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Key Terms: 
Enterprise: A business or company, can also mean entrepreneurial activity 
Entrepreneur: Someone who creates a business, taking on financial risks with 
the aim of making a profit from the business 
Consumer: Someone who buys and uses goods and services 
Customer: Someone who buys goods and services 
Obsolete: Out of date and not used anymore 
E-Commerce: Using the internet to carry out business transactions 
M-Commerce: Using mobile technologies to carry out business transactions 
Social media: Websites that allow users to interact with other users 

 

 

 
 

Key Terms: 
Risk: The possibility that an enterprise will make lower than anticipated profits or experience a loss 
Financial Reward: The money that an entrepreneur or investor receives when a business succeeds 
Market Research: The process of gathering information about the market and customers’ needs and 
wants 
Revenue forecast: A prediction of future revenue based on expected sales; this is either a judgement 
or based on pervious sales patterns 
Cash Flow: The amount of money coming and going out of a business 
Sales Revenue: The amount of money that comes in from selling a product or a service 
Investment: Putting money into a business with the intention of making a profit 
Start-up: A new business, usually with only a small number of employees (possibly only 1) 
Intuition: Knowing something instinctively or understanding something without conscious thought 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

• Adapting an existing product to keep up with trends 

• Create a new product to meet new trends 

 
 
 
 

 
• How can I improve a product or service? 

• Can I do this better than an existing business? 

• Is there a gap in the market that I can fill? 

Businesses exist to provide 
goods or services 

Good Service 
 
 

 

 

 

 

Plan, research, be cautious, finance with care, avoid costs, Protect, 

monitor and review 
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Key Terms: 
Stakeholder: Anyone who has an interest in the activities of a business 
Ethics: The moral principles or standards the guide the behaviour of the business of a 
person. 
Values: Standards of behaviour or moral principles 
Loyalty: Supporting something or someone 
Unique Selling point (USP): Something that makes a product stand out from its 
competitors 
Economy: The system by which a countries money and goods are produced and used. 

I am an innovative, risk taking, 
hardworking, organised, determined, 

persuasive, multitasking entrepreneur 

NOTES: 
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Key Terms: 
 
 

 

NOTES: 

SWOT Analysis:A study undertaken by a business to identify the strengths, 
weaknesses, opportunities and threats of a business. 

Similar product but not in 
direct competition 

Similar, product, price and place 
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KEY TERMS: 
Market Share: The proportion of sales in a market that are taken up by one 
business 
Profit: The amount of revenue left once the costs have been deducted 
Social Objective: Likely to be non-financial, for example to reduce carbon 
emissions 
Aim: Is a goal that the business wants to achieve 
Objective: Tasks that a business will carry out to meet an aim 

Why do we set aims and objectives? 

Direction 

Focus for employees 

Planning 

Measurement of success 

SMART tasks that a business needs to carry out 
to meet its aim 

 
 

 
 

 

 
 

 
Key Terms: 
Income stream: The source of regular income that a business receives (this could be from customers or 
investment). 
Viable: Cable of working and succeeding 
Revenue: The income that a business receives from sales 
Fixed Costs: Costs that do not change 
Variable Costs: Costs that change dependent on how many products or services a business sells 
Income Statement: A financial statement showing the amount of money earnt and spent in a particular 
period and the resulting profit or loss 
Interest: A % of an amount borrowed that is repaid in addition to the original amount 
Break Even: The point in which a business's costs and revenue are equal 

 

 
Will all businesses have the same aims and 

objectives? 

Income Streaming 
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If a business borrows money 

from a bank they will be 

charged interest. Interest is 

calculated at the start of a 

loan agreement and is 

added on top of the loan 

amount. 
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Key Terms: 
Credit: The amount of money that a financial institution or supplier will allow a business to 
borrow 
Overheads: Fixed costs that come from running and office which are not affected by the number 
of specific products or services that are sold. 

Positive cash flow: More money coming in than going out 
Negative cash flow: More money going out than coming in 
Insolvent: A business that is unable to pay its debts and owes more money that it is owed 
Consumables: Items that get 'used up' such as pens, paper, staples 
Opening balance: The amount of money in the business's bank at the start of any period 
Closing balance: The amount of money in the business's bank at the end of the month 
Cash flow forecast: An estimate of how much cash will come in to and leave the business over 
the course of a year. 

 
 

The importance of cash to a 
business 

The management of a business's 
cash flow is important. This is 
because a business must have 
enough money in the bank to 
pay all the money it owes. Even 
if a business is making a profit, if 
it does not have enough cash or 
a reliable cash flow it can still 
fail. 

What causes 
problems? 
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Key Terms: 

Trade Credit: A credit arrangement that is offered to a business by its suppliers 

Overdraft: A facility offered by a bank that allows an account holder to borrow more money at short notice 

Credit Limit: The maximum a business can borrow with a company 

Credit Period: The maximum amount of time a business can take to pay what it is owed 

Retrospective Discount: A discount applied when a business has purchased a certain number of goods or 
spent a certain amount of money with a supplier 

Venture Capital: Money that is invested in a business sourced from individuals or groups (dragons den) 

Return on Investment: The amount of money that an investor will get back in return for investing in a 
business 

Shareholders: Investors who are part-owners in a company 

Share Capital: Money to invest in a business which is made from selling shares in the business 

Credit Check: A check on the financial status of a business. 

Security: When the lender asked the business owner to put up an asset to secure lending 

Asset: An item of value (home, machinery, premises) 

Guarantor: A names person who guarantees to pay repayment if the person who has the loan fails to pay 

Retained Profit: Money that a business keeps rather than paying to share holders 

Crowdfunding: A business obtains money from many people who each pay a small amount 

Often the hardest part of starting a business is 

raising the money to get going. 

