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Theme 1 Investigating small business


	1.1
Enterprise & entrepreneurship
	1.1.1 The dynamic nature of business
	I can explain that businesses operate in a dynamic landscape due to technology, consumer trends and obsolesce. 

	
	1.1.2 Risk and reward
	I can explain risk and reward for small business owners 

	
	1.1.3 The role of business and enterprise
	I can explain the difference between goods and services, and how to survive businesses need to provide want consumer want, in terms of adding value.

	1.2
Spotting a business opportunity
	1.2.1 Customer needs
	I can explain the different needs of customers and explain how these are linked to business success.

	
	1.2.2 Market research
	I can explain primary and secondary methods of research with advantages and disadvantages, as well as explain qualitative and quantitative data.

	
	1.2.3 Market segmentation
	I can explain why businesses divide the market into customer groups with distinct preferences (segmentation) and how market mapping can be used by businesses

	
	1.2.4 The competitive environment
	I can analyse the different offerings of competitors (competitor analysis) in relation to convenience, choice, customer service, price and quality.

	1.3
Putting a business idea into practice
	1.3.1 Business aims and objectives
	I understand why different businesses will have different aims and objectives, and can differentiate between financial and non-financial aims.

	
	1.3.2 Business revenues, costs & profits
	I understand and can calculate: revenue, variable and fixed costs, profits, total costs, interest, break-even and margin of safety

	
	1.3.3 Cash flow
	I understand the difference between cash and profit and can calculate cash flow and give solutions to poor cash flow

	
	1.3.4 Sources of business finance
	I can describe short term and long term sources of finance, with advantages and disadvantages of each then recommend most appropriate source

	1.4
Making the business effective
	1.4.1 Start-up options 
	I understand the terms limited and unlimited liability, franchisor and franchisee.

	
	1.4.2 Business location
	I can explain the factors that will influence location, and also explain how they type of business might be important when considering location.

	
	1.4.3 The marketing mix
	I recognise the dynamic nature of the marketing mix (4P’s) and can explain how changes in technology affect the mix.

	
	1.4.4 Business Plans
	I know the importance of a business plan, its contents and its role in reducing risk for a small business, and attracting better finance rates.

	1.5 
Understanding external influences on business
	1.5.1 Business stakeholders
	I know how stakeholders can impact business, their different needs and wants and how this can lead to conflict.

	
	1.5.2 Technology and business
	I am aware of technological developments that will impact on small businesses in terms of payments systems, and marketing

	
	1.5.3 Legislation and business
	I am aware of the purpose of legislation and its potential impact on businesses, both positive and negative.

	
	1.5.4 The economy and business
	I understand economic activity (GDP) and its impact on unemployment, inflation and sales.

	
	1.5.5 External influences
	I understand how businesses have to respond to external influences – exchange rate (SPICED), legislation and technology.
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Added Value 5. The Role of Entrepreneurship

A successful business will be able to add value o their products and services. Entrepreneur -"a person who owns

This can be done by lowering variable costs, or adding something that will and runs their own business. They
make customers pay more are risk-takers who have an initial

N idea and the willingness and confi-
Calculating Value

Added:

1.Convenience - ) . This change results in new businesses,

2. Brandi Selling price - and the development of new ideas
-Branding production cost

3.usp

4.Design AR }< E}

5.Quality

Wars to add value dence to see it through”

6.Customer service CREATIVITY INVENTION INNOVATION
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that an enterprise will have lower

than anticipated profits, experience a loss, or fail”

|

iness falure

Can occur because your business does not make
‘enough sales revenue (lack of nterest, poor market.
research, not meeting needs and wants). f your busi-
ness is unable to purchase materials and continue it
willfail

2. Financialloss.
Businesses can be very expensive to run, and sol trad-
ers are likely to invest their personal money into the.
business. They could lose their savings., and if things
don't go well their personal possessions.

3. Lack of security.
Choosing to set up on your own, often means you give
up working for someone else where you would have
been paid on o regular basis. This can mean you don’t
know when or if you will get paid (profts) from your
business. This can make people feel very anxious

~

Exam Focus
Reward

“The benefit (s) that an entrepreneur o investor
receives when a business is successful. They
include; business success, profit, independence”

1.Business success

smsamieadtmarnal o 2% N
Sene of pride ondechire- G

el ¥ ?‘@(’\
2. Profit .

f the business is successful the owner will take
the profits as his eaming. More profits, more
‘money in the bank account!

