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INTRODUCTION


This third edition of GCSE Business Studies for CCEA revises, amends and updates the original textbook in line with the new CCEA GCSE Business Studies specification which is due to be taught for the first time in September 2017 and examined in 2018.


This revised textbook accurately and closely follows the order of the new specification. Like the specification, the book is divided into two main units with a short third unit. Each of the main units is divided into sections which are further divided into shorter units to provide coverage of the necessary material. This in no way aims to dictate the order in which the specification should be approached, however it is recommended that the material within each section should be studied together. The two main units will be examined separately.


Any examination questions which are included have been taken from previous GCSE (CCEA) papers. From experience, the author understands that many candidates do not answer questions appropriately because they fail to recognise the requirements of the command words used in questions. For this reason, a section on command words, related to the assessment objectives, is included at the end of the book. A section is included to explain the requirements of the GCSE examination and a further explanation of the new-style Controlled Assessment Task (replacing Coursework) is also included.


In addition, each unit includes activities which have been designed to reinforce learning and to make the student think further about the knowledge-based material provided as well as to give opportunities to develop the skills of application, analysis and evaluation. The author is aware of the wide range of ability in the candidature for this particular examination, so activities have been designed to cater for these varying abilities.


Each unit ends with a checklist of the material which should be understood at that stage and the glossary provides an easy reference for revision.


Hope Kerr





INTRODUCTION TO THE EXAMINATION


Examination papers


In the GCSE examination for Business Studies (CCEA) you will sit two examinations and undertake a Controlled Assessment Task (which now replaces coursework).


The first examination will last 1 hour 30 minutes and will examine the first three areas of the specification – Creating a Business, Marketing and Business Operations. Your answers will be written on the question paper in the spaces provided after each question. Paper 1 carries 40% of the total marks for the GCSE award.


The second examination also will last 1 hour 30 minutes and will examine the next three areas of the specification – Human Resources, Business Growth and Finance. As in Paper 1, your answers will be written on the question paper in the spaces provided after each question. Paper 2 carries 40% of the total marks for the GCSE award.


You will be assessed on the quality of your written communication. It is important that your work is legible, that your spelling, punctuation and grammar are accurate and that you organise information clearly.





INTRODUCTION TO THE EXAMINATION


Controlled Assessment Task (CAT)


The remaining 20% is awarded to the Controlled Assessment Task. The task is based on Unit 3 – Planning a Business and is synoptic which means that work could be included from any of the other six areas of the specification named on page vii.


The Controlled Assessment Task will be sent to your school in September of your Year 12. This will give you a question or situation which you have to research under the supervision of your teacher. You will be allowed a total of 12 hours to complete your research which you will record in Booklet A. You will be awarded up to 15 marks for your research in Booklet A. It is important that you acknowledge and reference any sources which you have used in your research. You will be allowed to work in small groups to carry out and collate primary research such as interviews or questionnaires, and your teacher will identify and record your individual contribution to such work. All other research should be carried out independently. In February of your Year 12, Booklet B will be issued in which you are required to answer set questions based on your own research and your own knowledge of the subject. You will be given one hour to complete the questions under test conditions, and you will be awarded up to 45 marks for your work in Booklet B. When you are completing Booklet B, you are allowed access to your research in Booklet A.





UNIT 1



STARTING A BUSINESS
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LEARNING OBJECTIVES


To develop knowledge and critical understanding of:





•  the fundamentals of starting a business



•  why businesses start and the resources required to maintain and grow them



•  the various forms of business ownership



•  the factors which influence the location of business



•  business aims and objectives



•  the impact that various stakeholder groups may have on businesses



•  marketing options, elements of the marketing mix and market research methods



•  the impact of e-business and m-business on potential growth strategies



•  why businesses conform to quality assurance standards and health and safety legislation.
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1 Creating a business



1.1 Entrepreneurs
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Starting up any business begins with an entrepreneur – a person who has the ability to spot an opportunity for a new business, has ideas and is prepared to take risks to make that business work.
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Some well-known entrepreneurs are Richard Branson, who founded the very successful Virgin Group, and Bill Gates, who founded Microsoft. Two other young men in their twenties – Sergey Brin and Larry Page – had an idea, borrowed money and created Google, which is now valued at more than $70 billion.