Share Capital 

Long Term 

Bank Loan Overdraft 

Long Term Short Term 

Crowd Funding 

Long Term Trade Credit 

Short Term 

Personal Savings  

Sale of Assets 
Long Term Long Term 

Long Term 

Venture Capital 

Long Term 
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Key Terms: 
Limited Liability – The level of risk that is limited to the amount of money that has been invested into the 

business 

Assets – Property of the businesses or business owner, house, car, machinery 

Incorporated – A business that is registered as a company, the business and the owners are separate in 

the eyes of the law 

 
Unlimited Liability – The level of risk goes beyond the amount invested, so the personal assets of the 

business owner can be used to pay off the businesses debts 

Unincorporated – A business that is not recognised as a company so the owners and the business are the 
same body in the eyes of the law 

Sole Trader – A type of unincorporated business that is owned by a single person. 

Partnership – A business that is owned by a group of two or more people who share the risk, the decision 
making and profits 

Deed of partnership – A legal document that defines the terms and agreements of a partnership 

Private limited company – An incorporated business that is owned by shareholders 

Shareholders – Investors who are part-owners of a company, they invest in the business for a share of the 

company 

Franchise – When one business gives another business permission to trade using its name and products in 

return for a fee and share of its profits 

Franchisor – An established business that gives permission for an entrepreneur to trade using its name 
and product 

Franchisee – An entrepreneur who pays a fee to trade using the name and products of an established 

business 

 
 
 
 

 
Remember: LIMITED LIABILITY 

is only a benefit to private (and 

public) limited companies. Sole 

traders and partnerships do not 

benefit from this. They have 

UNLIMITED LIABILITY. This is a 

common area of confusion, 

which needs revising carefully. 

 
 
 
 
 
 

• Size of business. 

• Type of Business 

• Lender requirements 

• Investment protection 

• Control 

Types of business ownership 

Liability: the legal responsibility the businesses owner has to pay its debts. 
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Price 
Changing a products price to undercut its competitors, businesses do have to be 

careful that this does not end up in a price war. 

 

Product 
Altering aspects of the product or bringing out a new product with a new feature, this 

can achieve product differentiation 

 

Promotion 
Undertaking promotional activities to boost awareness of the brand to encourage 

brand loyalty 

 

Place 

Changing the place or increasing the number of places in which the products are 

available to customers in or der to maintain or increase market share. This could 

include introducing an e-commerce site or m-commerce technology. 
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1.5.1 - Business Stakeholders 

Stakeholder Definition - is anyone who has an interest in a business. This is 
not about ownership, it is about being interested in how the business is run. 
An example is bank who have leant money to the owner to start-up his/her 
business– a bank do not own the business but they are interested in it as 
they want to make sure they will have their money paid back. 

Internal Stakeholders 

Owners - The owner is the person (or persons) who started the business 
with their own money. There main interest will be to ensure they receive a 
financial return so they will aim to maximise profit. 

Employees - they are interested in the business – they want to know if they 
have job security so they can pay their own bills. They are also interested in 

– if there are job promotion prospects. 
 

Managers - They are interested in a business because they may get a 
financial bonus if they reach targets they have been set 

 

External Stakeholders 

Suppliers - Suppliers are interested in the business because they want to 
know if they will get paid for the goods and services they have provided. 

Local Community - The local community are interested in the business 
because it may pollute the environment, it may cause noise with lorries 
loading. The local community may not want a well known large business to 
open (e.g. a new Tesco store) as it may harm local business trade. 

Government - The government are interested in the business because they 
want to know that they will pay their taxes. The government also wants to 
know that they will adhere to any laws that might apply e.g. Health and 
safety at work Act. They will also want businesses to provide jobs to help 
reduce unemployment, this means the government will spending less 
money on benefits and can further invest in public services e.g. the NHS. 

Shareholders - Shareholders are interested in a business because they 
want to know if a profit will be made and if they will be paid a dividend. In •a 
private limited company the shareholders may be friends and family of the 
owners. In a public limited company the shareholders can be anyone. 

1.5.1 - Business Stakeholders 

Customers - customers are interested in the business because they want to 
know they can get quality products and services at low prices. Customers 
want products and services that satisfy their needs. Customers want to 
know their favourite products will continue to be sold. 

Pressure groups - A pressure group is interested in a business because they 
want to know that they have acted ethically 

How stakeholders impact business activity 
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1.5.1 - Business Stakeholders 

Possible conflicts between stakeholder groups 

Employees want higher wages but owners and shareholders don’t want to 
pay higher wages, as this will raise costs and therefore impact profit. 

Mangers want big bonuses but owners and shareholders don’t want to pay 
them as this will impact costs and lower profits 

Customers want low prices and high quality, but owners and shareholders 
want high profit so want to charge high prices and quality costs so may also 
have an impact on profit 

Local communities want lower pollution levels, but owners and 
shareholders want high profits and reducing pollution will raises costs and so 
may lower profit 

Suppliers want to get good prices for their goods and services, owners and 
shareholders want high profits and want to keep their costs low 

1.5.2 - Technology and business 

How technology influences business activity 

Sales - Use of technology can improve sales. Customers may be unhappy 
with slow service in a shop – whereas shopping online is instant. Customers 
get the convenience of shopping when they want – for shift workers this is a 
huge bonus as the internet can sell goods 24/7 orders can be processed by 
staff the next working day. 

Costs - Using e-commerce and payment systems means that just about 
anyone can start their own business online. All they need is a simple 
website, a good product and a PayPal account. No need for premises like a 
shop which reduces costs. 