3. Independence
Many peaple don't like being told what to do.
Being an entrepreneur means to work for your-
self and make al of your own decisions.
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1. Customer Needs

The ability to meet customer needs is important as it will encourage repeat purchase

Quality

and attract new customers. [0, co o T ve differing needs and personal circumstances which will

Choice

influence their purchasing &
decisions.

Price

When buying different

Convenience

L products, some factors might

be more or less important

Customer Service

e TARD

Purpose....

Find gaps in the
market

Identify competi-
tors

Understand trends

Reduce risk and inform decisions

Get feedback

The purpose of market research is to help a business understand its customers, competitors and the market, in

which it operates, in order to make better business decisions _

Internet sites Analysis:

surveys Analysis: Localnewspapers |+ More general

p— + More sccurate Government reports | ® Less time-consuming
P e— + Uptodate Market reports + et forquntiaie
 Specific to needs. Telephone directories

Experiments

o o [= & [o =

« Effective for qualitative data Sales data

Questionnaires

Direct customer contact

EBEEERE

Social media

BIAS Information about peo-
ple’s opinions, judge-
ments and attitudes

Research can be biased f customers give the answers they
think the business wants them to give. Bias easily occurs by
surveying a ‘representative’ sample of people

RELIABILTY
Data that can be expressed
In order to make good business decisions the market research 25 numbers and staistically

2nd data collected must be reliable. Coming from a representa- analysed.
tive sample, being accurate and relevant
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4. Market Mapping

Used to find a ‘gap’ in the market,
and a businesses position in the
market.

3. Market Segmentation

Market segment—"A
group of buyers with
similar characteristics

Methods of segmentation

5. Competition

Compares two variables; usually
price and quality

Head-to-head competition, is to have similar
products and compete on PRICE

A different way to
compete i through (a
DIFFERENTIATION . D,

1. Wider product range (store/branches)

D | pemography

| |mncome

Gender
2.Better customer service

Age

3.Stronger brand im-
age (advertising)

Competitive Markets

L |Location Helps identify opportunities Where there are a

4.More convenient

large number of busi-

Help identify close
als/competition

location

Lifestyle

nesses relative to the

N/ Helps support market

segmentation

5. Higher quality

number of potential

6.Better design

customers. Also true

Drawbacks :

for commodity goods

« Costly to cater for a range of customers

Based on opinions rather

+ Focusing on one type of customer, can mean your
than data

lose others

Compares on only two P

« Characteristics change over time

variables
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Exam Focus

surveys- this is about gathering people’s opinions and information about your business/
Service. To survey—is to gather information about a market or market segment

Focus groups - getting people together to review a product idea. Focus
groups alow peopl to give their detailed feedback and ask questions.
Usually small groups of 512, it also gives the potential customer a chance
to see the product, or ty it

‘Observations - this is where you watch the customer and see what they
do. For example, you could set up a supermarket display and then see hovs|
many people pick up partcular product. You could watch a certain aisle
and see what product attract customers more and use this in your own
marketing

Experiments - including product trials you would ask potential customers.
to use (or eat] your product to get their reviews. Apple did this with the
iPhone X when they sent phones tojournalists and social media bloggers
to try to product two weeks before launch

Questionnaires- A quick way to gather 3 ot of information from the
public. Simple forms can include open and closed questions.

Social media- polls can be used on social media, as can peoples comments|
in relation to posts. This can be an effective method of getting a ot of
feedback very quickly, due to sharing and communites on social media
‘websites like Facebook and YouTube

~|

4", | Interetsites -used to gain information about competitors as well
(, R )x as1ots of other information. Quick to access and virtually free. Lots
SN | ofinformationcan e found

s | Local newspapers - newspapers can include names and adverts of

& | other businesses and potential competitors.

