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Get the most from this book



Everyone has to decide their 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.



Tick to track your progress



Use the revision planner on pages iv and v to plan your revision, topic by topic. Tick each box 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 ticking off 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




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.




Now test yourself

These short, knowledge-based questions provide the first step in testing your learning. Answers are at the back of the book.




Definitions and key words

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

Key words from the specification are highlighted in bold throughout the book.




Examples and case studies

Examples and case studies are provided to help explain concepts and how to answer questions.




I can...

The I can... boxes provide a quick-check bullet list for each topic.




Online

Go online to check your answers to the Now test yourself questions at www.hoddereducation.co.uk/myrevisionnotesdownloads









Countdown to my exams




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 iv and v 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.








2–6 weeks to go



	Read through the relevant sections of this book and refer to the exam tips, summaries, typical mistakes 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.

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

	Track your progress using the revision planner and give yourself a reward when you have achieved your target.








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, they are an expert at preparing people for examinations.








The day before the examination



	Flick through these Revision Notes for useful reminders, for example the exam tips and 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 examinations.








My exam

GCSE Business

Date: .......................................................................................

Time: ......................................................................................

Location: ................................................................................









1.1 Creating a business





1.1.1 Entrepreneurs and 1.1.2 Key characteristics of entrepreneurs

What it means to be enterprising

An enterprise is a business. To be enterprising means identifying new business opportunities and ideas and taking advantage of gaps in the market. Someone who has the skills and personality traits to set up a business can be described as enterprising and is called an entrepreneur.

Entrepreneurs are individuals:



	who create business ideas based on gaps in the market place that they believe can be exploited profitably

	who have a vision for those ideas and make a plan to bring those ideas to the market place

	who possess the characteristics and skills to manage the factors of production (land, labour and capital) effectively and to overcome all obstacles facing them to be successful

	who are willing to take risks with their money and time to make sure that their idea makes it to the market place.





Key characteristics of entrepreneurs

Successful entrepreneurs possess many characteristics, personality traits and skills that help them start and manage a business effectively and efficiently. There is no list of criteria that every entrepreneur must possess in order to be successful, but there are characteristics that many successful entrepreneurs share, such as:



	innovation – coming up with ideas and solutions to problems

	determination – having the will power and commitment to succeed

	confidence – having the belief to succeed

	independence – operating with freedom of control

	willingness to make personal sacrifices – giving up something in return for a better outcome

	being motivated and hard-working – willing to complete all tasks necessary

	risk taking – being prepared to risk losing time and money if their business is not successful

	leadership – being able to inspire and motivate others and to direct and delegate tasks

	good decision maker – the ability and confidence to make difficult decisions

	good planner – being able to plan for the future

	persuasiveness – being able to inspire and motivate stakeholders.





There are additional skills required for a business to be successful – entrepreneurs may not necessarily possess these skills but they can be easily sourced at a cost. These include financial, ICT, marketing and legal skills.


Exam tip

Do not confuse entrepreneurial motives (why people set up businesses) with entrepreneurs’ characteristics.




Why government encourages enterprise

The UK government states that small enterprises are the backbone of the UK economy. Small businesses employ 16.3 million people, which is 60 per cent of the total number of people employed in the private sector. Therefore, the government cannot rely solely on large multinationals – for example, Spirit Aerosystems Inc., DuPont, Amazon and Apple – to generate and maintain a healthy economy. The government supports and encourages small businesses because they ultimately raise living standards and the quality of life for its citizens through:



	creating employment and reducing unemployment

	increasing economic development

	creating competition in the market place

	providing services in sectors such as defence, transport, healthcare and education.





Support for entrepreneurs includes financial support and advice on business issues.

The nature and rewards of risk taking

There are a number of risks associated with starting and running a business. These include:



	
Losing money – if the business is unsuccessful then entrepreneurs will lose money. They may have invested their own savings and not have received a fair salary while working on the enterprise.

	
Owing money – the entrepreneur may have borrowed money from banks or other people to start the business so will still have to pay this money back if the business is unsuccessful.

	
Time – entrepreneurs will often have worked very long hours, which will have been wasted if the venture is unsuccessful.

	
Stress – long hours and the worry and stress often generated can take a toll on the entrepreneur’s health and well-being.





There are a number of rewards that entrepreneurs can look forward to when running a business, as shown in the table below.




