and the value of output) in economically developed (high income) countries.
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Expert tip


It is wrong to assume that those working in the tertiary sector are paid more than those in the primary or secondary sectors. Whilst value added is higher in the tertiary sector, plenty of people working in the tertiary sector, such as in the retail and fast-food industries, earn minimum wages. Engineers in the secondary sector and fishermen or miners in the primary sector are often very well paid.
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The quaternary sector





•  The quaternary sector refers to businesses engaged in the creation or sharing of knowledge or information.



•  Value added is high in both the tertiary and quaternary sectors.



•  Sectoral change happens over time because, as a country develops, it shifts the majority of output from the primary sector, to manufacturing and then eventually to the tertiary sector and quaternary sectors.





The role of entrepreneurship and intrapreneurship in overall business activity (AO3)





•  Entrepreneurship is the term for the activity undertaken by individuals who take calculated risks and initiative in the start-up of a new business or commercial project.



•  An entrepreneur is someone who is willing to take financial risks by investing in a business idea. Entrepreneurs are usually self-employed and develop new products or services mainly for their own benefit.



•  The entrepreneur brings together the factors of production necessary to produce goods and services to meet the needs and desires of customers.



•  The economic success of countries worldwide is largely the result of encouraging and rewarding an entrepreneurial culture. It is entrepreneurs who take the risk of business management in search of profit. They provide employment opportunities, satisfying the needs of customers and contribute to overall economic prosperity.



•  Entrepreneurs are unique in that they are capable of bringing together the necessary finance, manufacturing facilities, land and buildings facilities, and skilled labour required to produce a good or service. They are also capable of planning, executing and managing the marketing of that particular good or service.



•  Entrepreneurship is a rare trait that requires a profound skill set: time management, creativity, communications, leadership, teamwork, business planning, and risk management.



•  An intrapreneur is someone who develops new products or services within an organization, usually a large one, for the benefit of the firm and its employers.



•  Intrapreneurs are important to a business as their creative skills and innovative thinking can give the organization a competitive edge over its rivals. Intrapreneurs provide the right environment to support sustainable innovation over time.



•  Intrapreneurs possess the same kind of skills set and competencies and behaviours found in entrepreneurs and business leaders. These assets can undoubtedly help businesses to thrive as they implement new growth initiatives and strategies.



•  Intrapreneurs are change agents who initiate and implement change for improvement. Their level of involvement in the organization is such that it can inspire and motivate others.






Reasons for starting up a business or an enterprise (AO2)



Table 1.1 Reasons for starting up a business/enterprise






	To be your own boss

	




•  ‘Wanting to work for yourself’ is a key reason many people start up their own business



•  Some people don’t like working for others and natural-born entrepreneurs feel that they aren’t able to work for someone else



•  They prefer the freedom of decision making by being their own boss



•  This can help individuals to meet their self-actualization needs on Maslow’s hierarchy of needs (see Unit 2.4)










	Challenges

	




•  Setting up a business involves obstacles and opportunities that employees would not otherwise face if they work for someone else



•  Some people are motivated by and thrive on personal challenges. They enjoy gaining knowledge and developing new skills










	Interest and enjoyment

	




•  Some people have a desire to follow a personal interest and pursue this as a business opportunity



•  Doing something you are passionate about every day is a key reason for the motivation of entrepreneurs



•  The aim is not always primarily to make a profit










	Niche market opportunities

	




•  Some people identify business opportunities or gaps in the market so start their own business, e.g. Stelios Haji-Ioannou (easyJet) and Tony Ryan (Ryanair) saw huge business opportunities in the low-budget European airline industry



•  Recognizing a niche in the market helps the business to gain a first mover advantage










	Family tradition

	




•  Being entrepreneurial is often a family trait, e.g. the Trump family (Trump Organization), the Walton family (Walmart) and the Hilton family (Hilton Hotels)










	Flexibility (autonomy)

	




•  Setting up and running your own business means the owners can set their own deadlines and get things done in their own way










	Money

	




•  The key driver for starting up a business or an enterprise is the potential to earn a lot of money through hard work and sheer determination











Common steps in the process of starting up a business or an enterprise (AO2)