Marketing mix - Technology means that now marketing campaigns have 
more speed, relevance and reach. If a business starts a marketing campaign 
on TV it can back it up with social media and then use targeting to send out 
e-mails. 

1.5.2 - Technology and business 

E-commerce - E-commerce is the business term for shopping on the 
Internet. Selling via e-commerce is cheaper for business as less staff and 
premises are needed. The shop can be open 24/7 and can reach a global 
marketplace and orders can be processed by staff the next working day. 

Social media - Businesses can now use social media campaigns to promote 
their products as part of their marketing strategy 

Digital communication - Digital communication means communicating using 
digital means such as: Text, E-mail, Mobile Phone, Skype. A business will use 
this to communicate with their; customers, suppliers, government agencies 

Payment Systems - Payment systems are a vital way of transferring funds 
from customers to businesses, here are a few examples: Credit and debit 
cards - for shopping, BACS - for wages or business to business, PayPal - for 
items bought over the Internet e.g. eBay. 

1.5.3– Legislation and business 

The purpose of legislation - The consumer rights Act - 2015 

Goods must be: 

 As described - The goods supplied must match any description given 
to you, or any models or samples shown to you at the time of 
purchase. 

 Fit for purpose - The goods should be fit for the purpose they are 
supplied for, as well as any specific purpose you made known to the 
retailer before you agreed to buy the goods. 

 Satisfactory quality - Goods shouldn't be faulty or damaged when you 
receive them. 

 
Principles of consumer law 

If something’s gone wrong with an item a customer has bought, they may be 
entitled to a refund, repair or replacement. It doesn't matter whether they 
bought the item new or second hand – the consumer still has rights 
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1.5.3 – Legislation and business 

Principles of employment law: recruitment 

The recruitment process involves; advertising, selecting, interviewing and 
hiring the staff needed for the business.. The Equality Act 2010 makes sure 
that there is no discrimination in this process on age, race, gender, religion 
etc. 

Principles of employment law: pay 

NATIONAL MINIMUM WAGE or NATIONAL LIVNG WAGE (over 25’s) is the 
legal minimum that can be paid to workers in the UK 

Principles of employment law: health and safety 

All workers have a right to work in places where risks to their health and 
safety are properly controlled. Health and safety is about stopping you 
getting hurt at work or ill through work. The employer is responsible for 
health and safety, but the employees must help. 

 

The impact of legislation on businesses 
 

A small business will have to meet all of the consumer, employment and 
recruitment laws. This may mean additional costs in training staff, protection 
equipment for staff, costs of paying NWM. Higher costs have an impact on 
the profit of the business. This could mean a business is pressured to 
increase their prices which could make them uncompetitive. 

 

Consequences of not meeting these obligations 
 

Failure to comply with these requirements can have serious consequences – 
for both organisations and individuals. Consequences include fines, 
imprisonment and disqualification 

1.5.4 - The Economy and business 

Changing levels of consumer income - As consumer incomes rise, they 
choose to buy better products – luxuries. As consumer incomes fall, they will 
need to buy cheaper products – inferior products 

Unemployment - If unemployment rises people have no jobs, this means 
that they have low incomes. This also means that they have little disposable 
income – which is what is left after all the bills have been paid. No 
disposable income means no luxuries, this means that business make less 
sales and as result may have to lower their selling prices and reduce their 
workforce (which will further increase unemployment) in order to reduce 
their costs. 

Inflation - If the UK inflation rate goes up consumers will feel poorer as their 
earned £££ will not go as far because goods have risen in price. This means 
that potential customers will not be able to buy as many goods. Also anie 
increase in inflation will likely increase costs as they will be paying more for 
their supplies as a result reducing profits. Inflation is a problem, if food 
keeps going up in price and wages don’t then soon consumers will feel 
poorer and not be able to afford to buy as much. If prices are stable then 
consumers and business have a rough idea of how much items cost. 

Interest rates - Interest rates are the cost of borrowing money. If consumers 
can borrow they can buy; clothes, cars, washing machines, houses, caravans, 
holidays, and just about everything else. If the cost of borrowing goes up 
then consumers decide to save instead of spend. If interest rates rise then 
the cost of borrowing will rise and this will mean that the cost of supplies for 
a business may increase. •A fall in interest rates means that the cost of 
servicing debt falls which may lead to an increase in profits (costs less to 
borrow so less to pay back). 

Tax - Government charges business with a range of taxes. Corporation tax of 
20% on profits must be paid by any UK limited company. Tax is a cost of the 
business and so will have an impact on profit. Income tax - An Increase 
personal allowance means you can earn more before you pay tax, this 
means this money could be spent on businesses goods and services. 
An increase in income tax could mean customers have less disposable 
income to spend on businesses goods and services. 

Exchange rates - exchange rate is the price of one currency in exchange 
for another. Currencies can change in value and this is due to the demand 
and supply of a currency. What impact will a change in exchange rates have 
on the cost of supplies? It depends if they were purchased from abroad. If 
our pound increased against another currency this will make imported 
supplies cheaper e.g. cheese from France: 
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2.1.1—Sources of Finance for Large Busi- 

nesses 

Public Limited Company—Shares in the company 
are traded on the stock market so they can be 
bought and sold by anyone. They have limited 
liability 

The extra capital can help the business expand 

 

  
 

  

2.1.1—Business Growth 
Internal growth {organic growth) - when a business grows by expanding its own activities. It is 
low risk, but slow. They do this by: 

• Targeting new markets 

• Developing new products 

External Growth {inorganic growth) - when a business merges or takeover another business. This 
is higher risk, but faster 