	Rewards
	Explanation





	Financial rewards
	No entrepreneur is in business to make financial losses. Their reward for taking the risks of running the business is the profits made.



	Personal rewards
	

	the sense of achievement and satisfaction of setting up a successful enterprise

	the satisfaction of helping others through providing jobs as well as the products or services the business sells

	the independence of being your own boss and making your own decisions

	successful entrepreneurs might become famous household names and be praised for their work.










Now test yourself



	In 1973, Sean Quinn borrowed £100 and set up Sean Quinn Quarries, which supplied washed sand and gravel to local builders. Over the next 40 years, he expanded his business empire to include cement works, glass manufacturing, radiators, insurance, hotels and golf courses. However, during 2011, Mr Quinn was declared bankrupt due to excessive levels of business debt which could not be repaid.
Explain what it means to be enterprising in a business context.(2)



	State two reasons why the government encourages enterprise.(6)









I can…



	describe what it means to be enterprising 

	identify and explain the key entrepreneurial characteristics displayed by successful business people (such as risk taking, innovation, decision making, determination, leadership, planning and persuasiveness)

	analyse why the government encourages enterprise

	analyse the nature and rewards of risk taking.










1.1.3 Business resources



For businesses to exist, manufacture products and provide services, they employ four factors of production: land, labour, capital and enterprise. The four factors work together to enable a business to trade effectively.



	
Enterprise is having the innovative ideas to spot a business opportunity and the ability, determination and willingness to take the risks needed to bring the business into a market.

	
Land includes land and all the natural resources available – rivers, oceans, mountains and forests. This includes non-renewable (not replenishable) resources such as gas and oil and renewable (replenishable) resources such as wood from forests, fish from seas or rivers and wheat from crops. Land is crucial to all forms of agriculture but less crucial to technology markets.

	
Labour refers to human inputs into the production of goods and services. Labour can be divided into physical labour and mental labour. Physical labour includes construction workers, fishermen and factory workers, while mental labour includes artists, professional services, management consultants and editors.

	
Capital is the resources or assets owned by the business. This can include the machinery and equipment required by businesses to produce the products or service. Examples of capital include ovens to bake bread and robotics machinery to manufacture cars.





Entrepreneurs combine and manage all the factors of production to make running an enterprise profitable.


Exam tip

Do not make the common mistake of referring to ‘capital’ as the finance required to start up or to manage the business. ‘Capital’ in this context means the assets owned by the business.



How businesses use resources differently

The combination of the factors of production in businesses will differ depending on what the business does and whether it is producing goods or services. The following table shows the businesses that operate within the three types of industry sectors together with their combination of land, labour and capital requirements.
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Entrepreneurs managing all of the above examples reap the benefits of their success through the distribution of the profits earned. For businesses to operate successfully, they must employ all four factors of production. In the above examples, consider the following propositions:



	If the land element was absent from the primary industries, could they operate?

	If the capital element was absent from the secondary industries, could they operate?

	If the labour element was absent from the tertiary services, could they trade?

	If the enterprise element was absent from all businesses, could they trade?






Now test yourself

Varinder, a qualified chef, wishes to start up his own bakery shop selling breads, cakes and pastries.

Describe four business resources that Varinder will need to trade successfully. (4)




I can…



	explain the resources a business needs

	analyse how businesses use resources differently.












1.1.4 Business ownership



Why do businesses start?

There are many reasons why entrepreneurs start up their own businesses. They include:



	having a vision for a product or service that they truly believe can be successful and profitable in the market place

	providing a way to earn money if they are unemployed or made redundant

	wanting to be independent, be their own boss and make their own decisions

	knowing that all the profits gained from the business belong to them, the owner

	wanting to provide a service or goods that will help other people

	wanting to earn money from a passion, such as a love for dogs or creating pottery

	wanting to set up a social enterprise business that does good for society.





How do businesses start?

Successful businesses will plan for their successful entry into the market place and must continue planning if they want to survive in the long term. When an entrepreneur starts a new business, they should produce a business plan. A business plan typically includes:



	details of the entrepreneur’s curriculum vitae or summary information about the person

	details of the actual product or service

	market research information that has been gathered about:

	the market and possible competitors in the industry

	competitor products, prices, promotional activities and location(s)

	potential customer numbers and their preferences

	product pricing, promotional activities for the new product and location of premises

	finance requirements to manage the business successfully

	projected profits of the new venture.