There are many examples of smaller but successful entrepreneurs in Northern Ireland. Read about Shnuggle in the case study on this page.
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Adam and Sinead Murphy, owners of Shnuggle, pictured here with members of staff from UCI and NI





What it means to be enterprising


To be enterprising means to be able to spot a good business opportunity and to have the vision and drive to make that business succeed. In order to do this, the entrepreneur has to be prepared to take calculated risks.
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Case study


Shnuggle was set up by husband and wife team Sinead and Adam Murphy in 2009, using their own experience to design clever baby products. They operate in the Ards Business Centre in Newtownards, Co. Down.


Sinead and Adam’s story began when their first baby, Rose, was very ill. They had a traditional Moses basket for Rose but when she was sick this became unhygienic and impossible to clean. Sinead and Adam created a modern Moses basket which was hygienic and hypoallergenic.


Their business is now an international award-winning brand which has a presence today throughout the United Kingdom and in over twenty five countries worldwide. They currently employ six staff and have developed a further range of baby products.


In 2016 Sinead and Adam appeared on Dragon’s Den asking for financial backing and the support of a Dragon. They were successful and Touker Suleyman joined them. Since then they have had two other offers of investment in the business so their future looks bright!
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Sinead and Adam created a more modern and hygienic Moses basket
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So what are the characteristics of an entrepreneur?






•  An entrepreneur contributes original ideas which give the business an edge over its competitors.



•  An entrepreneur has to be a decision maker.



•  An entrepreneur has leadership qualities and planning skills.



•  An entrepreneur has self-confidence and a passion about their venture.



•  An entrepreneur has the ability to work independently and develop their ideas.



•  An entrepreneur is committed and willing to make personal sacrifices for the benefit of their business.



•  An entrepreneur is a creative thinker and shows initiative.



•  An entrepreneur has a vision of what the business could become and works single-mindedly towards that goal.



•  An entrepreneur has the energy to work hard and make sure that the business achieves its full potential.



•  An entrepreneur is willing to take calculated business risks.



•  An entrepreneur is persuasive and able to encourage financiers such as banks to lend money to the enterprise.



•  An entrepreneur can motivate others in the work team and inspire them with enthusiasm.



•  An entrepreneur has determination and is not discouraged by failures and setbacks, but understands that many good business ideas do not succeed, perhaps because it is the wrong place or time.





Why the government encourages enterprise


The government is keen to encourage enterprise and to develop an ‘enterprise culture’ in Northern Ireland. It has set up various schemes to help entrepreneurs to succeed. Grants and advice are offered through Invest NI, and the Young Enterprise Scheme works with young people. People are encouraged to try their ideas in business and to establish their own businesses rather than be unemployed.


There are several reasons why the government encourages enterprise:





•  It reduces unemployment.



•  New ideas may succeed and provide fresh opportunities for employment.



•  People are motivated and have a ‘feel-good’ attitude.



•  Competition ensures a healthier business environment.



•  Leads to economic development which generates wealth in the economy.





Nature and rewards of risk taking


Risk is about taking sensible or calculated chances. Not all chances will work out well – it is said that only one in five new products succeed in business. Although four out of every five products do not succeed, an entrepreneur will not give up but will keep working until they find a successful idea.
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Activity


Have you got what it takes to be an entrepreneur? Answer the following questions truthfully to find out. The good entrepreneur’s answers are given at the end.





1  What do you do if you find a task difficult?







    (a)  Keep trying until you get it right.


    (b)  Give up.


    (c)  Ask for help.








2  Can you make decisions?







    (a)  Always.


    (b)  Never.


    (c)  Depends on the circumstances.








3  If you won the lottery, which of the following would you do?







    (a)  Tour the world.


    (b)  Treat all your friends to the greatest party ever.


    (c)  Invest it.








4  How single-minded are you? When you are working, are you:







    (a)  easily distracted?


    (b)  oblivious to everything around you?


    (c)  able to concentrate – but only if you like the work?








5  How energetic do you think you are?







    (a)  Very energetic at everything.


    (b)  Energetic at the things I enjoy.


    (c)  There are lots of things I can’t be bothered with.








6  How well do you work with people?







    (a)  I’d rather work on my own.


    (b)  I love being in a team.