Government reports - written about specific areas of government
concerns like; health and obesity in the UK, transport reports,
crime statistics

Market reports - written about purchasing habits and changes with
2 specific market; for example the confectionery, health and fitness|
or car market. Good for identifying trends

Telephone directories - excellent for identifying competitors and
getting contact details. You could then use this information to find
out about services and prices (competitor analysis)

sales data - having sales data and sale reports can allow you to
find trends in purchases, which can be liked to consumer wants
2nd needs. If something is reducing in sales, perhaps it is becoming
obsolete

Market Map

Used to identify competitors in
Your market, and any gaps that you
‘could fill with your business idea.

Find a gap, come up with a USP and
gain customers!!
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1. Aims and Objectives

Anaimis what a business wants to achieve; whereas an objective is a smaller step to help
achieve the aim. Objectives should be SMART (specific, measurable, achievable, realistic and

2. Revenues, costs and profits time-bound)

Revenue - Total Costs = Profits e s |ttt

survival social objectives

Revenue Sales targets personal satisfaction

Selling price x quantity sold (SP x Q = Revenue) arket share Cralenge

Businesses czn have multiple income streams—regular custorn- profit Independence and control
ers, impulse purchases, families to try and increase profits, but
this is only effective if costs can be kept low

Total costs '

Fixed costs + variable costs (FC +VC=Tc)

Different aims and objectives

Businesses are likely to have different aims and objectives based on; the industry the busi-
ness operatives in, the owners beliefs and priorities, and the length of time the business has
been running.

Costs include all the things that businesses have to pay for in
the running of the business and the creation of the product.

Break Even Analysis Break-even point occurs when:
« Fixed costs—stay the same regardless of output
- Total revenue = total costs.

« Variable costs—increase with output

Contribution method
BE= fxedcosts
Contribution
(selling price—variable costs)

Gross profit = Revenue minus Cost of Goods Sold 0
(coas)

Vare coss

Net profit = Gross profit minus operating expenses ; iemesi(o) | Margin of safety
Actual Sales (budgeted) - Break even point in units
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3. Cash and cash flow 4. Sources of business finance

Total inflows - total outflows = net cash flow

Importance of cash

At alltimes a business will need access to additional funds, and not just
the cash from sales revenue. This can be used for day to day activties,
purchases or growing the business.

shortterm sources
Abusiness that does not have enough cash will be nable to pay bills, and therefore. Used to help with a positive cash flow, for less than a year.
fail, evenifitis making a profit. Managing cash flow can be difficult because not all

customers pay for good when they purchase them (credit sales), as they will be in-
voiced to pay 30, 60 or 90 days later.

Trade credit | 30,60, 90 days. Buy now, pay later following an invoice.
There will be terms and conditions that must be maintain
with the supplier for this agresment

Effective cash flow management is necessary to avoid business Overdraft Banks will allow you to withdraw more than isin your ac-
failure through INSOLVENCY; and to: count, charged with interest so best used for emergencies

+ Maintain good relationships with suppliers—vital to ensure only
You keep receiving goods when you need them Long-term sources
+ Enable to payment of overheads—electricity and other utiity bils are essential Used for large purchases, and wil take over a year to payback

and will be cut off if a business fails to pay L | Givenby banks ustally for between 3-10 years.

Cashis receved nto the bank account very quicky once arrarged
Paid bankmonthiy with interest

R | Ifthe business i profible, they can reinvest this maney the next
year

+  payemployees—wages, Ni must all be paid every month (ON TIME)

The difference between cash and
profit

C | Raising moneyteling peope about youride3 on theinternet. Grest
for s@mrtups, but investors willwart samethirg in etur; dscounts/
freebies

Notall cash comirg n & kept by the bus-
ness—itis used topay bils and other over-
heads. hiswil b the variable costs—
related directy tomaking the product, but
also contribute tosome f the fixed costs
(rent,salaries)

5| Ustallythe ouners cpital put intothe busines at the start.

V| Givento the business by nvestors (Dragon's Den) they il remainan|
‘oumerfora short period of time, then you have to buy them out

‘Onceall of the costs have been coverec—
oy then does  bisiness have profit.
Profit ismoney the business, or business

oumer, gers to keep.

