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Get the most from this book


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


Track your progress


Use the revision planner on pages 4 and 5 to plan your revision, topic by topic. Make a note when you have:





•  revised and understood a topic



•  tested yourself and practised the exam questions, then checked your answers at the back of the book.





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


Features to help you succeed
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Key terms


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


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


Practice exam questions are provided for each topic. Use them to consolidate your revision and practise your exam skills. Answers are at the back of the book.
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Exam tip


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


The author identifies some typical mistakes candidates make and explains how you can avoid them.


[image: ]







[image: ]


Summary


A concise summary of all of the content covered in the chapter, to help you to see how all of the content fits together.
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My revision planner


Theme 1: Investigating small business


1.1 Enterprise and entrepreneurship


The dynamic nature of business


Risk and reward


The role of business enterprise


1.2 Spotting business opportunity


Customer needs


Market research


Market segmentation


The competitive environment


1.3 Putting a business idea into practice


Business aims and objectives


Business revenues, costs and profits


Cash and cash flow


Sources of business finance


1.4 Making the business effective


The options for start-up and small business


Business location


The marketing mix


Business plans


1.5 Understanding external influences on business


Business stakeholders


Technology and business


Legislation and business


The economy and business


External influences


Theme 2: Building a business


2.1 Growing the business


Methods of business growth


Changes in business aims and objectives


Business and globalisation


Ethics, the environment and business


2.2 Making marketing decisions


Product


Price


Promotion


Place


Using the marketing mix to make business decisions


2.3 Making operational decisions


Business operations


Working with suppliers


Managing quality


The sales process


2.4 Making financial decisions


Business calculations


Understanding business performance


2.5 Making human resources decisions


Organisational structures


Effective recruitment


Effective training and development


Motivation


Now test yourself answers


Exam practice answers


Glossary





Countdown to my exams
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6–8 weeks to go





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



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



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



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





•  Read through the relevant sections of this book and refer to the 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 at the back of the book.



•  Make a note of any problem areas as you revise, and ask your teacher to go over these in class.



•  Look at past papers. They are one of the best ways to revise and practise your exam skills. Write or prepare planned answers to the exam practice questions provided in this book. Check your answers at the back of the book.



•  Try using 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.
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One week to go





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



•  Check the revision planner to make sure you haven’t missed out any topics. Brush up on any areas of difficulty by talking them over with a friend or getting help from your teacher.



•  Attend any revision classes put on by your teacher. Remember, he or she is an expert at preparing people for examinations.
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The day before the examination





•  Flick through these Revision Notes for useful reminders – for example, the exam tips, summaries, typical mistakes 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 examination.





[image: ]







[image: ]


My exams


Paper 1: Investigating small business


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


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


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


Paper 2: Building a business


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


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


Location:....................
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Topic 1.1 Enterprise and entrepreneurship



1.1.1 The dynamic nature of business


Businesses change continually. They do this because the environment in which they operate changes. These changes mean that businesses need to adapt the products and services they sell if they are to remain successful. At the heart of continued success are new ideas.


Why new business ideas come about


Changes in technology


Technological change enables the invention and production of new products. From the internet, through mobile phone technology to new materials used in sportswear, technological change allows businesses to launch new products. These products may well be more profitable for the business as they can charge higher prices for cutting-edge products. Technology also increases the chances of existing products becoming less popular, as they are more likely to become obsolete.


Changes in what consumers want


Fashions, tastes and personal habits change over time. As lifestyles change, with an increased desire for convenience in food products and an expectation that shopping can be done online, businesses must change what they sell or how they sell it. Fashion in clothing in particular can be very fast-moving, with the need for businesses operating in the fashion industry to introduce new products almost weekly.


Changes in what consumers want also present opportunities, particularly for those businesses that can react to these changes fastest. As demand for ‘on-the-go’ breakfast has risen, companies such as Mondelez have had huge success with their breakfast bars.


Products and services becoming obsolete


The result of these external changes is that demand for some products or services can disappear. Companies that can see their products moving towards becoming obsolete will be driven to come up with new products or services. Launching new products or services will enable them to maintain financial stability.



How new business ideas come about


In the dynamic world in which businesses operate, new ideas are vital. It is new ideas that allow a business to maintain their success as the world changes. New ideas can range from totally revolutionary concepts to minor adjustments to existing products.