    (c)  I must be the team leader.





Answers: 1(a), 2(a), 3(c), 4(b), 5(a), 6(c)
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The nature of risk taking for the entrepreneur is:





•  Losing money





The entrepreneur will have invested considerable sums of money in the new product or business. If the venture fails, that money is lost and could bankrupt the entrepreneur.





•  Losing time





The entrepreneur will have invested long periods of time designing the new product or planning the new business. If the venture fails, that time is wasted.





•  Personal stress, perhaps leading to health issues





The entrepreneur will experience worry that the new idea may not be successful and may become stressed by the long hours worked and lack of sleep.


The rewards of risk taking for the entrepreneur are:





•  Making profits





A successful business with successful products can earn large profits for the entrepreneur. This usually leads to increasing sales, with further opportunities for profit making. There is also the possibility of selling the successful business for a large sum.





•  Becoming famous





Successful entrepreneurs have become household names. For example, everyone recognises Alan Sugar, who owned Amstrad and sold electrical goods, and James Dyson, who designed a bagless vacuum cleaner.





•  Satisfaction





Success brings a high level of satisfaction and sense of achievement. For some, the buzz and excitement make the risk worthwhile.





•  Independence





Some people may want to be independent, to own their own business, make their own decisions and be their own boss. This independence is a reward for taking a risk.
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Activity
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Perks of the business: a coffee shop





Imagine that you work in a local coffee shop full time and have done so for five years.


There are two other full-time staff serving customers and two others in the kitchen preparing food and washing up. The owner has just told you that he is retiring and has suggested that you should take over the coffee shop. He has also told you that he does not own the premises but that they are rented. Should you take over the coffee shop, or not?





1  Write down the risks you think you would face if you took over the coffee shop.



2  Now write down the rewards you would gain if you took over the coffee shop.



3  State your final decision, with reasons.
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Checklist


At this stage you should be able to:





•  describe what it means to be enterprising



•  identify and explain the key entrepreneurial characteristics



•  analyse why the government encourages enterprise



•  analyse the nature and rewards of risk taking.
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Examination question


Identify and explain two characteristics of an entrepreneur.


[6 marks]


How to answer this question


Name one characteristic, e.g. is willing to take calculated risks.


[1 mark]


Explain in more detail what taking calculated risks means.


[2 marks]


Name the second characteristic, e.g. has leadership qualities.


[1 mark]


Explain how they might show leadership.


[2 marks]
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1.2 Business resources



Altogether there are four resources which are necessary in any business. They are:
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Land


A basic need in business is the land on which to place the business premises, houses, roads and farms. However, ‘land’ is used more widely in this economic sense and includes all natural resources – not only the surface of the land but also the oceans and all raw materials which are contained either on, above or in the earth. Such resources and raw materials would include oil, gas, trees, water, fish, wind, coal and minerals. Supplies of land are limited, which makes it a very valuable resource.
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A potential greenfield site





Labour


The term ‘labour’ refers to the human resource in the business – the workers who are employed to manufacture the product or provide the service for which the business has been set up. The labour used in the business may be physical labour or mental labour, depending on the nature of the business’s final product. Supplies of labour with the appropriate skills are also limited.
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Construction workers are an example of physical labour





Capital


Capital is defined as ‘wealth which is employed in the creation of further wealth’. It is the element contributed by capitalists – the owners and is a resource to business as it is used to purchase non-current assets (such as land, buildings, machinery, equipment and vehicles). Capital is always in short supply and capitalists will risk investing it only in safe business projects.
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Investing money may pay off






Enterprise



Enterprise has a special role in business activity. You learned in the previous section that enterprise is contributed to a business by people known as entrepreneurs. They develop a business idea, and acquire all the other resources of land, labour and capital. They are usually the managers and they play a most essential role in business, estimating future demand and ensuring that production is at the correct level to meet that demand.


It is the role of the entrepreneur to organise the capital, the land and the labour in the correct proportions to run the business successfully. For example, some businesses such as large factories require vast amounts of capital and land but, because they are heavily mechanised, they may require proportionately less labour. Other businesses such as large department stores may be very labour intensive. For this reason, they would use a large amount of labour but proportionately less land.
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Examination question


Kennedy Systems is a large business producing electrical appliances. They employ well-trained staff and highly developed technology.


