TYPES O BUSI NESS CRGANI SATI ONS

Uni ncor porated business = sole traders and partnerships Incorporated business = |imted conpanies

O her types of business organisations = franchi ses,

mul tinationals, public corporations, charities (not-for- profit organisations), co-operatives

Sol e traders (sole proprietors)

A sol e trader describes any business that is owned and controll ed by one person - although they may enpl oy workers.
I ndi vi dual s who provide a specialist service |ike plunbers, hairdressers or photographers are often sole traders.

Sol e traders do not have a separate |egal existence fromthe business. In the eyes of the law, the business and the
owner are the sane. As a result, the owner is personally liable for the firmis debts and may have to pay for | osses
made by the business out of their own pocket. This is called unlinmted liability.

Advant ages

I It is easy to set up as no formal |egal paperwork is required.

I GCenerally, only a small anmount of capital needs to be invested, which reduces the initial
start-up cost.



I As the only owner, the entrepreneur can nake decisions w thout consulting anyone el se.

Di sadvant ages

I The sole trader has no one to share the responsibility of running the business with. A good
hai rdresser, for exanple, may not be very good at handling the accounts.

I Sole traders often work |ong hours. They may find it difficult to take holidays or tine off if
they are ill.

I They face unlimted liability if the business fails.

Part nershi ps — Between 2 and 20 partners

Dental surgeries are often partnerships

Doctors, dentists and solicitors are typical exanples of professionals who may go into partnership together
and can benefit from shared expertise. One advantage of partnership is that there is soneone to consult on
busi ness deci si ons.

The nmai n di sadvantage of a partnership cones from shared responsibility. Disputes can arise over decisions
that have to be nade, or about the effort one partner is putting into the firmconpared with another. Like a
sol e trader, partners have unlinted liability.



FRANCHI SES

An entrepreneur can opt to set up a new i ndependent business and try to win custoners. An alternative is to
buy into an existing business and acquire the right to use an existing business idea. This is called
f ranchi si ng.

A franchise is a joint venture between:

In case disagreenents between partners occur is is a good idea for a DEED OF PARTNERSHI P to be drawn up
This is a |l egal docunent stating the responsibilities of partners, for exanple, how profits and | osses are to
be shared; how the business is to operate.

I A franchisee, who buys the right froma franchisor to copy a business format.

I And a franchisor, who sells the right to use a business idea in a particular
| ocati on.

Many wel | - known high street opticians and burger bars are franchises.

Opening a franchise is usually less risky than setting up as an independent retailer. The franchisee is
adopting a proven business nodel and selling a well -known product in a new | ocal branch. However, the

i ndependent retailer will have less control and will have to pay part of it’s profit to the franchisor as a
ROYALTY PAYMENT.

CO- OPERATI VES

A cooperative may al so be defined as a business owned and controlled equally by the people who use its

services or by the people who work there.
Everyone has an equal say in the business no matter how many shares they own.It is therefore very denocratic.

For worker co-ops the profit is split between the workers and this can be very notivating as the profit goes only t
workers and not to any ot her sharehol ders.




PUBLI C CORPORATI ONS
An organi sati on owned by the government, eg Post O fice, BBC. The main objective would be to

provi de a good service for custoners and NOT to make a profit.

MULTI NATI ONALS

Conpani es that operate in several countries are called rmultinational corporations (MNCs) The US fast -food chain
McDonald's is a large MNC - it has nearly 30,000 restaurants in 119 countri es.

Advant ages enjoyed by nul tinationals;



Limted conpanies NB — limted conpanies are in the PRI VATE SECTOR

A limted conmpany has special status in the eyes of the law. These types of conpany are incorporated, which neans
they have their own legal identity and can sue or own assets in their own right. The ownership of a Iimted conpany
is divided up into equal parts called shares. Woever owns one or nore of these is called a sharehol der.

Shar ehol ders recei ve dividends which are part of the profit

Because |inited conpanies have their own |legal identity, their owners are not personally liable for the firms
debts. The shareholders have limted liability, which is

the nmaj or advantage of this type of business. If the business went bankrupt then the sharehol der would only | ose the
noney they paid for the shares and not any of their personal possessions.

A maj or di sadvantage however, is that financial information can be obtained by anyone. Also to forma limted
conpany can be time consunmng. Limted conpani es pay corporation tax on their profits.

