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L Purpose and value

Why businesses exist

factors of production

business
combines
them

goods &
services

entrepreneur food truck
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LPurpose and value

Adding value

value I
added | @
= value added
cost of | & = selling .prllce
bought—in ;3 — materials cost
materials l

high street
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LEnterprise and plan

Entrepreneurs and enterprise

An entrepreneur )53 takes the risk to Enterprise helps a country: more
start a business; an jobs, output (GDP [E ) 4 7 5 (E),
intrapreneur (4613 does so inside a competition and economic

firm. Traits: innovative 7 €5 #[Y, growth 225154,

risk-taking, determined, self-confident. A business plan 2051514 helps win

finance & set goals.
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L Sectors and structures

Sectors of business activity

primary
raw materials — farming, mining u prlmary — =il = raw
) materials
secondary m secondary £ I —
manufacture — car factory manufactu rlng
v m tertiary % ==\l — services
tertiary L
services — shops, banks u quaternary Eﬁ’mr‘ﬂk -
v knowledge
quaternary Private #AZ &[] (profit) vs public

knowledge — research, IT sector /. 4ER7] (service).
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L Sectors and structures

Legal structures and liability

Sole trader M2 E#,
NN
[business legal structures} partnership &{kEL,
— ~— Ltd FAAFEFR /A, ple EfiaF],
incorporated franchise 554 Z.
(limited
liability)

unincorporated
(unlimited
liability)

partnership

Limited liability G =/%:
owners lose only what they
invest. Unincorporated = un-
limited.

public
(plc)

private

(Ltd)
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LSize and growth

The size of a business

No single measure — use more than one:

employees revenue =)L N\ capital employed

market share 717/ %0 market capitalisation 718

Small businesses still matter — jobs, local service, quick to react, new ideas.
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LSize and growth

Business growth

Internal E01E4< (organic) vs
external 4pEftE4<

horizontal vertical conglomerate (merger &3+ /takeover If1).
parts
car car maker car food m horizontal &[G # & — same
maker maker maker || firm
stage
same stage, maker different
same industry industries m vertical Z|\ [0 %4 — different

different stages,

same industry stage

m conglomerate B &% 4 —
diversify
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LSize and growth

Economies of scale

e;onolmies Economies of scale #]1&42% lower
OT Scale i i . .
diseconomies average cost ZHRi7x as a firm grows

ki

S of scale . : ) .

= (purchasing, technical, financial,

o managerial, marketing).

3

(O]

g Grow too big = disec-

©

o optimum scale onomies FE 4255 poor com-

g (lowest average cost) R . ;JL*EZ_'I_'% _p .

© munication, coordination, motiva-
tion.

output (size of firm)
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‘ Objectives and stakeholders

Aims, objectives and mission

mission — why

the business exists
A

aims — broad
long-term goals

object?ves —
SMART targets

A
tactics —

short-term actions

Mission #6475 = — aims EfJ —
objectives Hfr — tactics.
Good objectives are SMART: Spe-
cific, Measurable, Achievable, Re-

alistic, Time-bound.

Types: profit, growth, survival &=7F
market share, CSR it &5 1{E.
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L Objectives and stakeholders

Stakeholders

A stakeholder F|zifH<% has an
interest in the firm.

O internal
managers H
@ external m internal: owners, managers,
3
‘ employees
- m external: customers, suppliers,
) lenders, government,
(community] community
li 8 . . . N
govermment Their aims conflict /H158; manage
(lenders) . .
by communication &

compromise Z1j}.
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L Recap

Worked example — added value

A maker buys wood for £80, pays £120 in

labour, and sells the table for £350. Find
the added value.

m Added value = selling price — cost of
bought-in materials.

m = 350 — 80 = £270

m Labour is not deducted — it is one of the
costs added value must cover.

m Raise it by branding, design or better
service, not just by charging more.

The classic trap: added
value is not profit. Profit
deducts every cost;
added value deducts only
bought-in materials.
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L Recap

Topic 1 — key takeaways

° Resources e Structures

four factors of production; add sole trader to plc; limited liability
value

0 Growth o Objectives
integration; economies & SMART; stakeholders’ aims

diseconomies conflict
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L Recap

Check yourself

e Name the four factors of production.

e Which structure has unlimited liability?

e What does the M in SMART stand for?

o Give one internal and one external stake-
holder.

Answers 1. land, labour, capital, enterprise 2. sole trader / partnership 3. Measur-
able 4. e.g. employee; customer
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