Name two resources which Kennedy Systems has used and explain how those resources would be used in the business.


(6 marks)


How to answer this question


Name the two resources which you think have been used.


(2 marks)


Explain how each of those resources would be used in a manufacturing business.


(Up to 2 marks for each resource)
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Each of the people who contribute the resources has to be rewarded. The following table shows how:






	Resource

	Contributed by

	Rewarded by






	Land

	Landlords

	Rent






	Labour

	Employees

	Wages and salaries






	Capital

	Capitalists

	Interest






	Enterprise

	Entrepreneurs

	Profit
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Activity


Molly has come up with a good idea for a new, small business. She knows that the business would be successful but her difficulty is that she would need finance and premises. Some friends agree to join the business. Jack will fund the purchase of all non-current assets, Jamie has premises which he will rent to the business and Sean will work in the business.


Using the spaces provided, name the resource provided by each person and the rewards which he/she can expect.






	Name

	Resource provided

	Reward






	Jamie

	 

	 






	Jack

	 

	 






	Molly

	 

	 






	Sean
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How businesses use resources differently


A business would not be successful unless it has all four resources. A person might have adequate amounts of capital but unless that person has enterprise, he/she would not be able to start a business.


Equally, an entrepreneur may have great ideas for a successful business but unless he/she has land on which to start the business and labour to operate it, there will be no business.


On the other hand, a landowner may own large areas of land but without the ideas contributed by enterprise or sufficient amounts of capital, he/she would not have a business.
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Activity


Study each of the following businesses and state which resource(s) you think it would make most use of:






	A large well-mechanised farm

	………………..






	A young girl working on her own making jewellery

	………………..






	An out-of-town supermarket

	………………..






	A fisherman

	………………..
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Checklist


At this stage you should be able to:





•  explain the resources a business needs



•  analyse how businesses use resources differently.
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1.3 Business ownership



Why do businesses start?


Entrepreneurs usually start businesses because:





•  they have a good idea for a product which they think will sell. This may have started as a hobby or personal interest.



•  they wish to be independent and be their own boss rather than work for someone else



•  they want to make money and keep the profits of the business for themselves



•  they need a job and starting their own business keeps them in employment



•  they need the buzz and sense of satisfaction which the venture gives



•  they wish to provide a service to the community.
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A bookshop owner





How do businesses start?


It is important that careful planning takes place beforehand if the business is to be successful. The entrepreneur will have to:





•  decide on the product and produce a model or prototype



•  decide on the best place to get the materials required



•  design a business plan



•  study the market to see if there are already similar products available



•  research the price at which any competitors are selling the product



•  work out the costs of production and a profit margin in order to decide on a selling price



•  carry out market research which would show the type of people who would be likely to buy the product and what price they would pay



•  research where the product could be sold to best advantage



•  organise the necessary finance. This may be from personal savings or borrowing from friends or arranging a bank loan or overdraft




•  advertise the product widely in the most economical way



•  create a brand for the product that would make it ‘stand out from the crowd’



•  register the product and get a patent.





(You will find greater detail in the later section on the marketing mix in Unit 1, Section 2.2 and on the business plan in Unit 3.)


Different sizes of businesses


The business world is made up of organisations of varying sizes – from single ownership to large multi-national companies. Businesses are classified by the European Commission according to the number of employees they have and according to their annual turnover as follows:


Micro businesses


A business is described as micro if it has between one and nine members of staff and if its annual turnover is less than £1.7m. Micro businesses are very important in Northern Ireland and represent the main growth area in business in the last ten years. It is estimated that as many as 95% of all United Kingdom businesses are micro businesses and that 75% of all United Kingdom businesses are owned by single owners.
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A table showing how different sizes of businesses categorise staff and turnover





Small businesses


A business is described as small if it has between ten and 49 members of staff and if its annual turnover is less than £5.6m.


Medium-sized businesses


A business is described as medium-sized if it has between 50 and 249 members of staff and if its annual turnover is less than £22.8m.


Small and medium businesses (SME)


The term SME is a composite term used to describe all micro, small and medium-sized businesses. A SME would have fewer than 249 members of staff and its turnover would be up to £22.8m.


Large businesses


A business is described as large if it has more than 249 members of staff and if its annual turnover is greater than £22.8m.