5| Sharesare solg,so people canbe part ownersin your bsiness.Can
raise large amounts, but youwill lse control

gHET
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Break even occurs when total costs = total revenue

The business will NOT be making any money, but they will have paid for everything
that they need to (costs, bills, paying staff) After the break even point the business will begin to
make a profit with each additional item sold

Exam Focus ‘\

Revenue .
Break Even Analysis
Comes into the business from the customer. Revenue is made with Soles ($)
every item that is sold. Total revenue is calculated by selling price x
quantity (SP x Q) % Total Revenue
Profit
Total Cost

Total costs Totsl Fixed Costs.
Fixed costs +variable costs (FC+VC) _ ~Varisble Costs

3 . Fixed Costs
Fixed costs 2000 Ll
Stay the same, regardless of output . . Units sold (#)

E.g. rent, salaries, advertising

Lowering the break-even point, will mean that the busi-
nessis able to make  profit selling fewer items.

Variable costs

Change in relation to output. The more you make, the more it ' he beak even point can b lower through increasing

costs, E.g. Raw materials, ingredients. Variable cost per item x revenue (advertising, increased prices, promotions] or by

quantity will give total variable costs. reducing costs (of raw materials, utilities)

Each option has different +/'s
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Options when starting u

Explanation Advantages Disadvantages

Sole B | Working on your oun, youans te bisines arethesame thirg in
the eyes of the w.

Ustaly ol tradiers ae smaler usinesses that open ocaly ke

Forists, plumbers,handymen, dog vilkers.

Trader

Partnership | Abusiness withseveral owners 2.20 tsualy.
= ® ([ this ituation the ownership i shared between the business part-

Quite ofien used by ver, lawyers, and GP's

» Partnerstip Agreement

If youwant to run your own business butworry about goirg it
alone, then youcould run a ranchse nstead.
T reduces iskas you are running a wel known brand

Alimited company i 2 bisiness with imited bty Only the:
capital nvested rto the business Gn be st it ak.

« Memorandum of Assocition

(ple.td) « Artices of Association

Company

2. Business Location Proximity to market

Proximity - closeness to. ... Proximity to labour

Market - want to be close if selling everyday items (convenience). If selling something unique or special Proximity to materials.
customers will be willing to travel

Proximity of competitors

Labour > some goods will require specialist skils to make. Therefore you might locate where the population
have these skils (Computing skills inside the M25)

Materials - i you are bulk reducing, locate close to materials to reduce transport costs. I bulk-increasing locate closer to customers to reduce transport costs
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3. Marketing Mix

The 4p's should work together to meet the needs of
the target audience (see market segmentation 1.2). Ifa
business owner can get the mix right it is more likely that
their product will be successful, e s s

Product

Design mix considers
aesthetics, function and
‘economic manufacture

price.

Covvotes g

ey sgang staedam
10 cost o o

The business must decide on [,
the right pricing strategyto  [ering
reflect the image of the Prce skimming | Seirg 2 v e s sor o
product they want.

Prcatory prcing | Seing s very

Also important to set the price
about the variable costs tohelp | s

make a profit -

[Setinga rce based on compes

markets &5 pesk and of pesk osie phone cals

Place Pychological | setras

priing emimeres

e rumoer o ke

Location of the business is im-

portant, although many businesses are choosing to use e-commerce (m-commerce)
instead of physical businesses. You need to locate where your target market would
expect tofind you.

Promotion

Promotion s any activity that will get your business/product noticed. Again it needs
tosuit the image of the product and reach your target audience. Social media has
been very useful for this.

4. Business Plan

Contents:

« Overview of the ideas
« Aims and objectives

« Target market and
market research o) () )
(et) () Grrnmd)

« Financial forecasts

« Cashflow
 Sources of finance

« Location

 Marketing mix

WHY PLAN?
Reduces the risk of failure

A business plan allows an entrepreneur to organise their idea and logicaly think
through whether it s likely to be a success before they do it Conducting market
research will check if there are competitors and if your chosen target audience.
are likely to purchase your product.