Table 1.2 Steps to starting up a business






	Have an idea

	Entrepreneurs identify and develop market opportunities. Many new businesses start from the innovative and creative ideas of entrepreneurs, such as Red Bull, Alibaba.com and the Walt Disney Company






	Conduct relevant research

	This helps to determine the likelihood of success, e.g. size of the potential market, set-up costs, cash flow forecasts, barriers to entry, and a competitor analysis. A suitable business location also needs to be determined






	Produce a business plan

	A business plan is created, outlining the firm’s mission, goals, resources, personnel, finances and budgets, marketing plans and overall business strategy. A business plan is important if the firm wishes to seek external finance from banks and investors






	Determine a business structure

	The owner(s) need to decide on the legal structure of the business, e.g. a sole trader, partnership or limited liability company (see Unit 1.2). The owner(s) should also decide on an appropriate business name






	Meet legal requirements

	Business registration is important to get formal certification, permits and licenses to trade. The owner(s) must make necessary payment to solicitors for legal fees. Insurance needs to be sorted out for employees and the business itself







Once these steps have been completed, the business can set up its premises in order to trade. The business will need to be managed effectively in terms of human resources, operations management, marketing and finance.



Problems that a new business or enterprise may face (AO2)



Table 1.3 Problems that a new business may face






	Planning

	Poor market research can result in the business idea being flawed as the product fails to meet the needs and wants of customers. The set-up procedures can be time-consuming, especially with complicated legal aspects to deal with






	Finance

	Inability to raise sufficient start-up finance or to maintain liquidity in the business (see Unit 3.7) can cause financial problems. Start-up businesses often struggle to secure external sources of finance from banks and other lenders to fund their operations. In some cases, set-up costs can prove to be unaffordable






	Marketing

	Start-ups have a limited budget available for promotion and advertising. The product might lack differentiation or a distinctive selling point, so fails to gain recognition and market share. A small customer base is likely to cause liquidity issues






	Human resources

	New, unestablished businesses may struggle to recruit suitable and experienced employees






	Operations management

	New businesses lack an established relationship with suppliers, which can cause delivery and distribution problems. They lack necessary finance to fund research and development, so are at a disadvantage against established businesses






	Strategic thinking

	Entrepreneurs may lack the necessary experience in strategic decision making, causing major problems for the start-up business. Their business plans are often not convincing or detailed enough to secure the necessary finance to get the business started







The elements of a business plan (AO2)


Table 1.4 Elements of a business plan






	Executive summary

	An overview of the business, its objectives and strategies. It is essentially a summary of the business plan






	Business description

	Description of the business, its legal status and ownership, and the goals and objectives. It may also include the firm’s mission or vision statement (see Unit 1.3). For larger firms, the plan might also include details of the management team






	Business environment

	Details of the market or industry in which the firm operates, e.g. market leaders or market share data. This section is likely to include a SWOT analysis (see Unit 1.3) or a STEEPLE analysis (see Unit 1.5)






	Product description

	Details of the product offering (goods and/or services) to prospective customers. The plan should identify what makes the product unique or distinguishable from others that might be available on the market






	Marketing

	This section details the state of the market, including projected sales figures and marketing opportunities. It may include information about market research, branding, prices, distribution channels, promotions and advertising, and online processes






	Finance

	This part outlines the finances of the organization, including its balance sheet and income statement (see Unit 3.4), thus defining the financial status of the firm. Business plans are often used to attract funds from banks, venture capitalists or other investors






	Operations

	Production processes and operational costs appear in this section. It may include sections on quality assurance, stock control (inventory management), supply-chain management (see Unit 5.5) and supplier networks






	Human resources

	This section contains information about staffing and may include an organizational chart
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Keyword definition


A business plan is a formal document that details how an organization intends to meet its objectives. It adds substance to a business idea and helps with strategic thinking and decision-making.


[image: ]







[image: ]


CUEGIS CONCEPTS


For an organization of your choice, explore how the concepts of change and innovation have impacted on its business start-up.
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1.2 Types of organization



Distinction between the private and the public sectors (AO2)





•  The private sector is the commercial sector of the economy, mainly owned and run by private individuals and organizations that typically strive for a profit.