Different sizes of businesses

The size of a business is measured by the number of staff it employs and its annual turnover. The type of ownership of a business is sometimes linked to its size, but not always, as shown in the table below.
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Different types of business ownership

Businesses within the private sector are made up of the following types of ownership:



	
sole traders: owned by one person

	
partnerships: owned by two or more partners

	
private limited companies: owned by shareholders but shares cannot be bought by members of the public

	
public limited companies: owned by shareholders who have purchased shares on the Stock Exchange


	
franchises: ownership type can be sole trader, partnership or limited company.





Sole traders

Over 75 per cent of all UK businesses are operated by sole traders. Examples of types of sole trader businesses are hairdressing salons, nail salons, barber shops, plumbing, electrical, painting, joinery and carpentry contractors, small cafés and small mobile fast food vans.

Advantages of trading as a sole trader



	Low start-up costs and easily formed

	Sole traders can decide to trade immediately. However, it is advisable to obtain insurance cover for the business. A key legal requirement is to register with the tax authorities to pay taxes.




	Profits

	As the sole trader is the only investor in the business then they keep all the profits made.




	Control/decisions

	The sole trader, as owner, makes all the decisions regarding the management of the business.




	Finances are private

	The annual finances are private to sole traders and are only submitted in confidence to the tax authorities and the sole trader’s banker.




	Flexibility

	Sole traders have close links to their stakeholders, customers, employees, suppliers and local community.






Disadvantages of trading as a sole trader




	Unlimited liability

	Unlimited liability means that if a sole trader’s business fails then banks and suppliers will request that the sole trader immediately pays any debts owed to them from the sole trader’s non-business assets. The non-business assets may include their car, house and any other assets that can be sold to pay off their business debt.




	Raising finance

	The majority of sole traders are small businesses requiring little finance to start up. As the business grows it may require additional finance from banks but loan applications are often refused as small sole traders are seen as risky investments.




	Workload

	Sole traders often need to work long hours to make their business a success. Some sole traders are on call at all times – an example is a plumber who may be on call 24 hours a day, seven days per week.




	Lack of expertise

	Sole traders do not have the full spectrum of skills required to manage a business, especially legal, financial and ICT skills. The sole trader will need to buy in these skills from professionals and this is very expensive. Sole traders have no other investors or partners to discuss their business issues with.




	Competition

	Sole traders normally charge higher prices to their customers as their materials are more expensive than their larger competitors who can buy in bulk and benefit from economies of scale.





Partnerships

Partnerships are normally found with professional practices such as accountants, solicitors, architects, doctors, dentists, veterinarians and opticians. Working partners jointly share the decision making, the risks and the business’s profits. A sleeping partner contributes finance only to the partnership and shares in the profits. Partnerships between husband and wife or between parents and their children are very common in some market sectors.

Deed of partnership

When partners start trading, they should sign a partnership agreement or partnership deed. The deed lays out the rules and regulations for each partner and it provides written evidence which can be used to resolve future disagreements. The rules include the amount of capital each partner must contribute, the amount of each partner’s annual salary, how the profits and losses are to be shared, the duties and responsibilities of each partner and how new partners may join the partnership. If no deed exists then the law steps in to arbitrate (settle disputes). Disagreements are resolved with reference to the Partnership Act 1890, which states that all profits and losses are divided equally among the partners.


Advantages of trading as a partnership




	Low start-up costs and easily formed

	Partnerships are relatively easy to set up and businesses can open almost immediately. The key legal processes are registering with the tax authorities and signing the partnership deed.




	Profits

	Partnership profits are divided among the number of partners as formally agreed in the partnership deed.




	Specialisation

	Each partner brings their own specialisation to the business, which can give the partnership a competitive edge.




	Shared workload

	Partners share the workload, administration and management responsibilities and make operational decisions together.




	Raising finance

	Banks are open to finance capital expenditure for partnerships as they are considered less risky than sole traders.




	Finances are private

	Partnerships’ financial statements are private and are only issued to the tax authorities and their lenders.





Disadvantages of trading as a partnership



	Unlimited liability

	If a partnership business fails due to insufficient monies to pay business debts to banks and suppliers, then those banks and suppliers will immediately demand payment from each partner. If the partnership business does not have the funds to pay the debt, then the banks can force each partner to sell their non-business assets.