Original ideas


The world is not short of original ideas. Most business students will have taken part in a lesson where they are asked to ‘invent’ a new product. Genuinely original ideas do not necessarily become successful products or services. Communicating the idea to others, actually being able to make the product (or figure out how to provide the new service) and then working out a successful way to market the idea to consumers are hurdles that prevent most original ideas generating successful products. For those that do succeed, however, the rewards can be great. Genuinely original ideas will, at least for a short time, face no competition. This allows them to corner their market and generate a return on the money spent developing the idea.


Adapting existing products/services/ideas


Most new products and services tend to be adaptations of existing ideas. Adaptations could include:





•  new flavours



•  different colours



•  different pack sizes



•  online access to a service



•  faster ways to provide an existing service



•  offering a way to personalise products for individual consumers.





Adaptations of existing successful products are more likely to succeed. The reason is that they are based on products or services that are already successful to some degree. There is a proven demand for that idea; the risk of failure is lower than for most original ideas.


Coming up with new ideas – both entirely original ideas and adaptations to existing ideas – is likely to be helped by:





•  staff who are motivated and engaged in the work they do – for example, Google employees



•  businesses choosing to spend a portion of any profit on new ideas instead of just paying out all of their profit to shareholders in dividends



•  a diverse workforce, with different backgrounds generating a wider range of new ideas, more likely to reach a wider range of customers.
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Exam tip


Notice how the sections on original ideas and adapting existing ideas offer a judgement on which is more likely to succeed. The judgement is justified by an explanation of why the risk of failure is lower. This process of 1) examining two contrasting issues, then 2) making a judgement that is justified, is at the heart of the exam skills you must demonstrate.
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Now test yourself





1  List three reasons why businesses must continually consider changing what they do.



2  Identify one type of product that you own, where the rate of technological change is incredibly fast.



3  Why are adaptations to existing products more likely to be successful than original ideas?



4  How can a business try to ensure it is most effective in coming up with new ideas?





Answers on page 104
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1.1.2 Risk and reward


Starting and running a business are risky activities. Risk centres on the uncertainty that things may go wrong, with negative consequences. Yet those willing to take risks will be those who stand to gain the rewards from owning a successful business.


Risk


Risk describes things that could go wrong. With such uncertainty involved in starting and running a business, risks are plentiful:





•  Finding a large enough gap in the market



•  Raising enough capital



•  Getting the right people to work in the right way



•  Building a customer base



•  Retaining a customer base



•  Running out of cash in quiet times



•  Running out of energy and self-belief



•  Coping with competition



•  Growing too fast



•  Coping with a growing workforce





Ultimately if one or more of these things go wrong, there are three fundamental consequences for entrepreneurs.


Business failure


Half of UK start-ups fail within five years of starting. This failure carries more than just financial consequences. An entrepreneur’s reputation will be damaged, their esteem may take a major hit and the stresses caused by business failure create huge personal pressures for the entrepreneur and their family.


Financial loss


If a sole trader or partnership business fails, the owners are personally liable for any debts the business has built up. If any business fails, the owners may lose all the money they have invested in their business. For smaller businesses (sole traders and partnerships), the owners may lose personal assets that they are forced to sell to cover the debts their business has built up.


Lack of security


Giving up the safety of a paid job, working for a business where income is assured and predictable, leads to a lack of security. Most entrepreneurs endure tough times, where their income dries up and they may wonder where the money to pay the mortgage or feed and clothe the kids will come from. Losing the financial security that comes with being an employee, rather than an entrepreneur, is a major risk.
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Exam tip


When exploring different types of ownership, you should be willing to link the type of liability (limited or unlimited – see 1.4.1) to the level of risk faced by business owners. Sole traders and partnerships, with unlimited liability for debt, face far greater personal financial risk.
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Reward


Business success


The sense of achievement that comes from starting and running a successful business is immense. Knowing the risks that have been overcome or avoided intensifies the sense of achievement felt by entrepreneurs. It often explains why some entrepreneurs are not content to simply start one business; they keep on starting new businesses, chasing the sense of triumph again and again.


Profit


Although some entrepreneurs will be content with making enough profit to live a comfortable lifestyle, others seek to become rich. Many will become rich by selling their business, either to a larger firm or to shareholders via the stock market. Either way, the rewards may run into the millions for some lucky and/or skilful entrepreneurs.


Independence


Some people really dislike being told what to do by others. Starting a business can represent a release from the need to follow instructions, or do it somebody else’s way. An entrepreneur will have a significant level of independence over how they run their business and make decisions. For some, this independence is enough of a reward.
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Exam tip


Note that in some situations, an entrepreneur may not experience the independence they might have wanted. Partnerships and limited companies with more than one owner will require agreement and compromise between the owners. Meanwhile, starting up as a franchisee often leaves entrepreneurs feeling frustrated about how strictly the franchisor controls how they are allowed to run the franchise.