Access o finance

Having a clear business plan should allow businesses to access finance easier
‘Whether from friends and family, banks or venture capitalists a clear business.
plan will make them more likely to invest, potentialy with better rates of
interest too.
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Exam Focus C ’\

Why buy into s franchise rather than go &t slons’?

rannisngi an apson for anrepreneurs howant o artheirown iess, bk
vt o reic he kot are.Franciing et appertanv oo i
s el et sty sesl,and 1y s sstatishedrandnamein
the mariet. The franchisee wil asoreceive trsiing and help fom the franchsor Fiin 00 1
(brand owner) which can help them, especially ifthey are new to running 2 business.

Vany busines ownerschos o pen  fanchis s s sy and fsmore eyt m

their choosing fike; casualdining,cieaning or maintenance.

Why give the right o othersto use your brand name?

Not only doss franchising offer  g0od start up option for new business owners, it a0 has 3 £0ad businesssrgumant for the owner (ranchisor. By

Slowing other peogle to buy inta’your brand snd trads n th S way 5 You, LS Your NaME—You Can quIKly row your brand nams and gsin

p L -
Lk ®

Forthe ranchises
rew owner)

Forthe ranchisor
(mainowner o the
brand)
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CAN'T PAY?

WE'LL-TAKE IT M‘JA

Bob here is a SOLE TRADER, this means he is solely responsible for all
of The finances of his business.

He has UNLIMITED LIABILITY. This means that if Bob is unable to pay
his bills, or his creditors (people who lent him finance) then bailiffs are
able to come into his home and seize his personal possessions to pay
off the DEBT.

In the eyes of the law due to unlimited liability, Bob
and the business are seen as the same thing

LIMITED LIABILITY

LIMITED LIBAILITY means that in the eyes of the law, the business s a
separate legal entity. Therefore the business i responsible for its owns
debts.

If the business cannot pay its bills, it is known to be INSOLVENT. At this
point the business can go into ADMINISTRATION where a company will
come into the failing business tofind assets to sell to pay creditors
(people it owes money to).

Abusiness must be a registered company to have limited liability. There
are 2forms:

Private limited company (Itd.)

Shares are sold to raise money - usually between friends and family to
maintain control of the business

Publiclimited company (plc.)

Shares are available to the general public and other businesses to buy on
the London Stock Exchange. This can really help a business raise finance

for growth or new products (
Exam Focus J\
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takeholder group

They want

Shareholders

Shareholders are also the owners of a company and generally.
want to make the company bigeer (growth) and better (more sales|
and profits)

‘Growth of the business
Increase in sales revenues

Increased profits

Return on their capital investment - through dividends

Employees

Employees want to fee! safe at work and want o be looked after
They have security needs in terms of a regular income.

Secure employment (guaranteed income)

Fair treatment

‘Good working conditions (breals and holidays)
Good pay.

Customers

Customers want choice, fai prices, quality and convenience.

Lower prices.
Convenience - longer opening hours 24,7, location
Choice - larger stores

Managers

Managersrun the business and therefore want to be successful
Many may be promoted i they do 2 good job

Relizble hardworking staff
Repeat purchase and a good reputation
Job security

Promotion/salary increases

Suppliers

Businesses 50 have arelationship with their suppliers. Suppliers

Fair prices
Regular orders
Increased orders.

Community

These people ive near the business and therefore care about the
activities that it undertakes.

“They want to be undisturbed by the business- noise, littering, pollu-
tion

They may also want benefits ke discounts or first choice tckets (02)

Pressure gioups

Greenpeace , Save the Animals, Unigef

Rights to be respected (animals,children, the poor, the vulnerable)

‘Government

The government have wider concerns about businesses

Employment, NI and tax contributions
Increase of UK GCP (more businesses)
Tax revenue (through corporation or income tax)

Conflicts with
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1.5 External Influences





image17.png
2. Technology and Business
Technology has changed the way that businesses
can operate. Below are some of the most im-
portant changes that you needto be aware of:

. -

PS— ] ‘
o O Py

Apple Pay, Contact-
feedback, as well 3s being used of f ‘a

less, PayPal - quicker
marketresearch and polls -

and safer

2. Social media

‘Customer communication and

3. Communication

‘The internet has brought lots of options when it comes to communicating-
web conferencing, social media, Cloud services, websites, and instant mes-

saging -free
4. Ecommerce

Buying and selling online. 247 access with immediate payment and access
t0 3 global audience so no longer aneed for big premises, which can add to

‘overheads and costs.