Merger—when two businesses join together to form a new larger business 

Takeover—when an existing form expands by buying more than half the shares in another 
business 

There are four ways a business can merge or takeover another business: 

• Join with a supplier 

• Join with a competitor 

• Join with a customer 

• Join with an unrelated business 

Internal External 

Retained Profits - profits 
the owners have put back 
into the business 

Loan Capital - money 
borrowed from the bank, 
paid back with interest 

Selling Assets—business 
can sell fixed assets that 
are no longer in use 

Share Capital - If a 
business becomes a 
limited company they can 
sell shares 

 

2.1.1 Economies & Diseconomies of Scale 

 Economies of Scale Diseconomies of Scale  

When a business expands, its costs 
may decrease per unit produced. 
This is called economies of scale. 
They can happen because: 

• Larger businesses can buy raw 
materials in bulk, so get them 
at a cheaper price per unit 

• Larger firms can afford to 
operate and purchase 
advanced machinery that are 
faster and cheaper to run 

When a business expands, it could 
cause some costs to increase per unit. 
Such as: 

• It is harder and more expensive 
to manage a large business 

• Bigger businesses have more 
people so lines of 
communication are longer, 
employees lower in the 
hierarchy may be demotivated 
and be less efficient 

• A factory that is 10x as big 
wont be 10x as expensive— 
the law of dimensions 

• The production process might 
become complicated and 
difficult to coordinate. 

 

2.1.2 - Changing Aims and Objectives 
As a business grows, its aims and objectives will change. They could: 

• Change if they aim to survive {earlier stages) or grow {more 
established business) 

• Change the size of their workforce 

• Enter or exit new markets 

• Change the size of their product range 

Reasons for changing aims and objectives: 

 Internal Reasons External Reasons  

 Business performance New legislation  

 Management changes Changes in market conditions  

 New technology Changes in technology  
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2.1.3 - Business and Globalisation 

Globalisation — when businesses and countries become more connected because of 
better technology, travel and communication 

Globalisation can have many impacts on business: 

• Imports: businesses have a larger, global, market to buy from. Can buy supplies 
cheaply 

• Exports: Easy to export so a larger market to sell to 

• Location: easier for businesses to locate and operate abroad 

• Multinationals: when a company operates in a new country, businesses already in 
that country need to make sure they are able to compete. 

There are barriers to international trade: 

• Tariffs—taxes on goods being exported or imported 

• Trade blocs—groups of countries that have little or no trade barriers between 
them {such as the European Union). If you are outside of these blocs it’s difficult 
to compete with the businesses inside. 

How businesses can compete internationally: 

• Use e-commerce to sell goods online 

• Adjust the marketing mix to suit a given country 

2.1.4 - Ethics and Business 

Ethics — the moral principles of right and wrong 

Businesses may act unethically by: 

• Forcing staff to work excessively long hours 

• Forcing staff to work for low pay 

• Buying raw materials from businesses that exploit staff 

• Lying in marketing about their products or competitors 

Advantages and Disadvantages of acting ethically: 

 Advantages Disadvantages 

Can give competitive 

advantage as a unique selling 

point 

Can be expensive for the 

business 

May encourage investment Can be difficult to find 

suppliers 

Positive brand image May not make much profit on 

products 
  

 

2.1.4 - The Environment and Business 
Businesses can have a negative impact on the environment. Their factories, trucks and 
machinery can cause air, water and noise pollution. 

Businesses can use up non-renewable resources such as coal and oil 

Sustainability—acting in a way that will not harm the earth for the future 

Businesses can be sustainable by: 

Benefits of being environmentally friendly: 

 

 

Positive brand image 

Being "green" can be a USP and give competitive 
advantage 

 

 

 

 

Using less packaging and recycling 

Disposing of hazardous waste in the correct way 

Using efficient machinery 

Using renewable energy sources such as solar 

However, being environmentally friendly can be expensive, 
such as buying new energy efficient equipment 

A stakeholder that persuades businesses to be more 
environmentally friendly are pressure groups. They can run 
campaigns on businesses that are not environmentally 
friendly and ruin their brand image 
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2.2.1 - Product 

The Design Mix 

Consists of three questions 

• Function - what problem does the product or service solve? 

• Design/Aesthetics - how does the product look, feel, taste? 

• Cost/Economic - can the product be made (or service provided) for the right 
price, so a profit can be made? 

 
 

 
 

 

 

 

 
 

Maturity 

• Maturity phase products face intense competition now all the producers have 
joined the market 

• Sales are high but profits are starting to fall 

• Products have to be discounted to keep sales high 

Decline 

• Decline phase products may be limited in production 

• At this stage profits and sales have fallen 

• The product may be withdrawn from sale 

2.2.1 - Product 
Extension strategies extend the life of the product before it 
goes into decline. Again businesses use marketing tech- 
niques to improve sales. Examples of the techniques are: 
 
1. Advertising – try to gain a new audience or remind the 

current audience 
2. Price reduction – more attractive to customers 
3. Adding value – add new features to the current prod- 

uct, e.g. improving the specifications on a smartphone 
4. Explore new markets – selling the product into new 

geographical areas or creating a version targeted at 
different segments 

 . New packaging – brightening up old packaging or 

subtle changes 

Definition: Product life cycle (PLC) is the cycle through which every product goes 
through from introduction to withdrawal in terms of its sales over time 

Introduction Phase 

• 

 
 

• 

The introduction phase will involve high costs in research and development and 
the product may have been test marketed before launching, so profits may be 
negative 

Sales will be low as customers may not yet be aware of the products 

Growth Phase 

• 

• 

Growth phase products are enjoying rapid growth in sales and profits 

At this stage the customers are aware of the product and demand is high 
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2.2.1 - Product 
Differentiation - When a business make their products or services 
different from the competition. This can be achieved though: 

• Branding 

• USP 

• Location 

• Design 

• Customer Service 

• Quality 

• Product mix 

2.2.2 - Pricing Strategies 
Price skimming - A product is priced high to begin with as it has a 
desirability factor (novelty) that will mean customers will want it when it 
is new. This price might be lowered later on. 