Types of ownership in the private sector
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Any business which is owned by private people is known as a private sector business.
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Introduction to private sector businesses




[image: ]

Features of private sector businesses





Some of these businesses may be small and owned by just one person – that person is called a sole trader. In some cases the business may be slightly larger and two or more people may have put money into it and perhaps joined together to work in the business. That is an example of a partnership.


Other businesses may be even larger and money would be needed from many people to keep them going. A large business would be organised as a private limited company, and the largest business of all would be organised as a public limited company.


There is one other type of business in the private sector – a franchise.


You will now study each of these types of business organisation in turn. At this stage, it is important for you to remember that private sector businesses are owned and controlled by private people who aim to make a profit from the money they have invested in the businesses.
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A diagram showing different forms of private sector ownership





Sole trader


This is the most common form of business ownership. Sole traders are found in every town and district throughout Northern Ireland, running small shops as well as providing services such as hairdressing, plumbing, dressmaking, painting or electrical work. It is a popular form of business organisation because sole traders are their own bosses and own the businesses themselves. It is estimated that approximately 75% of all United Kingdom businesses are run by sole traders.
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A sole trader’s shop in Clogher Co Tyrone





Sole traders’ businesses are easy to form as they do not have to provide a lot of involved legal documentation before they can be established. All the sole trader has to do is to get a licence to trade from the local authority and perhaps planning permission if the building is to be altered. The business has to be registered for VAT with Revenue and Customs and then it is ready to open.


Sole traders provide the entire capital for setting up their businesses and usually work in their own shops or businesses. Their major aim in running the business is to make a profit and to expand. Depending on the size of the business, they may employ others to help with the work.


Sole traders are entitled to keep any profits made but also are responsible for losses incurred. They have unlimited liability, which means that if they do not have enough money in their businesses to pay their debts, they have to use their private funds to meet them.


Advantages of a sole trader





•  The business is cheaply and easily formed without involved legal procedures.



•  The owner can keep all the profits made in the business.



•  The owner can make all the decisions and can make them quickly without having to call committee meetings.



•  Because the business is usually small, the sole trader has very close links with the customers and employees.



•  The financial affairs of the business do not have to be published, although tax authorities must have access to them.





Disadvantages of a sole trader





•  The major disadvantage is unlimited liability. This means that if sole traders do not have enough money in their businesses to pay their debts, they have to use their private money to pay them.





This could have serious consequences because, in extreme circumstances, their cars, houses and other private possessions might have to be sold.





•  Sole traders are responsible for all the losses in the business.



•  Sole traders have to raise all their own capital.



•  The amount of capital which sole traders have is limited, so their businesses are likely to be small.



•  Because their businesses are small, banks are less willing to lend money to sole traders than they would be to large businesses.



•  Being small, it is more difficult for sole traders to compete with the large business organisations as they cannot take advantage of economies of scale.



•  The business is very dependent on one person. The sole trader in a shop, for example, is expected to have expertise in sales, purchasing, advertising, accounting, window dressing, deliveries and stocktaking. This means they work very long hours.



•  If the sole trader becomes ill or is on holiday, there is often no one to take over.



•  The sole trader frequently does not have anyone with whom to discuss problems.





Usually the size of a business is determined by the capital available, but in some cases the owner has made a conscious decision to remain small.
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Activity


Read this short case study and answer the questions which follow.
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Poppy working in her new salon, Hair Line





Poppy is an excellent hairdresser who has been working at ‘Best Cuts’, a very good hair salon in Newcastle. She loves her job but has always dreamed of setting up her own salon.


For several weeks she had noticed an empty shop which had a notice in the window saying it was available for renting. She decided to go for it!


Her mother helped her to clean and paint it. Her father put up some mirrors, installed basins and electrical points and built shelves and cupboards. Poppy had saved enough to be able to buy dryers and other necessary items of small equipment. Her brother offered to lend her money, if necessary.


On 1 October Poppy opened her new business, which she named ‘Hair Line’.