	Dishonesty

	If one partner acts dishonestly within the partnership then all partners are held liable for that dishonesty.




	Loss of autonomy

	Partners must consult one another when making decisions, which takes time as each equal partner has a say in the running of the business. No one partner can make decisions without consulting all other partners.




	Partner conflict

	The most important ingredient of a partnership is trust. If that trust is broken then the partnership is doomed to fail.




	Lack of finance

	Lenders are often very reluctant to offer large loans to partnerships because many partnerships tend to cease trading in the short term due to issues over mistrust.




	Lack of continuity

	The life expectancy of many partnerships is often short due to conflict over trust issues, the death of a partner or the addition of a new partner.





Limited companies

A limited company operates as a totally separate legal entity from its shareholders. The company is managed by directors who are accountable to its shareholders. Directors may also be shareholders but this is not always the case.

The process of forming a limited company in the UK is through submission of the following documents to the Registrar of Companies at Companies House.




	The Memorandum of Association

	
The Memorandum of Association sets out:


	the official name of the new company

	the country in which the company will be situated

	the company form – public or private

	the work of the new company

	the amount of share capital invested

	the details of the person who wishes to form the company.







	The Articles of Association

	
The Articles set out:


	voting rights of the shareholders

	how profits will be divided

	the method of election of directors

	how meetings are to be conducted

	the duties of the directors.







	Certificate of incorporation

	This document is the birth certificate of the new company. It shows clearly that the new company is independent from its shareholders and has a separate legal existence. It can sue and be sued in its own right.




	Prospectus

	Before a limited company issues its shares for sale, it issues a prospectus which lays out its business plan, for potential investors to buy its shares.




	Trading certificate

	A trading certificate is issued by the Registrar of Companies authorising the company to commence trading.






Shareholders of limited companies are protected by limited liability under law. They are not liable for the total debts of the company.

There are two types of limited companies: private and public.

Private limited company

Most private limited companies are small/medium-sized businesses whose shares are owned by a small number of family and friends. The shares cannot be sold unless permission is granted by all shareholders. The shareholders may also be the directors.


Exam tip

Make sure you understand the main differences between a private limited company and a public limited company and can relate these to the stimulus material. Making a recommendation as to which is the best approach for a legal structure based on the stimulus is likely to impress the examiners.



Advantages of trading as a private limited company



	Raising finance

	Lenders are more likely to lend larger sums of money to private limited companies than to sole traders or partnerships.




	Limited liability

	Limited liability means that shareholders are only personally liable for their investment in the company if it becomes insolvent. Their personal assets are protected.




	Economies of scale

	Private limited companies are more likely to benefit from economies of scale as many are larger than sole traders or partnerships.




	Separate legal identity

	Private limited companies have a separate legal identity from their shareholders. It can sue and be sued in its own right.




	Specialisation

	Private limited companies often have a larger number of directors with different skills.




	Control

	Private limited companies cannot sell their shares without permission and so are protected from unwanted takeover advances. If the directors are also the shareholders, then they have total control of the business.






Disadvantages of trading as a private limited company




	Lack of privacy

	Private limited companies must submit their financial statements annually to the Registrar of Companies. Their financial statements can be downloaded for free by interested parties, especially competitors and investors.




	Set-up costs

	Forming a limited company is time-consuming, and legal and accountancy fees can be expensive.




	Taxation

	Limited companies pay corporation tax, based on the profits made by the company.




	Share restrictions

	Private limited companies are unable to sell their shares on the Stock Exchange and can find it more difficult than public limited companies to raise finance.





Public limited company

Public limited companies are also owned by shareholders. Shares will be offered to the general public through a stock market listing on the London Stock Exchange. Public limited companies are the largest type of private business. The total capital of the company will be very large.

Advantages of trading as a public limited company



	Raising finance

	Public limited companies that require additional finance issue shares for sale to the general public. Due to their size, public limited companies are considered less risky by lenders where debt finance is used.




	Limited liability

	Public limited companies are a separate legal entity from their shareholders. Shareholders are only liable for the amount of shares they have purchased in the limited company if the company goes bankrupt.




	Size

	Public limited companies are the largest type of private business. Some are very large and powerful entities, which can influence the performance of stock markets.




	Specialisation

	Public limited companies are large organisations with a large number of specialist and skilled employees.