 

Penetration pricing - means setting prices really low for a new product or 
service to encourage sales and to persuade customers to try the product 
for the first time. Then when customers like the product and have to keep 
buying it, the business raises the price. Low prices should gain the 
business more market share. 

 

Cost-plus pricing - is worked out by calculating the total cost to produce 
the product or service and then profit is added on top. 

2.2.2 - Influences on Pricing Strategies 
Technology– Technology now enables customers to quickly compare prices 
with competitors, businesses have to be wary of this. Technology also includes 
the monitoring of web traffic, Amazon react to web traffic by increasing and 
decreasing their prices continually depending on how many customers are 
viewing their pages. 

Competitors - If a business is operating in a market where there is lots of 
choice and not much product differentiation then prices will be similar to other 
firms. E.g. Petrol (product is the same everywhere). 

Market Segments - Similar mass market products (e.g. eggs, milk) will have 
low prices to encourage high sales volumes. Unique differentiated products 
within niche markets are more likely to be sold for higher or premium prices. 

Product Life Cycle - where a product is on the product life cycle will influence 
its price: 

• Introduction - businesses may start will a low price to encourage sales 
when a product is first launched 

• Growth - businesses may offer small discounts and promotions to en- 
courage purchase 

• Maturity - businesses will keep prices high to take advantage of profit 

• Decline - products may be very heavily discounted to make it cheap 
enough for consumers to buy it 

 

2.2.3 - Promotional Strategies 
Advertising - is any paid-for communication overtly intended to inform 
and/or influence one or more people. Advertising can be via TV, radio, 
print media and websites. 

 
Competitor pricing - some products which are very similar (like 
orange juice) will be priced very similar to close competitors. This 
means that customers will have to judge a product or service on 
"non-price" methods such as; quality of service, speed, extras. 

 

Promotional Pricing - a product or service is offered for sale at a 
cheaper price for a limited time. Customers may also be offered free 
extras to encourage them to make a purchase. 

Mass market products 

Large advertising budgets: 

• National Radio 

• TV adverts 

• National newspapers 

Niche market products 

Large advertising budgets: 

• Local radio 

• Local paper 

• Flyers 

• Social media 
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2.2.3 - Promotional Strategies 

Sponsorship– When a business sponsors something, they are establishing an 
association with another organisation or event 
That connection must make sense to the customers and enhance the reputa- 
tion of the business 

Product Trial - A temporary offering intended to provide market information 
by allowing consumers to examine, use or test a product prior to fully com- 
mitting company resources to a full launch 

Special offers/sales promotion - sales promotions techniques they are de- 
signed to encourage consumers to make a purchase e.g. BOGOF, dis- 
counts, free gifts and completions. 

Branding - a characteristic name or symbol that distinguishes one product 
from a competitor. Consumers will be brand loyal and businesses can use this 
loyalty to promote their products 

2.2.4 - Place (methods of distribution) 

Retailer– A retailer is a business that sells goods direct to a consumer through 
a 'bricks and mortar' shop 
E-tailer - An e-tailer is a business which sells goods direct to a consumer via 
the Internet 

Retailer  

Advantages Disadvantages 

Going shopping is an enjoyable expe- 
rience that customers can do with 
their friends or family 

Trying on clothes helps when buying 

Customers can have the product as 
soon as they have bought it – instant 
satisfaction 

Retailers win when a customer needs 
to see, touch, try or test a product 
first 

Retailers are only open during the 
day and customers may be too busy 
with work or family 

Customers may have to wait in a 
queue or carry heavy bags of shop- 
ping 

Customers may find it embarrassing 
to buy some personal items 

May charge higher prices than the e- 
tailers 

 

2.2.3 - The use of Technology in Promotion 
Targeted advertising online - e.g. a customer is shopping online for video 
games, they then click on a news site and see an advert for video games 

Viral marketing - When an image, video, piece of information is circulated 
rapidly and widely from one Internet user to another. It went viral means that 
an advertising campaign has been so successful that consumers are passing it 
along to each other. 

Advantages of Social media advertising: 

• Social media advertising is free or low cost so very cost effective 

• All brands now need a web presence and can do this with social media 
platforms 

• Customers can be kept informed of new products 

• Increases customer engagement with the brand 

• Can show customer service with a quick response 

Viral advertising via e-newsletters means advertising by sending out an e- 
newsletter to a customer (means via e-mail). That customer then sends it to 
their friends and they send it their friends . The business needs to ask their e- 
mail customers to SHARE the newsletter 

 

E-tailer  

Advantages Disadvantages 

Can be started with a smaller invest- 
ment as no premises and less staff 
needed 

Can sell a much larger range than a 
physical shop 

Can undercut competitors prices by 
being cheaper (no shops, less staff) 

Lots of potential to grow rapidly and 
reach an global marketplace 

Lower fixed costs as no shops to pay 
rent on 

Hard to establish trust with the cus- 
tomer as no face-to-face interaction 

Website costs can be high 

Security and fraud for online transac- 
tions are an issue 

Only as strong as your distribution / 
delivery if this is late then it may 
damage your reputation 
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2.3.1—The purpose of business operations 

To produce goods - Some businesses decide that they would like to produce 
goods. They will take raw materials and produce goods that can be sold. They 
will use other materials and processes to add value to the raw material so that 
customers will buy it 

To provide services - Some businesses may decide to provide services to 
customers, These are intangible items that we cannot touch, for example: car or 
home insurance, a haircut, or having the lawn mowed by a gardener. 