1  Outline the difficulties Poppy might have in her new business.



2  State the advantages which Poppy will have as a sole trader.



3  How might Poppy use extra money in the business?
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Activity


Read about Anne in the following case study and answer the questions at the end.
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Anne making the finishes touches to a client’s lunch





Anne runs a small catering business from home. She caters for business lunches in companies’ own premises, dinner parties in private houses and small family parties to celebrate events such as birthdays, christenings and anniversaries. She likes to do all the buying and cooking herself but employs Rebecca and Emma sometimes to help as waitresses at the functions.


Anne has learned from experience that she can cater each week for a maximum of four lunches for twelve people each, as well as a maximum of two evening parties of approximately the same size. This calculation is based on the amount of freezer space she has, the size of her cookers and other kitchen equipment, and the room in her car for transporting her food.


She has built up a very good reputation and has as many customers as she can cope with. In fact, the quality of her catering is so high that she is having to refuse work and some customers are anxious to employ her for larger functions such as wedding receptions. Sometimes Anne wonders if she should expand.





1  Give details of two major items of expenditure Anne would have if she decided to take on extra work.



2  What risk would Anne take if she did decide to expand her business?



3  Name two advantages Anne would gain by expanding.
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Examination question


A sole trader has unlimited liability. Explain what is meant by ‘unlimited liability’ and state why it is a disadvantage for the business owner.


(4 marks)


How to answer this question


Define unlimited liability.


(Up to 2 marks)


Describe one major disadvantage of unlimited liability.


(Up to 2 marks)
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Partnership



Partnerships are most frequently found in professional businesses such as doctors, dentists, veterinary surgeons, accountants, opticians and solicitors. Just think of the doctor, dentist or vet you go to – do they work on their own or in partnerships? If you are unsure, have a look at the nameplates outside their premises. If they show a number of names, then the business is probably a partnership.
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A name plate of a partnership





Partnerships are also commonly found in trades such as plumbers and electricians. They are popular in these businesses because expertise can be shared and each partner can take responsibility for one area of work.


A partnership consists of two or more people (partners) who jointly own a business. On some occasions an additional partner may be brought in to contribute capital but not to work in the business or to take any part in its organisation. This person is known as a ‘sleeping partner’.


The partners agree between themselves how they will run and organise their business. They are jointly responsible for any debts incurred in the business because their liability is unlimited. They have to provide the entire capital for setting up their business. Their aim is to make a profit and to expand and they are entitled to keep any profits made but also are responsible for losses incurred.


Advantages of a partnership





•  There is more capital in the business than there is in a sole trader’s business, which allows it to expand.



•  Specialisation is possible as the partners may bring different skills to the business.



•  The owners can share responsibility for decision making and discuss the problems which occur in the business.



•  If one partner is ill or on holiday the business can carry on.



•  The financial affairs of a partnership do not have to be published, although tax authorities must have access to them.





Disadvantages of a partnership





•  As in the case of the sole trader, the major disadvantage in a partnership is unlimited liability. This means that if the partners do not have enough money in their business to pay their bills, they have to use their own private money. This puts their private possessions at risk. Each partner is liable in this way even if the debt was created by one of the other partners.



•  If one partner is dishonest or inefficient, all partners are held liable for that partner’s actions or decisions. It is important therefore that partnerships are formed only between people who know each other well and trust each other totally.



•  The partners have to raise their own capital.



•  When compared with a large company, the amount of capital in a partnership business is small.



•  Partnerships have the same difficulty as a sole trader in borrowing money from banks.



•  Because their capital is usually small, they cannot take advantage of economies of scale.



•  There is the possibility of conflict between the partners.



•  The death or bankruptcy of one partner may cause the break-up of the business. This is known as ‘lack of continuity’.





A partnership involves a number of people and disagreements may occur, so partnerships are advised to draw up a Deed of Partnership to set out the rules.


Deed of Partnership


A Deed of Partnership states:





•  how the profits and losses are to be shared



•  the amount of capital which each partner will contribute



•  if salaries are to be paid and the amount to be paid



•  whether interest on capital is payable



•  how the duties and responsibilities are to be shared



•  how new partners might be introduced to the firm.
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Case study
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Kieran washing a customer’s car





Darren and Kieran were good friends who both loved working with cars. Even before they left school they had earned pocket money for themselves by washing cars in the large yard at the side of Kieran’s home. They quickly built up a good reputation as very capable workers and their business was increasing all the time.


The boys realised that their hobby could be turned into a profitable business so, soon after leaving school, they decided to open a car wash and valeting business in Coalisland.