	Continuity

	The shares of public limited companies are constantly bought and sold on the Stock Exchange, meaning shareholders change over time. The public limited company will continue trading even with changes in shareholdings.




	Economies of scale

	The purchasing power of most public limited companies is greatly assisted by their large size and they typically receive better deals from their suppliers than smaller businesses.





Disadvantages of trading as a public limited company



	Set-up costs

	Setting up a public limited company is expensive and involves accountants, solicitors and other professionals.




	Privacy

	Public limited companies must submit their annual financial statements to the Registrar of Companies, which can be freely downloaded by the general public, and are of particular interest to competitors and investors.




	Ownership and control

	Shareholders of a public limited company own the business but they appoint directors to manage and control the business. The main expectation that a shareholder has is a large dividend pay-out.




	Threat of takeover

	If a competitor or venture capitalist wishes to buy a public limited company, all they have to do is buy a majority stakeholding of shares in the company.






Franchises


A franchise exists where a business owner, called the franchisor, gives permission to a franchisee (a business partner) to set up a business using the franchisor’s business name, business idea, logo and resources. Examples of franchises include Subway, McDonald’s, Pizza Hut, Domino’s and Starbucks.

The franchisee must agree to the conditions laid down by the franchisor to obtain the franchise. Conditions include: a large down-payment of capital, a percentage of the turnover (called royalties) paid annually to the franchisor, use of the franchisor’s logo and trademarks, staff trained by the franchisor, marketing activities arranged by the franchisor and materials purchased directly from the franchisor.

A franchisee’s legal structure can be sole trader, partnership or limited company, which enables the franchise to trade.

Advantages for a franchisee



	Brand

	The well-known franchisor’s brand will allow for automatic sales revenue as the brand is well-established. Well-known brands have yielded substantial profits.




	Territory

	The franchisor gives a promise that no other franchisee will be operating nearby.




	Training and support

	The franchisor will support the franchisee in training, marketing and other activities.




	Access to finance

	Banks are usually willing to lend finance to franchisees for investment and growth purposes.





Disadvantages for a franchisee



	Franchisor income

	The franchisee pays the franchisor a one-off down-payment. The franchisee pays a percentage of the turnover to the franchisor annually. The franchisee purchases its materials from the franchisor and pays the franchisor for its marketing activities.




	Loss of control

	The franchisor dictates the management of each franchise and the franchisee has little direct control of their business.




	Interdependency

	A negative image on the brand has an adverse effect on the other brand franchisees, especially on its turnover and profits.






Exam tip

Many students have difficulty with the terms franchise, franchisor and franchisee. You must be able to distinguish between each term and apply these correctly to the stimulus given in the exam.




Advantages for a franchisor




	Growth/expansion opportunities

	Franchising the brand allows it to expand much more quickly than opening additional premises, and with fewer costs.




	Profits

	Additional franchises increase profits from up-front payments, annual royalties from each franchisee and profits from selling the materials directly to the franchisee.




	Management

	The franchisor is not involved in the day-to-day running of their franchises.





Disadvantages for a franchisor



	Control

	The franchisor has little input into the day-to-day running of the franchise, which could lead to loss of control of business activities.




	Brand

	Should a franchisee behave poorly then the reputation of the whole brand of the franchise could be affected negatively.






Now test yourself



	Lewis was employed as a computer games designer in London and returned to Newry in 1999 to set up his own computer games business called LCG.
What type of business ownership is LCG? (1)



	Explain one disadvantage of this type of business ownership. (2)


	Explain two advantages of this type of business ownership.(4)


	In 2005, to finance his expansion plans, Lewis formed a partnership with Colin, who bought 50 per cent of the business.
Discuss one advantage and one disadvantage of forming a partnership. (4)



	LCG’s successful annual growth worried both partners with respect to personal liability, and in 2015, they were advised to form a private limited company, becoming shareholders and directors with 50 £1 shares each in LCG Ltd.
Explain one advantage and one disadvantage of setting up as a private limited company.(4)










I can…



	explain why and how a business starts

	identify and describe different sizes of business, including micro, small and medium-sized enterprises

	identify and describe different types of business ownership

	evaluate each of the following types of ownership: sole trader; partnership; franchise; private limited company; and public limited company

	compare and contrast different types of private sector companies, considering ownership, control and decision making, finance and liability.
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