Production Processes 

Job - Job production is where a single product is made at a time. Products are 
made for a specific client or customer. Products made are high quality, which 
means higher prices can be charged, However the production process can be 

 

Advantages of Job Production Disadvantages of Job Production 

• Bespoke, unique, one off, to 
customers measurements or 
specifications e.g. a kitchen 

• Very motivated workers who 
can see one item made from 
start to finish 

• Motivated workers are normally 
more productive and have low- 
er rates of absenteeism 

• Higher prices can be charged to 
the customers 

• Skilled labour and craftsmen 
are expensive 

• Wide labour and craftsmen are 
expensive 

 
slow and labour intensive 

Batch - Batch production is where small quantities of identical products are 
made , machines can be easily changed to make a different batch, this is the 
production method used when a business wants to make more than one item , 
e.g. different types of bread. 

2.3.1 - The purpose of business operations 

Advantages of Batch Production Disadvantages of Job Production  

• Flexibility because production 
can be changed to meet cus- 
tomer needs or fluctuations in 
demand 

• Standard production of items 
means it can be mechanised, 
this means less labour in- 
volved than in a job produc- 
tion process 

• Employees specialise so be- 
come good at their job 

• Workers may be less motivat- 
ed with repetitive work 

• Idle •time between batches 
needs to be managed as this 
is wastage because work 
stops while the machines are 
changed to make the next 
product 

• If one batch takes too long 
the other batches will all be 
held up too 

 
Flow - Flow production uses production lines with continuous movements 
of items through the process. Many mass produced products are made 
this way such as cola, cars and toothpaste. The factory would be laid out in 
assembly lines. This is a very capital intensive process (lots of machines) 

Advantages of Flow Production Disadvantages of Flow Production  

• A business can make larger 
quantities which means they 
can bulk buy raw materials 
and save money (economies 
of scale) 

• Automated and computerised 
production means improved 
quality and more complex de- 
signs can be made in shorter 
times 

• As production is continuous 
stocks of parts and raw mate- 
rials don't need to be held 
this means a business can use 
the JIT system 

• Workers may be less motivat- 
ed with repetitive work 

• Idle •time between batches 
needs to be managed as this 
is wastage because work 
stops while the machines are 
changed to make the next 
product 

• If one batch takes too long 
the other batches will all be 
held up too 
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2.3.2 - Working with suppliers 
Stock can be defined as: 

2.3.2– Managing stock - bar gate diagrams 
 

 

 
Max stock level - This is the most you an store in e.g. your shop/storage. You 
can't store more as you don't have the space and it will go out of date. 
Min stock level - This is the least that you should store – any less and you will 
run out and not be able to meet customer demand. This is also called the 
"buffer stock". E.g. You may keep in 2 boxes of cat food as a buffer to make 
sure you never run out. 
Re-order level - As a business owner of a pet shop you know when you are 
getting low, but if you have a re-order level you will never run out e.g. 3 boxes 
This should keep you in stock until the delivery turns up. 

 
In the bar gate diagram above: 

The max stock level is 20 boxes 
Min stock level is 5 boxes 
You will have 10 boxes when you need to re-order 

2.3.1 - Impact of technology on production 
Lower Costs - Initial costs of buying new machinery or robots will be 
expensive. However the business will soon make these costs back with the 
improvement in quality and reduction of wastage. Robots don't need to 
be paid so the savings on wages will soon build up. 

Improve in quality - Design used to be on paper now with CAD (computer 
aided design) designs can be completed on the computer and seen in 3D. 
Machinery and robots ensure there is no human error in production. 

Improve in productivity - Robots and machines can work 24/7. They do 
not need breaks, lunch hours, time off or holidays. This will increase the 
productivity of a business producing products. Productivity output per 
hour. 

Improve in flexibility - Using CAM computer aided manufacture means 
that a business can use computers to very precisely control, monitor and 
adjust tools in manufacturing. It also means that a business producing 
products can be more flexible and produce a wide variety of products. 
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2.3.2 - Managing stock - just in time delivery 

Advantages of Just-in-time Disadvantages of Just-in-time  

• As stock is ordered as they are 
needed there is no wastage 

• Stock is not warehoused 
which is a massive cost saving 
in terms of premises and staff 

• Stock is less likely to go out of 
date. 

•  The business will improve 
their cash flow, as their mon- 
ey is not tied up in stock 

• The business won't be able to 
meet unpredicted surges in 
demand. 

• The business won't be able to 
quickly replace damaged 
parts. 

• If the delivery does not turn 
up in time this can stop the 
whole production line, which 
is costly 

2.3.2 - The role of Procurement 
Procurement defined: Is the process by which businesses buy raw 
materials, component, products, services, and other resources from a 
supplier to produce their own products and services. 

Relationships with suppliers: 

Quality - a business will want its suppliers to sell them the best possible 
quality products for the price 

Delivery - Some •businesses may wish to enter into a JIT agreement with a 
supplier. This may involve a number of deliveries being made a day. If a 
delivery is late this may stop production and could cost the business 
money. If a delivery is late this may stop production and could cost the 
business money. 

Availability - Once the business has an agreement with a supplier to 
deliver quality stock on time – there will be problems if the stock is not 
available. This •may stop production entirely. If products continue to be 
out of stock customers will shop elsewhere. 