•  Examples of private sector businesses include: sole traders, partnerships, limited liability companies, franchises (see Unit 1.6) and multinational corporations (see Unit 1.6).



•  Organizations in the public sector are controlled by regional and/or national governments.



•  The public sector provides goods and services deemed to be essential and of benefit to its citizens, e.g. transport and communications networks, healthcare services, education and national defence.





The main features of the following types of for-profit (commercial) organizations (AO3)


Sole traders





•  A sole trader (or sole proprietorship) is a commercial business owned by a single person (known as the sole trader). S/he can employ as many people as required, but remains the only owner of the business.



•  It is run as an unincorporated business, i.e. there is no legal separation between the owner and the business itself. Hence, a sole trader has unlimited liability and is responsible (liable) for any debt of the business which may be paid from the sole trader’s personal assets.



•  Finance to run the business is provided by the owner.



•  Legally, a sole trader and the business are considered as one, i.e. the owner is not a separate legal entity from the owner.



•  The individual owner accepts all the risks of running the business, including possible losses or business failure, but receives all profits if the business succeeds.
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Keyword definition


Unlimited liability means that the owner of a business is personally liable for all of its debts. This means s/he may need to pay for the debts by selling off their personal assets.
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Table 1.5 Advantages and disadvantages of sole traders






	Advantages of sole traders

	Disadvantages of sole traders






	




•  A sole trader is quick to create, without long and expensive set-up procedures; it is the easiest form of business organization to set up



•  The owner has complete control and is free to make decisions without any consultation with others



•  Decision making is therefore quick



•  The owner enjoys tax advantages as a small business



•  The owner enjoys privacy as the business does not need to publish its financial accounts to the general public (only the tax authorities need to see these)



•  Flexibility as the sole trader can introduce new trading activities or change what the business does with relative ease



•  Motivational as owners have a sense of achievement from running their own business





	




•  The sole trader bears all risks and has unlimited liability as the firm’s finances are not separate from the owner’s



•  Finance is limited as the main source is provided by the owner; access to external finance is difficult as the firm represents high risk, so expansion is difficult



•  There is no one else to share ideas, burdens or responsibilities, limiting the extent to which sole traders can benefit from specialization and division of labour



•  Added workload and stress from having to run the business as a sole owner, often having to work long hours



•  The lack of continuity if the owner is sick or wishes to go on holiday as the business will struggle to continue



•  Inability to exploit economies of scale which means that a sole trader struggles to gain cost advantages so has to charge higher prices for their products












Partnerships





•  A partnership is a commercial business organization owned by two or more people. In an ordinary partnership, there are usually between 2 to 20 owners (depending on the country’s laws on partnerships). These owners are called partners.



•  As an unincorporated business, at least one partner will have unlimited liability, although it is usual for all the partners to share responsibility for any losses made by the partnership.



•  It is possible for some businesses, such as law firms and health clinics, to operate with more than 20 partners.



•  To prevent potential misunderstandings and conflict, most partnerships draw up a legal contract between the partners, known as a deed of partnership, stating their responsibilities, voting rights, and how profits are to be shared between the owners.



•  Partnerships are usually found in professional services (such as doctors, solicitors, dentists and accountants) and in family-run businesses.





Table 1.6 Advantages and disadvantages of partnerships






	Advantages of partnerships

	Disadvantages of partnerships






	




•  With up to 20 owners (depending on the country), partners are able to raise more finance than sole traders



•  The partners can benefit from having more ideas and expertise, along with shared workloads and responsibilities



•  They can also benefit from specialization and the division of labour



•  Business affairs are kept confidential, so only the tax authorities need to know about the financial position of the partnership



•  There is improved continuity as the partnership can remain in business if a partner is ill or goes on holiday



•  Silent partners (or sleeping partners) can provide additional capital without having an active role in the running of the business





	




•  As there is more than one owner, there might be disagreements and conflict between the partners, which can undoubtedly harm the running of the firm



•  Any profits made must be shared between all the partners



•  The death or departure of a partner can cause the organization to cease until a new partnership agreement is legally created



•  In most cases, partners have unlimited liability (sleeping partners are exempt)



•  Limited ability to raise capital compared with limited liability companies; access to finance is constrained by the number of partners











Companies/corporations





•  Companies (or corporations) are commercial businesses with limited liability and owned by their shareholders. Hence, any profits must be distributed among shareholders.