Market research had shown that there was no local competition and they had proved that there was a demand for this service. Darren had a substantial sum of money which he had inherited from an uncle and he was willing to invest some of it in the new business. Kieran was able to borrow £2,000 from his father and the boys were allowed to continue to use the yard at Kieran’s house for a small rental.


They consulted a business adviser who helped them to plan the details of their business and also drafted their Deed of Partnership. Darren and Kieran thought the Deed was unnecessary since they were such good friends but the business adviser wisely insisted.
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Darren and Kieran’s Deed of Partnership
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Activity


Read this short case study and answer the questions which follow.


Poppy’s hairdressing business in Newcastle, ‘Hair Line’, has been very successful. She now employs two juniors to do shampoos and act as receptionists, and her own skills are in great demand as a hairdresser.


However, Poppy is annoyed at having to turn away customers because she is too busy. She knows there is enough work for two qualified hairdressers and has thought of employing another one to work with her. The difficulty is lack of space and she does not want to borrow money in case she could not repay it.


Poppy’s friend, Charlie, also a qualified hairdresser, has discussed the possibility of forming a business partnership with her. Eventually they decide to go for it. They also decide to retain the name ‘Hair Line’, to make it a unisex salon, to keep the two juniors and to move to larger premises which are available in the town. They have agreed to contribute £10,000 each as capital.





1  Name any advantages which Poppy will gain by moving into a partnership.



2  What new problems may arise for Poppy in the new business arrangement?
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Limited companies



It is legally possible to form a company with as few as one shareholder and one director and there is no limitation on how large it may become. While there are many small companies in Northern Ireland, there are also many which are extremely large. Businesses on this scale could not possibly raise the amount of capital required if they remained as sole traders or partnerships.
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Moy Park is an example of a limited company prominent in Northern Ireland





Shares and shareholders


In order to raise the vast amount of capital required in large public companies such as Moy Park, members of the public are invited to become members of the company and invest money in it. They do this by buying shares on the Stock Exchange. This makes them shareholders – or part-owners – in the company. From the company’s point of view this has the advantage of providing large amounts of capital, while the shareholder benefits by becoming a part-owner of the company and being entitled to a share of its profits at the end of the year.


There are two types of shares:





•  Ordinary shares. These shares are not guaranteed a dividend (share of the profit) at the end of the year. Whether they get a dividend depends on how successful the company has been during the year. Owners of ordinary shares are given voting rights in the company which gives them a say in the election of the Board of Directors.



•  Preference shares. These shares are less common and are safer because they are guaranteed a fixed dividend out of the profits before any payment is made to the ordinary shareholders. Preference shareholders usually are not given voting rights in the company because their investment is not at as much risk.





Ownership and control of a company


Although the shareholders are the owners of the company, obviously it is impossible for them to run the company. The shareholders are entitled to attend the company’s annual general meeting to elect a Board of Directors who run the business on their behalf. In practice, few shareholders actually attend the annual general meeting.


Although the Board of Directors has overall responsibility for the running of the company, they employ managers to undertake its day-to-day running. This situation is often referred to as a ‘divorce of ownership and control’, because the people who own the company do not control its running and the people who run it may not be its owners.
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A hierarchical triangle of business ownership






Main features of limited companies



Apart from the increased capital you have already learned about, companies have two other important advantages over sole traders and partnerships.





•  Limited liability – The most significant feature of the limited company is that it has limited liability. This means that people who invest in a company cannot lose any money other than the amount they put into it. If the business should fail, the shareholders’ liability is limited to the amount of their original investment – their private possessions cannot be taken. (Remember that sole traders and partners risk losing everything if their businesses fail.)



•  Separate legal existence (incorporation) – A limited company is considered in law to be quite separate from its owners – it is said to be incorporated. Being incorporated gives people who are owed money by the company the right to sue the company without affecting the owners of the company. Equally the company could sue people who owe money to the company if necessary. This is very different from the situation of the sole trader or partners, who could be taken to court as owners of the business.