There are two main types of |limted conpany:

I Aprivate limted conpany (ltd) is often a small business such as an independent retailer in a market
town. Shares do not trade on the stock exchange. Shareholders are usually fanmly and friends. Therefore there
is no risk of a takeover as all sharehol ders have to agree if they want to sell their shares. However, because
smal | nunber of shares are sold | ess finance can be raised.

I Apublic limted conpany (plc) is usually a large, well-known business. This could be a manufacturer
or a chain of retailers with branches in nost city centres. Shares trade

on the stock exchange so lots of CAPITAL can be raised to invest into the business and help it to grow. However,
anyone can buy shares and if another conmpany buys over 50% of the shares they can takeover the control of the
conpany. This is because 1 share = 1 vote. For a Itd conpany to change to a plc at |east £50,000 worth of shares
nmust be sol d.

I cheap raw naterials
I cheap | abour supply

I access to narkets where the goods are sold



I friendly governnent policies
Unlike a sole trader or a partnership, the owners (sharehol ders) of a plc are not necessarily involved in
runni ng the business, unless they have been elected to the Board of Directors.

TIP — Do not confuse PUBLI C CORPORATI ONS W TH PUBLI C LI M TED COVPANI ES

Busi ness bj ecti ves

When a sole trader sets up they nmay have sone unstated ains or objectives - for exanple to survive for the
first year. Other businesses may wish to state exactly what they are ainming to do, such as Amazon, the

Internet CD and bookseller, who wants to “make history and have fun”.

Cbj ectives give the business a clearly defined target. Plans can then be nade to achieve these targets. This

can notivate the enployees. It also enables the business to neasure the progress towards to its stated ai ns.

The main objectives that a business m ght have are: Survival — a short term objective, probably for snal
busi ness just starting

out, or when a newfirmenters the narket or at a tinme of crisis.

Profit maximsation — try to make the nost profit possible — nost like to be the aim of the owners and
shar ehol ders.

Profit satisficing — try to make enough profit to keep the owners confortable — probably the aimof smaller
busi nesses whose owners do not want to work | onger hours.

Sales growth — where the business tries to make as nany sal es as possible. This nay be because the nanagers
believe that the survival of the business depends on being |arge. Large businesses can al so benefit from
econom es of scale.



A business may find that sone of their objectives conflict with one and other:

I Gowth versus profit: for exanple, achieving higher sales in the short term(e.g. by cutting
prices) will reduce short-termprofit.

I Short-termversus long-term for exanple, a business may decide to accept |lower cash flows in
the short-termwhilst it invests heavily in new products or plant and equi pnent.

I Large investors in the Stock Exchange are often accused of |ooking too nuch at short-term
obj ectives and conpany performance rather than investing in a business for the long-term

Alternative Ains and Objectives

Not all businesses seek profit or growth. Sone organi sations have alternative objectives.

Exanpl es of other objectives:

Et hi cal and socially responsi ble objectives — organisations |like the Co-op or the Body Shop have objectives
whi ch are based on their beliefs on how one should treat the environnent and people who are | ess fortunate.

Public sector corporations are run to not only generate a profit but provide a service to the public. This
service will need to neet the needs of the less well off in society or help inprove the ability of the
economy to function: e.g. cheap and accessible transport service.

Publi c sector organisations that nonitor or control private sector activities have objectives that are to
ensure that the business they are nonitoring conply with the laws laid down.

Charities and voluntary organisations — their ains and objectives are led by the beliefs they stand for.

Changi ng Obj ecti ves

A business may change its objectives over tine due to the follow ng reasons:



A busi ness may achi eve an objective and will need to nove onto another one (e.g. survival in the first year

may |l ead to an objective of increasing profit in the second year).

The conpetitive environment m ght change, with the |launch of new products from conpetitors.

Technol ogy m ght change product designs, so sales and production targets m ght need to change.

Pri mary Sector, Secondary Sector and Tertiary Sector

Primary sector

Produces raw materials, involves sonme sort of extraction e.g. mning, farmng, fishing, chopping down trees
Secondary Sect or

This is the manufacturing sector where raw materials are turned into finished goods for sale. E.g. Car
factory or paper mll

Tertiary Sector

This is the retail and service businesses so all shops and people that offer services to others e.g.
cl eaners, gardeners, dog wal kers etc. A service is something you cannot hold or touch e.g. insurance.