•  As incorporated businesses, there is a divorce of ownership and control (a legal difference between the owners of a company and the business itself), so shareholders have the benefit of limited liability.



•  Limited liability protects shareholders who, in the event of the company going bankrupt, cannot lose more than the amount they invested in the company.



•  Typically, to set up a limited liability company, the owners must submit two important documents:







    •  The Memorandum of Association – a relatively short document that records the name of the company, its registered business address, the amount of share capital and an outline of the company’s operations (what it does).


    •  The Articles of Association – a longer document that contains information about:







        –  The details and duties of the directors of the company


        –  Shareholders’ voting rights


        –  The transferability of shares


        –  Details and procedures for the Annual General Meeting


        –  How profits are to be distributed (dividend policy)


        –  Procedures for winding up (closing) the company.








•  Once the authorities are satisfied with the paperwork, a Certificate of Incorporation is issued to the limited company so that it can begin trading.



•  The shareholders elect a Board of Directors (BOD) to take charge of the strategic direction of the company on behalf of its owners.



•  There are two types of limited companies: private limited companies and public limited companies (see Table 1.7).





Table 1.7 Features of private limited companies and public limited companies






	Features of private limited companies

	Features of public limited companies






	




•  Usually smaller businesses than public limited companies



•  Shares can only be transferred (bought or sold) privately, and all shareholders must agree on the sale/transfer



•  Typically, shares are owned by family, relatives and close friends



•  The shares cannot be advertised for sale or sold via a stock exchange



•  Examples include Mars and IKEA





	




•  Shares in a public limited company can be bought by and sold to any member of the public or institution



•  The first time that shares in a public limited company are sold via a stock exchange is called an initial public offer (IPO)



•  There is no legal maximum number of shareholders; the company can have as many shareholders as its share capital can accommodate



•  Public limited companies tend to be the largest type of business organizations



•  They are strictly regulated and are required by law to publish their complete financial accounts (see Unit 3.4) on a yearly basis



•  Examples include Google, Toyota and Samsung











Table 1.8 Advantages and disadvantages of private limited companies






	Advantages of private limited companies

	Disadvantages of private limited companies






	




•  Control of the company cannot be lost as shares cannot be bought without the agreement of existing shareholders



•  More finance can be raised compared with a sole trader or a partnership



•  Private limited companies tend to have more privacy than public limited companies



•  There is continuity in the event of the death of one of the main shareholders



•  Owners have limited liability so can only lose up to the sum of their investment





	




•  Shares cannot be sold to the general public, restricting finance compared with a public limited company



•  Legal fees and auditing fees mean it is more expensive to set up compared to a sole trader or partnership



•  The company can become vulnerable to a takeover by a larger company



•  There is a lack of privacy as financial accounts must be made available upon request











Table 1.9 Advantages and disadvantages of public limited companies






	Advantages of public limited companies

	Disadvantages of public limited companies






	




•  It is easier to obtain finance for growth and evolution (see Unit 1.6) by selling additional share capital



•  It is also easier for large public limited companies to secure external sources of finance from banks and other investors or financiers



•  They can enjoy the benefits of being large, e.g. economies of scale, market power and market dominance



•  Owners enjoy limited liability



•  As with private limited companies, there is continuity, even if one of the principal shareholders dies





	




•  The financial information becomes public as people have access to the final accounts of a public limited company



•  They are the most administratively difficult, time consuming and expensive type of commercial business to set up



•  There are high costs of complying with the rules of the stock exchange




•  There is the potential threat of a takeover by a rival company



•  There is the possibility that the firm becomes too large to manage efficiently so suffers from diseconomies of scale i.e. higher average costs of production
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Keyword definition


A stock exchange (or stock market) is the marketplace where people and businesses buy and sell second-hand company stocks and shares, e.g. the New York Stock Exchange.
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Types of for-profit social enterprises (AO3)






•  A social enterprise is an organization that uses commercial business practices to improve communities, the environment and human well-being rather than focusing on profits for external shareholders.



