1.4.1. The Options For Start Up & Small Business

1.4 Making The Business Effective

The Concept of Liability

Unlimited Liability

Unlimited liability is where business debts are the
responsibility of the business owner. If the owner
can not pay the debts then they could have their
personal assets seized (car, house).

Implications Of Unlimited Liability

O Unlimited liability applies to sole traders and
partnerships

U Sole traders are business owners that consist
of one person

O Partnerships can have up to 20 partners

Limited Liability

Limited liability is where you can not lose any
more than you have invested into the business.
No personal assets can be seized.

Implications Of Limited Liability

U People who own shares in a business can only
lose their original investment

U Business owners can not have personal assets
seized.

The Types Of Business Ownership For Start-ups
Start up business normally start up under one of three
types, they are:

U Sole Trader- Businesses which are owned by one
person, they may have employees however the
employees do not own the business. They have
unlimited liability and must pay tax on all of their
profits examples include:

U Small shops
O Plumbers, electricians, cleaners
U Gardeners

O Partnership- Between 2 — 20 partners who own a
business. All partners are joint owners of the
business.

Like a sole trader they have unlimited liability.
Profits are shared amongst the partners to which
they have put into the business. E.g. one partner who
put in 50% will receive 50% of the profits compared
to someone who owns 20% who will receive 20% of
the profits. Examples of partnerships:

U Doctors

U Dentists

U Solicitors

U Private Limited Company (Ltd.)- This is a company
made up of friends and family who buy shares in a
business. Shares can not be bought by the public.
Owners control who can buy shares. Money can be
raised (capital) by selling more shares.

Private limited companies have limited liability
meaning only money invested will be lost.

The Option Of Starting Up And Running A
Franchise Operation

Franchising arises when a franchisor grants a
licence (franchise) to another business
(franchisee) to allow it trade using the brand /
format. Think of it as selling a business idea. This
allows a franchisee to buy a business which is
already successful and is known to customers.

How Franchises Work

The franchisor (established business) offers their
business for sale to a franchisee. This gives the
franchisee the rights to sell their products and
services under the same name.

There is usually a set up fee which can be costly
as well as a percentage of turnover will be paid
yearly to the franchisor.

How a Franchise can use the marketing mix
Promotion - The Franchisor can advertise
nationally, a franchise can benefit from this

Price — If it is a known brand then the franchisee
can charge more for the products offered.

Place — The Franchisor can help set up the new
business in a good location and can help with
research and architects making setting up easier.
Product —the product will be already well known
because of all the national advertising
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Advantages of Franchising

U Advertising on national level

U You're buying a well known brand

U Market research conducted at head office

[ Less competition as the other stores arein
different locations

O Brand already has a reputation

U Training and staff development provided

Disadvantages of Franchising

U Less control of the business as most decisions
made by head office e.g. what promotions to
run

U You must pay royalties to the franchisor

1 Can be expensive to set up

Key Term Summary
Franchisor- A business that offers its trading
name for sale. Including its products and services
e.g. Dominos. Afranchisor will provide:

O Training

U Equipment such as machinery or shop

fittings

O Materials for products

U Trading name
Franchisee- This is the person who buys a
franchise and can trade using the brand name.
Royalty- Payment made to the franchisor from
the turnover of the franchise
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1.4.2 Business Location
There are numerous factors which can affect the
location of a business. These include the proximity to:

U Market- people need to be close in proximity to their
customers (convenience). The location will depend on
what type of business it is. An online retailer wouldn’t
have to be close to his market for example.

O Labour-The business should be located where thereis
a supply of labour and skills easily available.

U Materials- Business will need to think of its proximity
to its materials. The closer to the materials the more
convenient as well as the lower the cost of production

U Competitors- Businesses may locate in a known area
for a certain product e.g. Hatton Garden in London is
known for jewellery.

Nature of Business Activity
The nature of the business activity may also affect the
location of the business.

For example a retail business would need to be closer to
where the shoppers are. Therefore they would need
parking for their customers to make it convenient.

A service e.g. hairdresser would need to be in the same
area as it customers. But not necessarily need to have a
premises.

A manufacturing business would need to be close to
transport links to be able to supply their goods. They
would also need to be in an area where labour is
available as well as the right skills

Impact Of The Internet On Location Decisions
Internet has had a major impact on the location
of the business. It allows for businesses to
operate online and be open to a whole new
market.