[image: ]







[image: ]


Now test yourself





1  State three risks involved in starting a business.



2  State three major rewards that entrepreneurs may receive if they successfully start their own business.



3  Why do all businesses face risks?





Answers on page 104
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1.1.3 The role of business enterprise


The role of business enterprise and the purpose of business activity


Deep-thinking business students may have asked themselves why businesses exist. The basic answer has three elements: to produce goods or services that people want to buy; to meet customer needs or wants; and to add value.


To produce goods and services


In order to live, we humans require certain basic goods, including food and shelter. These are usually produced or provided by businesses. Most people in the UK are also lucky enough to be able to afford to buy things that make our lives easier or more fun. These may be goods, such as mobile phones, or services, such as shopping centres or restaurants.


To meet customer needs


Businesses produce goods and services in order to meet customers’ needs and wants. Selling products that meet our basic needs, such as food, drink and clothing, can be fairly straightforward as they are essential to customers. Selling products that meet customers’ wants, such as a Netflix subscription or a VR headset, can be trickier, since consumers must be convinced that they want to buy this type of product in the first place, then to choose to buy from your business. The result is that firms that exist to fulfil customer wants may need to work harder on advertising, customer service and product or service design.


To add value


Businesses do more than simply pass on materials to consumers. They do things that increase the amount that people are willing to pay for the materials. In this way, successful businesses can cover the costs of providing products and make an extra amount on top: profit. The actual materials used to produce a can of Coca-Cola are likely to cost less than 5p. However, mixing those ingredients, packaging them in an attractively designed (and highly recognisable) can, and distributing that can to a convenient location for you to purchase it all add to the amount you are willing to pay. The business is adding value.


The main ways in which businesses add value are:





•  Convenience – As consumers in the UK become wealthier, they will pay more to get things more easily and quickly. This may be by having food delivered or simply to save time preparing a meal by buying a supermarket ready meal.



•  Branding – Adding a brand to a product or service may increase the price consumers are willing to pay. This may be because the brand carries an image they can identify with or want to be seen or associated with.



•  Quality – A product that is manufactured to the very highest standards of quality can also increase the value consumers place on it; they know it will work perfectly and reliably and will therefore pay more.



•  Design – If a business designs a great-looking product, consumers will pay more, simply because of the look of the product.



•  Unique selling points – If a business is able to add a unique selling point to its product or service that consumers want, consumers have no choice but to pay the price charged, as that product will be the only way they can access the feature.





The role of entrepreneurship


Entrepreneurs create and build businesses. Successful entrepreneurs must show a wide range of skills if they are to drive their business to success. The three main roles that an entrepreneur must fulfil are summarised below.


Organises business resources


Businesses use a range of resources, from materials and equipment to people, money and property. Ultimately an entrepreneur must be responsible for finding a source for these resources and arranging for them to arrive in the right place at the right time. They must also ensure that the resources work together to produce a product or service and that the process runs smoothly time after time, not just once.


Makes business decisions


Starting up and running a business means making decisions. Every day presents entrepreneurs with decisions to make, from choosing suppliers and selecting a new member of staff, to deciding how best to handle a delivery delay. Some of these may be major decisions that affect the whole future of the business, such as what to sell and where to sell it. The best entrepreneurs will get the big decisions right, and most of the smaller ones too. They will make the decisions rather than delay making a decision and they will effectively recognise the options open to them in any scenario.


Takes risks


Section 1.1.2 considered the main risks involved in starting a business. Entrepreneurs must be willing to accept and live with these risks. Without the willingness to take on risk in the hope of a reward, business start-ups simply would not happen.
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Now test yourself





1  State three ways that businesses try to add value.



2  List three types of resources that an entrepreneur must organise effectively in starting up a new restaurant.



3  State three key roles that businesses play in society.





Answers on page 104
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Summary


New business ideas may come about as a result of:





•  changes in technology



•  changes in what customers want



•  products becoming obsolete.





Sources of new business ideas may be either entirely original ideas or adjustments to existing products and services.


The three main risks faced by an entrepreneur are:





•  business failure



•  financial loss



•  loss of security.





Three main rewards that entrepreneurs may enjoy are:





•  business success



•  profit



•  independence.





The main roles of businesses in society are to:





•  produce products and services



•  meet customer needs



•  add value.