•  Some social enterprises are run for profit (e.g. cooperatives, microfinance providers and public–private partnerships), whilst others are run as non-profit organizations (e.g. non-governmental organizations and charities).



•  Non-profit organizations can earn a surplus from selling goods and services but reinvest this back into the business and/or local community.





Cooperatives





•  Cooperatives are for-profit social enterprises owned and run by their members, such as employees, managers and customers. Cooperatives strive to provide a service and to create value for their members, rather than a financial return for their member-owners.



•  Like a limited liability company, a cooperative is a separate legal entity. Shareholders, directors, managers and employees have limited liability so are not personally liable for any debts incurred by the business.



•  All members have equal voting rights irrespective of their position in the organization or their level of investment.



•  All shareholders are expected to help run the business.



•  They promote a democratic style of managing the organization, with a culture of promoting the concepts of sharing resources and delegation to increase competitiveness.





Table 1.10 Advantages and disadvantages of cooperatives






	Advantages of cooperatives

	Disadvantages of cooperatives






	




•  It is usually straightforward and inexpensive to set up a cooperative



•  All members and shareholders must be active stakeholders of the cooperative, making it more likely to succeed



•  Shareholders have equal voting rights (all members are equally important for the cooperative), making the organization more democratic and harmonious



•  Members have limited liability



•  Members own and control the business rather than being governed by external investors



•  Any surplus is spent on the welfare of the members and a portion is kept for reserves as an internal source of finance



•  Governments often provide special financial assistance to help cooperatives





	




•  It can be difficult to attract potential members/shareholders as cooperatives are not formed to generate a financial return on investment



•  Limited resources as the financial strength of cooperatives depends on the capital contributed by its members (membership fees are limited so they are unable to raise large amounts of finance)



•  Employees and managers may not be highly motivated due to the absence of financial rewards and benefits



•  As cooperatives are managed by their members only, employees may not have any managerial skills so inefficiencies can hinder the success of the business



•  Although some members have more responsibilities, they still only get one vote, which may be deemed as unfair











Microfinance providers





•  Microfinance providers are a type of banking service provided to unemployed or low-income earners who would otherwise struggle to gain external finance, e.g. savings, insurance, loans and remittance transfers.



•  Microfinance gives these people, women in particular, the opportunity to become self-sufficient by providing small loans, savings and other basic financial services.



•  Microfinance providers charge interest on loans, although the rates are generally lower than those offered by commercial banks.





Table 1.11 Advantages and disadvantages of microfinance providers






	Advantages of microfinance providers

	Disadvantages of microfinance providers






	




•  Helps those living in poverty to become financially independent



•  Empowers entrepreneurs (especially females) of small businesses



•  As around half of the world’s population survives on less than $2 a day, microfinance provides poverty relief



•  They generate social benefits, e.g. health, education, clean water, and job creation



•  Helps to build and encourage a culture of economic responsibility





	




•  Critics of microfinance condemn the system for earning profits from the poor, so is regarded as being unethical



•  Microfinance is small scale, so is insufficient to transform communities and societies



•  Microcredit loans can prove to be too expensive for some borrowers as it is difficult for them to earn enough profit to sustain the loan repayments











Public–private partnerships (PPPs)





•  Public–private partnerships (PPPs) are organizations jointly established by the government and at least one private sector organization, e.g. the Hong Kong government owns 51% of the stake in Hong Kong Disneyland whilst the Walt Disney Company owns the other 49% stake.



•  PPPs have been used for a wide range of projects that benefit local communities and society, e.g. schools, hospitals and health care services, bridges, roads, public transportation networks, prisons, parks and convention centres.



•  They are suitable when the capital to finance a public project from public funding is insufficient or not available, e.g. a government might be heavily indebted but collaborates with a private sector firm in exchange for receiving some of the operating profits from the project.



•  Once the project is built or complete, it is usually maintained by the private sector contractor on a medium to long term basis (up to 30 years), after which time there is the option to renew the partnership or the asset returns to public ownership.



•  According to the World Bank, more than half the countries around the world now use PPPs.