New businesses can also start up easily as the set
up costs are much lower than having a physical
presence.

Businesses can now have a premises or
alternatively operate completely online. The
benefits of e-commerce are that businesses costs
are significantly reduced and products can be
sent out to the customers.

Businesses could operate online and have a
premises which means they have both an online
and physical presence. They would however
incorporate more costs as they need to pay for
their building as well as its bills on top of the
online costs.




1.4.3 The Marketing Mix

The marketing mix consists of the 4 P’s, these 4

P’s will need to consider these when they are

marketing a product. The 4 P’s are:

U Product- A business will need to make sure
the product that is offered will satisfy a
customer need.

U Price- The price of the goods/services will also
need to be competitive but still make a profit.

U Place- The location of the business will need
to be considered e.g. they could operate
online, have a physical presence, sell goods
through retailers or even a wholesaler.

U Promotion- businesses will need to decide
how to promote their product. They could use
promotions like discounts (20% off), or adding
value via a bundle deal.

Below is an example of how the marketing mix
work together

Product | Nike Air Max

Price £79.99

Place Retails stores, online via
nike.co.uk

Promoti | Trainers come with leather

on cleaner, bundle deal with extra
coloured laces.
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Balancing The Marketing Mix Based On The

Competitive Environment

If there are lots of competition in a market, then a

business may follow one of the following strategies:

U Competitive Pricing — Low pricing, and discount
pricing.

U Low cost strategy- low costs will mean a product can
be mass produced.

U Provide a wider range of products

The Impact Of Changing Consumer Needs On The
Marketing

Market consumers tastes are consistently changing, for
example high street fashion. Customers are concerned if
the products are produced ethically. This means
businesses need to adapt to these changes in trends to
survive.

The Impact Of Technology On The Marketing Mix: E-
commerce

E-Commerce is the act of selling goods/services online.
For new businesses it’s an easy way to get sales, to reach
both UK-wide and international customers.

For retail businesses, an e-commerce website offers the
advantage of being open 24/7 as well as a free
advertising tool.

The Impact Of Technology On The Marketing
Mix: Digital Communication

Digital communication can come in various forms
ranging from mobile technologies, social media,
email, e-newsletters amongst others. The effect
on the marketing mix s as follows:

U Product- Online surveys and polls can be used
to get feedback from customers about
products as well as their wants and needs.
This can then be used to create new products

U Price- customers can easily compare prices of
goods using the internet, so the pricing must
be competitive or alternatively the product
could be bundled with others to differentiate
the products.

U Place- The internet gives businesses a wider
audience and access to a worldwide market.
There are no barriers to entry such as high
costs as a website can be produced at a low
cost

U Promotion- various promotion can be
undertaken on the internet such as:

U E-posters

U Pop ups

1 Buying space on popular websites
U Promoting on search engines

U Banners




1.4.4. Business Plans

A business plan is used to set out the plans for a
business. It will explain how an entrepreneur
plans to make their business a success.

A business plan can be used for a bank loan as it
sets out the expected cash flows of the business.
The role of a business will help to identify the
following:

Identify The Business Idea

A business plan will identify the initial concepts of
the business and its main focus. For example,
nike.com will have the aim of selling sportswear
online.

Identify Business Aims And Objectives

A business plan will also outline the aims and
objectives for the business and how they plan to
achieve them. They should be SMART objectives
(specific, measurable, achievable, realistic and
time bound)
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Identify Target Market

The business plan will identify the target market for the
business. They will also identify how they intend to
appeal to this specific market in order to gain revenue.

Forecasting

The business plan should also provide a forecast for the
business. This is the predictions for the amount of
revenue, costs and profit that is expected as part of the
business.

These predictions will need to be fairly accurate and
provide a realistic estimate of what is expected with the
business.

Cash Flow Forecast

A business plan should also include a cash flow
forecast. This will identify the inflows and
outflows of the business.

The cash flow forecast should also identify any
shortfalls. They will also need to identify how
they plan to overcome these shortfalls.

Below is an example of a cash flow forecast.
These forecasts can be used to demonstrate the
profitability of the business when applying for a
bank loan.