Decline of primary jobs

I W are running out of natural resources, our coal and fish stocks are al nbst gone, so |ess
m ners and fishernen

I W also cannot conpete agai nst cheap foreign inports so |ess farmers

I W have nore leisure tinme so need nore entertainment e.g. cinena jobs Decline of Secondary
j obs

I We cannot conpete against foreign inported nmade goods



I W are facing a process of de-industrialisation as we becone a |ess industrial nation and nove
toward know edge work such as web design and noney managenent

I W are automating manufacture of goods such as robots to nmake cars, neans |less jobs for
workers. Decline of primary jobs

I We are running out of natural resources, our coal and fish stocks are al nbst gone, so |ess
m ners and fishernen

I W also cannot conpete agai nst cheap foreign inports so |l ess farners

Locati on



A business's location can nake an inportant difference to its success. Choosing the right |ocation neans

taking into account a nunber of factors.

The inportance of |ocation

Being close to main roads can be an advantage for a business

Location is the place where a firmdecides to site its operations.
on costs and revenues.

Locati on deci sions can have a big inpact



A busi ness needs to decide on the best |location taking into account factors such as:

| Customers - is the |ocation convenient for custoners?

| Staff - are there sufficient nunbers of local staff with the right skills willing to work at the righ
wage?

I Support services - are there services offering specialist advice, training and support?

I Cost - how nmuch will the premi ses cost? Those situated in prinme |locations (such as city centres) are
far nore expensive to rent than

edge-of -t own preni ses.
I The inportance of infrastructure

I Infrastructure refers to the facilities that support everyday econonmic activity, eg roads,
phone |ines and gas pi pes.

I An efficient transport network enables staff to get to work easily. It also allows supplies to
be brought in fromfar afield and permts finished products to be noved to narket cheaply and quickly.

I The inpact of location depends on the type of business. For exanple, it is inmportant for shops
and restaurants to be conveniently located for custoners. A delivery-only takeaway may prefer to |ocate
i n inexpensive premnises on the edge of town close to good transport |inks.

Gover nnent and | ocati on

The governnment offers grants and assi stance to businesses that |locate in areas with high unenpl oynment.

I ncentives incl ude:

I Gants to help with the cost of setting up a business. G ant noney does not need to be repaid.

I Loans, which are repayable over many years at low rates of interest.

I Tax breaks, for exanple firns nmay be nade exenpt from paying business rates.



Overseas | ocation deci sions

Movi ng a busi ness can have both advantages and di sadvantages Setting up a business overseas involves a nunber
of chal | enges i ncl udi ng:

I Cultural and | anguage barriers where managers are unfamliar with | ocal custons.

I Legal issues where local laws are different.

I Exchange rate issues. Unexpected changes in the value of sterling can have an inpact on
prices, costs and profits.

St akehol der s

VWhat are stakehol ders?

A stakehol der is anyone with an interest in a business. Stakeholders are individuals, groups or organisations that

are affected by the activity of

t he busi ness. They i ncl ude:
I Omers who are interested in how nuch profit the business nakes.
I Managers who are concerned about their salary.
I Workers who want to earn high wages and keep their jobs.
I Custoners who want the business to produce quality products at reasonable prices.
I Suppliers who want the business to continue to buy their products.
I Lenders who want to be repaid on time and in full.

I The conmunity which has a stake in the business as enpl oyers of |ocal people. Business activity also
affects the local environnment. For exanple, noisy night- tine deliveries or a snmelly factory woul d be
unpopul ar with | ocal residents.



Internal stakehol ders are groups within a business - eg owners and workers. External stakeholders are groups
outsi de a business - e.g. the comunity.

government

Owners

4

Business
‘Stakeholders

Community sk s

consumers

Conflict of Stakehol ders

Conflict between managers and workers can lead to industrial action. Sone workers are nenbers of trade
uni ons, which negotiate with enployers over pay and conditions, and may organi se strikes. Industrial action
is bad for Vandyke Pizzeria because it can stop production, |let down custoners and | ose the busi ness noney.

Poor communi cati on between internal stakeholders can lead to reduced norale and a loss in productivity or
conpetitiveness.