•  Find more about PPPs on the World Bank website (http://goo.gl/fm62u3), which includes an introductory video on Vimeo: https://vimeo.com/47015729






Table 1.12 Advantages and disadvantages of public–private partnerships (PPPs)






	Advantages of PPPs

	Disadvantages of PPPs






	




•  Both private and public sectors contribute financial resources towards the project and share some of the risks



•  They are run more efficiently than traditional bureaucratic public sector organizations



•  They provide a solution to the funding shortfall of many governments



•  Similarly, government funding can help private firms to reduce the amount of money they need for investment projects



•  Private sector management skills and financial support help to create better value for money for taxpayers (who help to fund the PPP)



•  PPPs have positive impacts on employment and economic growth





	




•  There is always an opportunity cost of public sector finances and resources; by engaging in a PPP, the government forgoes (turns down) other projects or areas of expenditure



•  As PPPs tend to be large projects and involve vast sums of money and high operational costs for a long period of time, they are high risk investments



•  There is the potential danger of conflict of interests between stakeholders of the PPP, e.g. private sector managers need to act in the interest of their shareholders whilst the government has alternative priorities



•  Private investors might be put off due to the difficulty in estimating financial outcomes of the PPP over such long time periods











Types of non-profit social enterprises (AO3)





•  Social enterprises are organizations that generate revenue but act with community objectives (for the well-being of others) at the core of their operations.



•  A non-profit organization acts in a business-like way but does not distribute profits to its owners or shareholders, but instead uses the surplus to pursue its mission or vision.



•  Examples of non-profit social enterprises include non-government organizations and charities, such as UNICEF, Human Rights Watch, Greenpeace, Ronald McDonald House Charities, and World Wildlife Fund.
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Table 1.13 Advantages and disadvantages of non-profit social enterprises






	Advantages of non-profit social enterprises

	Disadvantages of non-profit social enterprises






	




•  They are exempt from paying income taxes and corporate taxes



•  They qualify for government grants and subsidies



•  They exist for the benefit of local communities and societies, which can assist fundraising and donations



•  As part of government incentives to encourage donors, non-profit social enterprises qualify for tax reductions on their donations





	




•  In order to protect the general public, there are strict restrictions and guidelines that must be followed, including the types of trading activities allowed



•  Earnings of workers are often lower as it would be regarded as unethical if workers were paid similar wages to those in for-profit firms



•  They are often reliant on donations and external support in order to survive



•  Cost and financial control may not be stringent as there is no expectation to earn a profit











Non-governmental organizations (NGOs)





•  A non-governmental organization (NGO) is a type of non-profit social enterprise that is neither part of a government nor a traditional for-profit business but run by voluntary groups.



•  They may be funded by governments, international organizations, charities, commercial businesses or private individuals.



•  NGOs can operate at a local, national or international level but are not usually affiliated with any government.



•  The majority of NGOs are run to promote a social cause, e.g. human rights, animal rights, environmental protection, disaster relief, and development assistance.



•  Examples include: Oxfam, the Wikimedia Foundation, Amnesty International, Doctors Without Borders and World Vision International.



•  They exert pressure and influence on government policies to support their cause and/or a wide range of global issues.





Charities





•  Charities are not-for-profit organizations that operate in an altruistic way with the objectives of promoting a worthwhile cause, e.g. child protection or anti-whaling.



•  They predominantly operate in the private sector.



•  As with all non-profit social enterprises, charities are run for the benefit of others in society.



•  Charities get their finance from a limited range of sources, e.g. donations, fund-raising events and selling goods.



•  Whilst they do not always necessarily sell goods, they operate to promote and raise money for social causes.
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Expert tip


Be sure to know the difference between charities and NGOs. Whilst both are non-profit organizations (NPOs), not all NPOs are charities. To be a charity, the organization must be registered with the respective Charity Commission. This is why organizations can be charities in some countries (such as Oxfam and VSO in the UK) yet be NGOs in other countries.
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1.3 Organizational objectives



Vision statement and mission statement (AO2)
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Keyword definitions


A vision statement is an optimistic and inspiring declaration that defines the purpose and values of an organization and where it wants to be in the future.