Forming a limited company


Setting up a limited company is a lengthy legal procedure and the company must be registered with the Registrar of Companies. The following documents are examples of those to be completed before trading may commence:





•  Memorandum of Association – This has six clauses which state the official name of the company, the country in which the company will be situated, the work the company will be doing and the amount of capital with which the company is to start. The Memorandum also has a liability clause which states that members’ liability is limited and an association clause which is a declaration by at least two people that they wish to form a company.



•  Articles of Association – These show the voting rights of the shareholders, the method of election of directors, how profits will be divided, how meetings are to be conducted and the duties of the directors.



•  Certificate of Incorporation – This is issued to show that the company has a separate legal existence from its owners and can act independently from them.



•  Prospectus – Before shares can be sold, the company issues a Prospectus which gives details of the company’s plans and its hopes for the future. Possible investors will read the Prospectus and use it to decide whether or not the company is a worthwhile investment.



•  Trading Certificate – After the company has sold shares and raised enough capital to be able to trade efficiently, a Trading Certificate will be issued showing that the Registrar is satisfied that the company is in a position to begin trading. At that stage, the company may begin to trade.
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Private limited company


A private limited company is called ‘private’ because its shares cannot be bought by members of the public. Instead, shares in a private limited company are held by a small group of people (very often members of one family) who are able to keep control of the business. Shareholders in a private limited company may only sell their shares privately and with the consent of the other shareholders. Each year the shareholders are entitled to a share of the profits which is paid in direct proportion to the number of shares each one holds.


A private limited company is attractive to shareholders because they retain control of the business while at the same time enjoying the benefits of limited liability. This gives them all the advantages they would have had in a partnership but with the added security of limited liability. You can now see why the partnership is less popular to trading businesses. The official name of the company includes either ‘Limited’ or ‘Ltd’ to indicate that the liability of the owners is limited.






	Advantages of a private limited company

	Disadvantages of a private limited company






	The amount of capital available is much greater than in sole traders and partnerships.

	Some of the financial information of a private limited company must be available for inspection by members of the general public. This may give competitors valuable insights into the affairs of the company.






	Because the business is on a larger scale, it is usually easier for it to borrow money.

	Shares are not available for wider sale, so expansion may be difficult.






	As a larger business, it can benefit from economies of scale.

	The process of forming the company is more involved than it is in business organisations such as sole traders and partnerships.






	It has limited liability.

	 






	The business has a separate legal identity from its owners and may take legal action on its own behalf without involving the owners.

	 






	There are a number of directors and managers in the business so responsibility and workloads are shared.

	 






	There are opportunities for specialisation and division of labour.

	 






	Control of the business is retained by a small group of shareholders.
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Examination question


Sandwich Limited has been in business for over ten years. Originally it was a partnership with only one shop in Belfast which prepared sandwiches to be delivered to local offices. Due to its success, the owners extended the premises and opened a coffee shop.


Five years ago the business became a private limited company and opened four new outlets. The company has gone from strength to strength and has a very good reputation.





1  Identify the main difference between a partnership and a private limited company.


(1 mark)



2  Explain two reasons why this business decided to become a limited company.


(4 marks)



3  Explain two aims which the business has now.


(4 marks)





How to answer this question


The first question asks you to identify the main difference, so all you have to do is name the difference which you think is the most important one. No further explanation is needed when the command word is ‘identify’.
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Deed of Partnership between
Darren and Kieran

Trading name of the business:
Coalisland Car Valet Service
The function of the business will be to provide the services of:

« Power washing and waxing all road vehicles
« Cleaning vehicles in preparation for Motor Vehicle Testing
* Valeting vehicle interiors

Business Capital:

« The total capital of the business will be £4,000
« Each partner will contribute £2,000

Share of Profits or Losses:
« All profits or losses will be shared equally by Darren and Kieran
Wages and Interest Payable:

« Each partner will be entitled to draw equal wages from the partnership
as agreed annually between them
* Nointerest wil be payable on capital
Banking

« The bank account will be in the name of Coalisland Car Valet Service
« Each cheque must be signed by both Darren and Kieran

The Duties of the Partners will be as follows:

« Darren will undertake ll accounting and banking
« Kieran will undertake all purchasing of materials and machinery
« Both partners will share equally the work of washing, waxing and valeting

Dissolution of the Partnership

« The partnership may be dissolved by mutual consent between the
two partners
« In this event, the assets will be shared equally between the two partners
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Greater than £22.8m
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