G ow h

Econom es of Scal e

This is the reduction in unit/ average cost due to an increase in the scale of production of the business.
I Large firnms can borrow nore cheaply

I Large firnms can produce a range of products and have a |arger nmarket share. This is called
DI VERSI FI CATI ON

I Large firms can buy materials in bulk and get a discount(nmoney off)

I Large firns can use better and nore efficient machinery

Sorre firns prefer to stay snal

Because they: -
I like to give personal service to their custoners
I they are unable to gain the noney needed for expansion
I are sole traders who prefer to keep total contro

I find it difficult to keep control over |arge enterprises



How do firms grow?
Oraganic Gorwth — fromw thin:

New st or es

Vertical backward

Merge or buy a cocoa farm

" Merge or buy Sky
Herizental |
Merge or buy Mars il / \ /
SV
‘—/ — /

HorizontalIntegration — Occurs betweenbusinesses Later\aj,

inthe same industry at the same stage of production

Merge or buy a chocolate
Backwards vertical— A businesstakes over or merges

with a supplier

Forwards vertical — A business takes over or merges V t. [ {
with another business which provides an outletfor the er war

goodsand services produced

fountain business

Merge or buy a corner shop o
Diversification — Merge or takeover of another OM SHop
businessinvolved in an unrelated business activity

Lateral— Merge or take over a business that is related
to your product, butis not the same

RECRUI TMENT AND SELECTI ON

Firms recruit, select and train staff in different ways with varying degrees of success.



Recruiting staff

Wthout the right staff with the right skills, a business cannot make enough products to satisfy custoner

requirements. This is why organi sations draw up workforce plans to identify their future staffing

requi rements. For exanple, they nmay develop plans to recruit a new | T Manager when the current one plans to

retire in eight nmonths tinme.

Identify Vacancy Make Job Offer

\

Write Job Description

¥

Write Person Specification Interview
Advertise The Job Shortlist Candidates

¥

Send Out Application Forms * Receive Applications

Recruitnment is the process by which a business seeks to hire the right person for a vacancy. The firmwites
a job description and person specification for the post and then adverti ses the vacancy in an appropriate

pl ace.

I Job descriptions explain the work to be done and typically set out the job title, |ocation of
wor k and nmain tasks of the enpl oyee.

I Person specifications list individual qualities of the person required, eg qualifications,
experience and skills.

Firms can recruit frominside or outside the organisation.

I Internal recruitnment involves appointing existing staff. A known person is recruited.

I External recruitment involves hiring staff from outside the organisation

The tabl e bel ow shows the advantages of internal and external recruitnent



I nt er nal

Ext er nal

Cheaper and quicker to recruit

Qut si de people bring in new ideas and a wi der range of experience

Limts the nunber of potential applicants

Longer process

i
Peopl e already famliar with the business and how it operates

Larger pool of workers fromwhich to find the best candi date

Provi des opportunities for pronmotion with in the business — can be notivating
More expensive process due to advertisenents and interviews required

1
Busi ness al ready knows the strengths and weaknesses of candi dates

It does not create and internal vacancy which also has to be filled

METHODS OF SELECTI ON

Application forms, CVs, references, interviews, presentations, role-play and tests can be used to show if an

i ndividual is suitable for the specific job on offer.



You need to be aware of the advantages and di sadvant ages of each;

Met hod of sel ection advant age di sadvant age

*The candi date may have specific

Application forms — a standard *Easy to conpare as all applicants w | skills that they can not showcase on
formis sent to applicants to answer the sanme questions. the form
conpl ete N : , . .
The business can chose the questions Hs the candidate conpleted the form
t hensel ves?
*Difficult to conpare.
cv *W Il show the candidates ICT skills

*Questions cannot be directed by the
busi ness.

*The candi date has nore freedomto show
off certain qualities.

*Sone very suitabl e candi dates may be
overcone by nerves and ny
underperform The best candi date may
t heref ore not be chosen

*The busi ness can neet the candi date and
I nterviews see their appearance, conmunication
skills, etc...

Medi a used to advertise jobs;

LOCAL NEWSPAPERS — Rel atively cheap, useful for attracting | ocal people who could easily commute to the

busi ness.

NATI ONAL NEWSPAPERS — More expensive, usually to attract specialist workers froma wider area. This is allows

for a better selection of candi dates.