Businsses can now resch 3 vider sudience dus to oy
21 the internat, nowever they may now nesd to work hard to
et these sles. Technology means consumers canrasearch
rices, revaws and products rom more competitors eally
s

New technology can be both  positive and negatve mpact on
coss ) cost savings can be made using technology socisl me-
s, more ficient business sctvites i)t can slso inresse
costs—new payments systams, wabsicsste.

MARKETING

Price—frms nasd o be mars compative
Product—constantly changing and developing products
Place—sasiar to sal dirscty to customrs
Promoton—social media means you can target maret seg-
ment more sssity
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3. Legislation and Business

M ﬁEW"fﬁnuu

The Consumer Rights
Act2015

A goods mustbe of.

1. Satsfactory quality
2 Feforpurpose
3. Deseried scaratey
Consumers have  ightto refund, repsirorreplacamert

Deliverys the responsibiy ofthe seler

‘The Consumer Protection Act 1987

iskes producers sble forfulty products and damage caused by
them. Consumrshave the ight to claim compensation for dam-

g2, deathorinjury

Clai not be

Employee Protection

The Equality Act—protects sgsinst discriminaton st work under aress:

=
fereedl LGBTQIA
e

] o @ .
The Health and
‘Safety at Work Act—sets out rights
e
iy

Disabilty
pregnancy/materrity @
Race

<quipment (PPE)

e

g0 amim

‘The Working Time Regulations—mcimum werking veek of 46

B YA 53
L1 P77

) consacutve 11 hoursrestin 24 hour perod, 20
minuta bresk on § hours sif, 1day off s veek

‘The National Minimum Wage (1555)-
minimum requiresset utfor pay perhour for
diferentage groups.
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The Busines: Cycle

The Economy and Business

Retes tothe cranges nan conomy over time.

Stescy growth s cesabi, it oo mush growthcan
eaztoinfation Infition means everythng & more
xpensiv, soon peope arntable toaffrd prices and
sospencingrecusss. When this happars businesses 3y
s, who become unemployed They rave kss
aney 5920 s n th sconceny = recession

Messures of the sconomys
. Gopesrme

. Unemployment/job vacandies
- Consumarincoms

fiterest ratsarerecuces, peopl sremore el o
borrawmaney, which then ncoursgas mare spancing

- Cusomer confidence

-+ Busnessinvestment

The government can mansge the sconomy.
wsing 2 varity oftechniques:

+ Taxaton—#pecpe s s more ey R I
o oram g e e ) —
d
Smone

 Interest rtes- iousrmerss s s
S ———

e Pouno Ageraraincesse n s n nscsnomy. Unmn-
ecanamy throughshopping Wierest s s oot 2o P EENLATION TN Pt

sty igh peope il sop spendingand IvporTs priend
+ Exchange rates o psunssin e Crearen

mand (e e st the UK scane-

my) our £ will be worth more. ExpoRTs
o _
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2. Risk and Reward

1. Dynamic Nature of Business

Dynamic -“constantly Risk-"probability of a negative outcome

Pt v

changing” happening”
This change results in new + Business failure . e
. « Business success
businesses, and the .+ Financial loss B .
. « Prof
development of new ideas « Lack of security
+ Independence
1. TECHNOLOGY RISKY BUSINESSES ...
Resuts nprodcts ang | [ CANGING CONSUMER Reducing rok ... L5easonal (cash low)
|services that are: . 2.Highly competitive (sales)
. Eashi Business plan, market research, start-
- Faster ashions N 3.0uner's knowledge is poor
. up finance
- smaller Economy
+ Cheaper . Lfestyle
o Easirto " Demographics
T~ 205, N B
produce ¥ Technology 2902 3. The Role of Business Enterprise
. safer

8

Business

Resources

3. OBSOLESCENCE

Output
oducts

prosucionang (goods

warstormation andior

Encrgy

Materials

Products and services become outdated quickly.
Some products are even designed only tolasta
short amount of time

“PLANNED OBSOLESCENCE"
Fin