Jan (€) Feb () Mar {£)
i Cpening halance {1 from last 3000 5750 B850
B Cash inflow
C Sales 8,000 5,500 B.750
D Todal 6,000 5,500 5,750
E Cash outflon
F Metarials 1,500 1,200 1,800
5] Wages 1,750 1,500 1,950
H Total (F+G) 3,250 2700 3750
] Closing belancs [A+D-H) 5,750 8,550 11,560




1.4.4. Business Plans Continued...

Identifying Sources Of Finance

A business plan will identify where they plan to
obtain finances from. This can be venture
capitalists, investors or family members.

Potential lenders will want to see how the
business intends to grow to see if they can make
a return on their investment (profit).

If more financial information has been provided it
is more likely that possible investors will invest.
As thereis a clearer picture. A business plan will
also be used to possibly obtain finances from
lenders such as a bank.

Identifying The Location

The business plan should outline where the
business will operate from, this could be a retail
shop, factory, office or even a home address.
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Identifying Resources

Identifying The Marketing Mix

The business plan must also include details of how the

business plans to do the following:

U Price- How they will plan to price their products and
services. They may include competitor prices here

U Product- The products and services that will be
offered by the business

U Promotion- How the business plans to promote the
products and service

U Place- how the business will operate and where from

The Purpose Of Planning Business Activity

UA business plan can help to reduce the risk of failure
for a start up business

Qif the owner has to writes future plans and finances of

the business —they will be more likely to spot a potential
problem e.g. a business owner may prepare a cash flow

forecast and find they need finance in certain months

UA well planed business plan will also reduce the risk of
business failure. Information such as forecasts will help
with this

A good business plan will also identify the
resources needed in order to run effectively. E.g.
a café would need a chef, ovens, tables, chairs,
fridges etc. in order to run effectively.

Some Resources Are:

WHuman resources; the staff needed for a
clothes shop

UEquipment; For example scissors and a sewing
machine

URaw Materials; for example cloth
UTechnology: such as a till

UVehicles; the company van used for deliveries

Importance Of A Business Plan to Obtain

Finance

If an entrepreneur is trying to obtain finance
from a bank they would want to know how they
intend to pay back the loan. The bank manager in
this case may review the business plan and
scrutinise the forecasts to ensure that the
business will be a success and that they will have
enough finances to pay back the initial loan




Revision Questions

These questions are based around the previous
slides. Test your knowledge to see if you can
answer them!

1. Whatis meant by unlimited liability? [1]

2. What are some of the implications of having
unlimited liability?[3]

3. Whatis meant by limited liability? [1]

4. What are some of the implications of having
limited liability?[3]

5. State the characteristics of the following
types of business start ups:

U Sole Trader [3]
O Partnership [3]
1 Limited Company [3]

6. What are some factors which can influence a
business’ location?[4]

7. What are some of the impacts that e-
commerce has had on the location of a
business?[4]

8. What are some of the strategies that could
be employed in a competitive environment
(3]

9. What is the marketing mix? How would a
business use this? [4]

10. How has the marketing mix been affected by
the introduction of e-commerce / digital
marketing? [8]

11. What is the purpose of a business plan? [1]

12. What items would you expect to find in a
business plan? [4]

13. How would a business plan be used to apply
for a bank loan? [4]

14. What factors of a business plan could be used
to attract possible investors? [3]
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Tips

15.

16.

17.

18.

19.

20.

Which of the following describes a franchise?[1]
O Anindividual setting up their own business
U Anindividual trading under an existing brand

name
O 3 people setting up a business together

Which of the following is a characteristic of a Private
Limited Company?[1]

O The ability to sell shares on the stock market

O Unlimited liability

O Shares can not be bought by the public

What is the maximum amount of people that can be
in a partnership business [1]

a 2

a 10

a 20

Which of the following is a characteristic of a Sole
Trader?[1]

O Limited liability

O Unlimited liability

O Shares can not be bought by the public

Which of the following is a resource [1]
O Raw Materials

O Sales

 Revenue

Which of the following is NOT a raw material [1]
O Human Resources
O Profit

O Equipment

O Technology

OORE
OO >

For an essay style question use the following tips
to ensure that you are maximizing your marks:

U Read through the question underlining any
key points

U For these types of questions an extended
answer is expected.

U Discuss both the advantages and
disadvantages of the given context

U When discussing a point ensure that you
contextualise your answer. This means give
examples which relate to the scenario

U Remember to give a well reasoned conclusion

Liam is ready to open up his own business selling
sports footwear, he's currently thinking of setting
up as a sole trader or operating under a
franchise. Evaluate whether its better for Liam to
set up as a sole trader or operate under a
franchise [12]
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