JOB CENTRES — Run by the governnent. Are in the public sector. Free for businesses to advertise. Oten used



for semi-skilled and unskilled jobs.

| NTERNET — Cheap so reduces the firnms costs. Useful

Tr ai ni ng

Training is a very inportant part of the Human Resource Departnent’s work.

often a separate training departnent. |deally,

the job, during the first few weeks of enploynment and throughout their

The purpose of training

I Train new workers for particular jobs

training should involve the worker

for attracting people with ICT skills.

In some large firms there is very
before they actually start

careers.

I Help to inprove the efficiency of existing workers

I Avoid accidents at work

I Retrain workers so they can cope with

I Help workers gain pronotion to better jobs within
Basi ¢ induction wll

avail able to al
wor k- space, staff canteen (if avail able),
etc. The purpose of induction is to 'settle'
gi ving them i nformtion.

new enpl oyees.

ON- THE-JOB: This takes place in the
bei ng coached by an existing nmenber

wor k- pl ace,
of staff -

" buddyi ng-up' will a simlar worker

The great thing about on-the-job is that it

procedures for
a new enpl oyee in and nmake them feel

while actually carrying out the job itself.
particularly for pronoted positions;

new technol ogy

the firm |INDUCTION: This should be
i nvolve health & safety procedures, |ocation of
breaks and |l unch, neeting with co-workers

wel come, as well as

It may invol ve

or it may involve

so that they can teach you how to do certain tasks.

is not only CHEAPER for a



busi ness, but it also neans that any difficulties can be identified and sorted out quickly.

OFF- THE-JOB: This takes place either away fromthe work-place altogether, or within the work-place but away
fromthe job itself. It is quite often provided by 'outside experts, for exanple training on a new piece of
conmputer software for the accounts departnment. It may last only a few days or it may involve a | onger
commitnent fromboth the enployer and the enpl oyee - for exanple, college day release to attend a col | ege
cour se.

The great thing about off-the-job is that there are no distractions fromwork while it is taking place.
Because it may be provided by specialists, it is often of high quality. A business may send only ONE of its
enpl oyees on the course and then they can conme back into the business and CASCADE the training to other

menbers of the organisation - i.e teach or show others, making it very cost effective for the business!

Unfortunately off-the-job can also be quite expensive if it is necessary to take |Iots of enployees away from
their work. Also if a business sends out only one enpl oyee and then expects themto cone back to train the

rest, they could end up with the whol e workforce copying the m stakes of the original enployee!

Mot i vati on

il il ,
&) f

Conpani es can notivate enpl oyees to do a better job than they otherw se would. Incentives that can be offered
to staff include increased pay or inproved working conditions. Motivational theories suggest ways to
encour age enpl oyees to work harder.



What is notivation? Mtivation is about the ways a business can encourage staff to give their best.

Benefits of notivation; *Increased output caused by extra effort from workers.

*Inproved quality as staff take a greater pride in their work. *A higher level of staff retention. Wrkers
are keen to stay with the firmand also reluctant to take unnecessary days of f work.

Managers can influence enpl oyee notivation in a variety of ways:

Monetary factors: some staff work harder if offered higher pay. Non-nobnetary factors: other staff respond to
incentives that have nothing to do with pay, e.g. inproved working conditions or the chance to win pronotion

Payment net hods Managers can notivate staff by paying a fair wage. Paynent nethods include:

I Tinme rate: staff are paid for the nunmber of hours worked.

I Overtinme: staff are paid extra for working beyond normal hours.

I Piece rate: staff are paid for the nunber of itens produced.

I Conmmission: staff are paid for the nunber of items they sell.

I Performance related pay: staff get a bonus for neeting a target set by their nmanager

I Profit sharing: staff receive a part of any profits nmade by the business.



I Salary: staff are paid nonthly no matter how many hours they work.

I Fringe benefits: are paynents in kind, eg a conpany car or staff discounts.

Non- pay net hods of notivation

Managers can notivate staff using factors other than pay through:
I Job rotation: staff are switched between different tasks to reduce nonotony.
I Job enlargenent: staff are given nore tasks to do of simlar difficulty.
I Job enrichment: staff are given nore interesting and chall engi ng tasks.
I Enpowernent: staff are given the authority to make deci si ons about how they do their job.

I Putting groups of workers in a team who are responsi bl e together for conpleting a certain
t ask.