Cost - Once a supply deal has been made, both sides will want the deal to 
last a long time to reduce the costs of having to find other suppliers or 
customers or renegotiate another deal 

Trust - The best relationships work well when there is joint problem 
solving and open communication between the businesses. Trust can 
be built through reliable deliveries and quality products/services. 

2.3.2– Managing stock - bar gate diagrams 

Working out delivery time 

2.3.2– Managing stock - just in time delivery 

Just-in-time (JIT) - Just-n-time means that a business does not keep stocks of 
parts in a warehouse. Instead they order the parts and get them delivered 
same day from the supplier. To make JIT work the manufacturer needs to have 
excellent working relationships with their smaller parts suppliers. JIT •does not 
work when there are delivery or quality issues. No buffer stocks are held in a 
JIT system so if delivery does not arrive the product cannot be made 
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2.3.4 - The Sales Process 
Product Knowledge - This is an essential sakes skill. Understanding •the 
products' features allows the sales person to present their benefits 
accurately and persuasively. Customers respond to enthusiastic sales staff 
who are passionate about their products and eager to share the benefits 
with them. 

Speed and efficiency of service - If customers visit a fast food outlet they 
expect: fast service and the correct order. McDonald's has made this their 
core service strategy. 

Customer engagement - (CE) is an effect, a reaction, a connection, a 
response and/or an experience of customers with one another, with a 
company or a brand. The initiative for engagement can be 
either consumer- or company-led and the medium of engagement can be 
on or offline. 

Responses to customer feedback - all customer feedback is important to 
a business – positive or negative as it will help them to provide a better 
product or service in the future. How a business responds to this 
feedback could be the difference between success and failure. 

Post-sales service (or after-sales) - refers to various processes which 
make sure customers are satisfied with the products and services of the 
business. Examples of this include: Warranties, Repairs and maintenance. 

 
The importance to a business of good customer service 

A business needs to make sure it gets its customer service right . Unhappy 
customers will tell other potential customers and may "put them off". 
Happy customers spread positive 'word of mouth' and become 
advertising for your business and may come back to buy again 

Poor customer service 

2.3.3– Managing Quality 

Quality is the extent to which a business meets or exceeds customer needs. 
Within manufacturing, a measure of excellence or a state of being free from 
defects, deficiencies and significant variations. 

 
Quality Control - Quality inspectors check that standards have been met at 
the end of the production process: standards are consistent. This that quality 
standards are met and the customer does not receive a sub-standard product. 
However it could be a lot of waste as the fault is only identified at the end of 
the production process. Quality control is mainly about "detecting" faulty out- 
put - rather than preventing it. 

 
Quality Assurance - Quality assurance is about how a business can design the 
way a product of service is produced or delivered to minimise the chances that 
output will be sub-standard. In quality assurance, there is more emphasis on 
'self-checking' by everyone, rather than checking by inspectors. Quality assur- 
ance will likely be more time consuming for the workers and each worker may 
have different standards therefore impacting on the consistency of e.g. pro- 
duction, customer service etc. 

 Quality and controlling costs Quality and Competitive Advantage 

  • A business can use quality to 
build competitive advantage 
over their competitors in a mar- 
ket 

• Quality means: 

1. Differentiated products 

2. Meeting customer needs 

3. Building a strong brand image 

4. Premium prices can be charged 

 



 

 

 

2.4.1 - Business Calculations 

Profitability Ratios 

Profit Margins - Measures how much out of every £1 a business makes in profit 

Gross Profit Margin (%) = 

(gross profit / sales revenue) X 100 

Net Profit Margin (%) = 

(net profit / sales revenue) X 100 
 

It is hard to say if the business is performing well based just on the profitability ratios, 
you need to know the type of business and how long it has been established to see if 
it’s a good or poor profit margin 

2.4.2 - Business Data and Performance 

Businesses collect data about: 

• Competitors’ finances 

• Customers 

• Sales 

• The market 

Data helps businesses to make decisions and justify these 
decisions. 

Types of data used in businesses: 

• Financial data—break even, profit margins, cash flow etc 

• Marketing data - market research 

• Market data - knowing about competitors 

Financial Data Limitations: 

• Has to be compared against a similar competitor or 
previous year 

• Comparing is tough because no two businesses are exactly 
the same 

• Lots of different variables can cause financial change to a 
business, both internal and external change 

• Does not include qualitative data 

2.4.1 - Business Calculations 

Average Rate of Return, Gross Profit and Net Profit 

Average Rate of Return—how much a business will make or lose as a proportion of the 
original investment 

Step 1: Calculate the average annual profit = 

total profit / number of years 

Step 2: Calculate the average rate of return % = 

(average annual profit / cost of investment) X 100 

The bigger the average rate of return (%) the more successful the investment 

Gross Profit—the profit a business makes after the costs of making the product (costs 
of sales) has been taken from the revenue. Gross Profit = 

Revenue - Costs of Sales 

Net Profit—the profit a business makes after all of the costs and expenses (wages, 
salaries, rent, bills) have been taken away from the revenue. Net Profit: 

Gross Profit - (Other expenses + interest) 

GCSE Business Knowledge Organiser—Topic 2.4 Making Financial Decisions 
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2.5.1 —Organisational Structures 

Organisational Structure - how employees are organised within the business. 