The main ways in which businesses try to add value are:





•  quality



•  design



•  USPs



•  convenience



•  branding.





The three key roles an entrepreneur must fulfil are:





•  organising resources



•  making business decisions



•  taking risks.
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Exam practice





1  Explain one method a manufacturer of lunch boxes could use to add value to their product.


(3)



2  Explain one risk faced by an entrepreneur.


(3)



3  Outline what is meant by ‘the dynamic nature of business’.


(2)



4  Discuss why new business ideas may come about.


(6)



5  Discuss the rewards an entrepreneur may enjoy if they start a successful business.


(6)





Answers on page 109
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Topic 1.2 Spotting business opportunity



1.2.1 Customer needs


What are customer needs?


Customers making the decision over which product to buy consider a range of factors. They will have various needs they expect a product or service to satisfy. Identifying and understanding these needs will help businesses to be successful. Usually, customers will look for a combination of the features identified below, though each customer will prioritise them differently.


Price


Most customers will consider the price of a product or service. At certain times, or for certain customers, lowest price may be their most important consideration. For those who are better off, or considering a special treat, price may be lower on the list of priorities. What is certain is that price will almost always be a consideration, so businesses must ensure the price is low enough to meet most customers’ needs.
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Typical mistake


Too often answers about consumer needs ignore price. Very few people are wealthy enough to ignore the price being charged. Other needs must be well met if price is to be successfully set above competitors’.
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Quality


Although often seen as a clear trade-off with price, discount supermarkets such as Aldi and Lidl have shown that quality and low prices can go hand in hand. Quality may well be a key issue for consumers with higher income levels.


Choice


Most consumers value the chance to choose their favourite version of a product. Although too much choice can be overwhelming, some choice is often demanded by consumers where different flavours, colours or specifications are easily provided. Providing choice makes life harder for businesses, for whom making one standard product is easier and more efficient, but if consumers expect choice, it must be offered.


Convenience


Time is precious to customers and so they expect businesses to make the purchase of their products as convenient as possible. If a bank provides convenient ways to pay in money, or a vending machine provides a convenient place to buy a drink, consumers save time. The result is that they are willing to pay more for the convenience; in effect, they are paying to save time. This also explains the rise of ‘ready meals’, which speed up the process of preparing a meal, but cost significantly more than the individual ingredients.


Being efficient and reliable


A shop with unstocked shelves but with plenty of stock in the storeroom is being run inefficiently and, if customers cannot get the products easily, will be seen as unreliable. When buying products that are expected to last a long time, such as washing machines or other kitchen appliances, reliability may be an especially important factor for customers.


Providing great design


A further feature considered by many customers is design: how good a product looks. For many, the products they buy are part of the personal image they want to create. It is therefore important for firms to sell clothes that will make consumers look and feel great, to sell phones that look sophisticated or to sell cars that make consumers look successful or exciting.


The importance of identifying and understanding customers


By identifying and understanding its customers’ needs, a business is better able to produce the products they want, in the way they want them. This helps increase the sales of the business and so contributes to securing its long-term survival.


The keys to meeting customer needs are:





•  genuinely understanding who your customers are and what they value



•  having great product developers who can produce an item that gives customers the feeling they want.





As explained previously, consumers generally expect most of these needs to be met to a certain extent. The table below shows how a combination of needs creates certain expectations about different business situations.






	Business situation

	Key issues to consider when trying to meet customer needs






	Café in a university student area

	Cheap prices, with generous portions; open till late; free Wi-Fi; some reference to Fairtrade or organic produce






	Dentist

	Minimum wait; minimum pain; minimum nagging about a lack of flossing or too many sweets/sugary drinks






	Buying a new family car

	Friendly, efficient service; reliability; easy and fun to drive; good in-car entertainment; designed to feel spacious; good fuel efficiency






	Manufacturing scarves

	Great designs to meet different people’s needs; different price levels: £6.99 scarves for teens, £19.99 scarves for middle-aged customers; making sure stock is available in all designs, especially in the autumn







Successful businesses must understand the needs of their customers. This understanding will come from effective market research and good instincts. These will allow the firm to judge which customer needs to prioritise with their different products. The challenge then becomes internal: being able to organise the resources available to the business in order to actually deliver what customers want.
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Exam tip


An answer to a question about identifying customer needs will usually benefit from linking this to market research: the main mechanism a business has for finding out what consumers want. This will help you to build a chain of logic in your answer, linking business ideas.
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Now test yourself





1  List the six main customer needs.
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