A mission statement is a clear and concise declaration of an organization’s fundamental purpose, i.e. a succinct description of what the organization does, in order to become what it wants to be.
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Table 1.14 Vision and mission statements






	Vision statement

	Mission statement






	




•  Abstract statement that outlines what the organization ultimately wants to be or do



•  Concentrates on the future direction of the organization



•  A source of inspiration (driving force) for internal stakeholders



•  A statement of the purpose of the organization, in terms of its core values or ideals



•  Provides guiding beliefs about how things should be done within the organization



•  Informs strategic planning, i.e. where the organization wants to be



•  Does not change, even as business models adapt over time



•  Broad statements





	




•  A concrete and practical statement intended to state the purpose and guide the actions of an organization



•  A declaration of an organization’s reason for existence, i.e. why it exists



•  Symbolizes an organization’s philosophies, goals and ambitions



•  Enables the organization’s stakeholders to understand the desired level of performance



•  Incorporates meaningful and measurable criteria, e.g. expectations of growth and profitability



•  Describes how an organization will execute its vision, i.e. the tactics that make the vision a reality



•  Narrow and specific statements
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Expert tip


Not all businesses have separate vision and mission statements. For example, Facebook combines its vision and mission as ‘… to give people the power to share and make the world more open and connected’. Amazon’s vision and mission statements are also combined as ‘To be earth’s most customer centric company; to build a place where people can come to find and discover anything they might want to buy online.’
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CUEGIS CONCEPTS


For an organization of your choice, investigate how the vision and mission statements have impacted on its organizational culture and strategy.
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Aims, objectives, strategies and tactics, and their relationships (AO3)


Aims





•  Aims are long-term goals of an organization, formulated by the senior management team.



•  The aims of a business are often found in its mission statement.





Objectives





•  Objectives are the targets an organization is trying to achieve, e.g. to maximize shareholder value.



•  Objectives can be strategic (long term), tactical (medium term) or operational (short term).



•  They are often set as SMART goals (specific, measureable, achievable, realistic and time constrained), e.g. to achieve sales growth of $250 m by 2023, or increase market share by 3% within five years.



•  They can give a sense of direction to employees, managers, departments and the whole organization.



•  Objectives can define both the purpose and the aims of an organization.



•  They can be communicated through the organization’s mission statement.
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Expert tip


Objectives are vital for any business organization so that stakeholders know where it is going, and be able to measure its progress towards it. Objectives give departments and the organization a sense of common purpose, making it easier to create a team spirit and coordinate the business.
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Strategies





•  Strategies are how an organization intends to achieve its aims and strategic objectives.



•  They are usually long-term, overall corporate decisions made by senior management.



•  Examples of strategic decisions include decisions to expand overseas or to change location or product lines in order to develop competitive advantages.





Tactics





•  Tactics are short-term, smaller-scale or routine decisions about how an organization intends to achieve its aims and objectives on a day-to-day basis. The responsibility of making these decisions is usually delegated to employees lower down in the hierarchy to motivate and inspire workers.



•  Tactics are concerned with reaching more limited and measurable goals.



•  Tactical objectives have specific targets and timelines, enabling managers to assess if or when these have been achieved.



•  They are set to facilitate the strategies of the organization.







[image: ]




The need for organizations to change objectives and innovate in response to changes in internal and external environments (AO3)


Internal factors are those within the control of an organization.





•  Corporate culture – the traditions and norms within an organization. Businesses that have a dynamic and adaptable corporate culture (such as Google or Apple) are likely to have changing and innovative objectives.



•  Growth and size of the organization – New businesses tend to aim for break-even and survival, whereas established businesses might aim for greater market share. Inorganic growth through mergers and acquisitions (see Unit 1.6) is likely to create a change in corporate objectives.



•  A change in senior management – Individuals have the capacity to change the corporate culture of an organization (see Unit 2.5). Hence, a change in leadership can result in changing business objectives. An ambitious leader is more likely to strive for innovative practices.



•  Crisis management – A business that experiences an internal crisis (see Unit 5.7) such as working capital issues (see Unit 3.7) or a major product recall (see Units 5.7 and 5.3) will need to focus on maintaining its market position and corporate image.
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