Businesses have layers in their structure, these are normally: 

• Directors - manage the strategy 

• Senior managers - implement the directors’ strategy 

• Supervisors - manage small teams under the managers 

• Operational staff - not responsible for any staff and carry out tasks given by 
supervisors and managers 

Chain of command - link from the directors to the operational staff 

Span of control - the number of employees who report to one manager or supervisor 

Hierarchical Structure 

• Long chain of command 

• More layers 

• Communication difficult and slow 

• Narrow span of control 

Flat Structure 

• Short chain of command 

• Wide span of control 

• Fewer layers 

Centralised Structure - when decisions are made by one or a few managers 

• Decisions are made by people who see the whole business 

• Senior managers usually have lots of experience 

• Communication can take a long time to filter down the chain of command 

Decentralised Structure - authority is shared between all employees 

• Employees can make decisions straight away that affect them 

• Authority is shared out which can empower and motivate employees 

• Inconsistencies can exist in the business when decisions are different 

2.5.1—Communication 
Businesses need to communicate internally and externally with all 
stakeholders. 

Barriers to effective communication: 

• Noise—people cannot communicate when it’s too noisy in 
the background 

• Personal relationships - employees will not want to com- 
municate if they do not get along with a person 

• Distance - long distance makes it challenging to communi- 
cate face-to-face 

• Jargon (technical language) - people may not understand 
specialist language 

Too much communication causes… 

• Inefficiency because it wastes time employees could be 
generating revenue for the business 

• Confusion over different issues if lots of people are deliver- 
ing the same message 

• Demotivation because employees are overwhelmed by all 
the information 

Too little communication causes: 

• Inefficiency because employees may not receive important 
messages about tasks they should be completing 

• Demotivation because they may be annoyed that a lack of 
communication is causing them not to complete their job 
properly 
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2.5.2 – Effective Recruitment 
Recruitment - the process a business goes through to bring in new employees 

Candidate - a person who is applying for a job in a business 

Recruitment Process: 

1. Job Analysis - the business looks at the job role in great detail 

2. Job Description - document that includes the main duties, line manager, 
location of job and wage 

2. Person Specification - Lists the skills, experience, qualifications and 
characteristics of the ideal person for the job 

3. Job Advertised - either internally (inside the business) or externally 
(outside the business). Candidates apply with their CV (summary of a 
candidate’s experience, skills and qualifications) and application form 
(made by the business and asks for the information the business needs) 

4. Shortlisting - once candidates have applied to the job, they are com- 
pared to the criteria on the person specification 

5. Interviews - shortlisted candidates are interviewed 

6. Job Offer - the job is offered to the most suitable candidate 

Internal Recruitment External Recruitment 

Recruiting current employees 

• Cheaper 

• Quicker 

• Already have knowledge of 
business 

BUT… 

• No new ideas 

• Could have bad habits 

• Leaves a previous vacancy to fill 

Recruiting from outside the business 

• Advert seen by lots of people 

• Lots of applicants 

• New ideas 

BUT… 

• Takes a long time 

• Expensive 

Vacancies could be advertised via in- 
ternal email or on a notice board 

Vacancies could be advertised in local 
and national press, job centres, job 
websites, social media 

2.5.1—Different Ways of Working 
Contract of Employment - a legal agreement between the employee and 
the employer. The contract states: 

Working hours 

Location 

Remuneration (pay) 

Full-Time/Part-Time 

• Full time hours = 37.5 hours per week (approximately) 

• People work part-time to spend time with family or for other 
interests 

• Part-time staff are useful if there is only a limited amount of work 
in the business 

Flexible Hours 

• When employees have some influence over the hours and 
location they work. For example: 

 Working their 37.5 hours over 4 days, not 5 

 Working from home for 1 day per week 

 Starting later and finishing later 

• Zero hour contracts: when employees to do not have any 
contracted hours so they employer and employee choose if and 
when they work on a weekly basis 

Permanent employment - the employee will stay at the business, 
unless: 

 They leave 

 They are dismissed 

 They are made redundant 

Temporary employment - the employee stays at the business for a fixed 
period of time (such as 12 months) 

Freelance employment - a self-employed person is recruited by a 
business to work on a very specific job or project over a fixed period of 

 



GCSE Business Knowledge Organiser—Topic 2.5 Making Human Resource Decisions 

 

 

 

2.5.3 —Effective Training 
Training - Giving employees the skills and knowledge to do their 
jobs effectively 

Employees may need training because: 

• The business introduced new technology 

• To develop their skills 

• The business has new processes 
 

Informal Training / On-the- 
job training 

Formal Training / Off-the-job 
training 

• Training is delivered by 
other employees at the 
workplace 

• Cheaper because 
employees learn and 
work 

• Bad habits can be 

• Training is delivered by 
experts or specialists 
outside of the 
workplace 

• Expensive 

• Higher quality because 
it’s taught by experts 

Benefits of training the workforce: 

• Makes staff more productive 

• Staff stay up to date with changes in the business 

• Staff are more motivated 

• Encourages staff retention 

2.5.4 —Motivation 
Businesses need motivated staff because: 

• Motivated staff are more productive 

• They are more likely to stay at the business so reduces recruitment costs 

• Attracts new employees to the business 

Methods of motivation: 
 

Financial Motivators Non-Financial Motivators 

Wages (per hour) or Salary (fixed) Job rotation - moving the employee 
around the business so they complete lots 
of different tasks 

Commission - staff earn per product they 
sell 

Job Enrichment - Giving an employee 
more responsibility in the business 

Bonus - extra lump sum when an 
employee meets targets 

Fringe Benefit - not part of an employees 
main income, such as a car or staff 
discount 

Autonomy - giving employees freedom to 
make their own decisions 

Promotion - An employee is given more 
responsibility and paid more for this 

 

 

 

2.5.3 - Performance Reviews 
Performance Review - when a business sets employees targets and assesses the employee’s performance in the business 

 Manager and employee agree targets 

 Employee is given support to meet targets 

 Performance against targets is reviewed 

 Employees are offered further training, promotions or pay rises 

 Process starts again! 


