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Organisations

An organisation is a collection of people which exists to achieve collective goals and in which behaviour is controlled.

Organisations can be categorised by

based on e.g. turnover, assets, number of employees

o size

e sector private sector : owned by private individuals
public sector : owned by the Government

e activity primary : directly related to natural resources (e.g. fishing, farming, mining)
secondary  : processing of materials e.g. manufacturing
tertiary : services e.g. banking

¢ legal form e.g. whether it is a company with a legal identity separate from its owners

Most of the income in the UK is increasingly generated by

the tertiary sector: PRIMARY
% of Gross Domestic Product TERTIARY SECONDARY
(at factor cost) 1964 1993 ;
PRIMARY 5.8 39
SECONDARY 40.8 28.4
TERTIARY 53.8 67.7
1993
Source : CSO INCOME
The majority of people in the UK are increasingly employed
in the tertiary sector: PRIMARY
% of total employment 1964 1993 TERTIARY SECONDARY
PRIMARY 5.1 1.5
SECONDARY 46.9 25.2
TERTIARY 47.8 73.0
Total number employed 22,357,000 | 21,554,000 1993
Source : CSO, National Income and Expenditure EMPLOYMENT

All organisations transform inputs into outputs:

Transformation process:

INPUTS TRANSFORMATION PROCESS

OUTPUTS

land

e.g. e.g. e.g.
people, extracting, manufacturing, finished
raw materials, assembling, refining, goods
money, adding, designing, and

mixing, combining

services

The aim of organisations is to generate outputs which have a
greater value than the inputs used up. Business organisations
generally value inputs and outputs in monetary terms ;

therefore the aim is usually to generate a revenue which is
greater than the costs i.e. to make a profit.

Competitive advantage: an aspect of the firm’s behaviour or
performance which gives it a competitive edge over its
Competitors, e.g. it may be a lower cost producer, or have a

unique selling proposition (USP), such as being the only
company to deliver to your door the next day.

1 Introduction to Business Studies
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Objectives and influences [ Objectives may include:

Survival in the short run firms may have to sacrifice profit to
survive, e.g. in a price war. Ensuring that the firm
has enough cash is often a priority in the short run

Profit profit is important to reward owners, to invest into
the business and to attract investors

Growth to gain economies of scale and to gain market
power

Customer satisfaction
to increase demand and lead to long term profits

Provide a service to the public
e.g. hospitals, libraries. These organisations may
not make a profit but provide a service to the
community

Increase the share price
this is often important in public limited companies
to make shareholders wealthier

Constraints on decision making

Internal
Factors a firm can control, but which restrict its ability to
achieve its objectives.

External
Factors beyond the immediate control of the firm, which
restrict its ability to achieve its objectives.

Finance - e.g. cashflow, ability to raise finance Political factors - e.g. Government policy

Marketing - e.g. limited salesforce distribution Economic factors - state of economy
Human resources - e.g. numbers, skills, motivation, attitudes Social factors - e.g. social trends, demographics, attitudes

Production - e.g. capacity, quality, flexibility Technology - e.g. rate of charge

Influences on business activity

All firms are influenced by other organisations or by individuals around them. These groups can limit a firm's behaviour and
constrain their activities or help the firm to succeed.

Banking services Advice
Advice i
Taxation / Funding

Amount of lending LaWs == | Central government Regional policy
Interest rates e

/£
Negotiations rzg/ L

I rates

\ L / oca

Industrial action

Represent /

l Local authorities I— Planning permission

N Provision of education

Trade unions i > | The Firm <\ﬂ
. s

employees
& L )
Publicity =—— [
Pressure groups European Union | ——— Ey) girectives
Demonstrations ——— | l

Boycott the product Funding

2 Introduction to Business Studies
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Management process Management skills

Management is about ‘getting things done through others’
(R. Stewart).

It involves deciding what has to be done and how to do it;
and making sure the right decisions are implemented.

PLANNING

Human relations
to be able to deal
with people,
liaise, negotiate,
and motivate

CONTROLLING

MOTIVATING |

Management is a dynamic process - it is ongoing and ever
changing as the challenges, resources and constraints of a
firm change.

Management hierarchy

Owners, e.g. shareholders
Decide overall mission of the organisation,
i.e. what is there to achieve

Senior managers, e.g. Marketing Director
Make strategic decisions.
Decide how to achieve the objectives of the owners

Miadle management, e.g. factory managers
Implement decisions of senior managers.
Decide the best ways of carrying out these plans

First line/supervisory management, e.g. supervisors
Oversee operatives.
Ensure the orders of the middle management are carried out

Operatives/staff
Follow directions of supervisors

Divorce between ownership and control: the managers who Styles of management
control the organisation day to day may have different
objectives from the owners, e.g. the managers may want to

invest to grow whereas the owners may want higher Autocratic: leader tells employees
dividends, i.e. there may be a divorce between their . ) )
objectives Democratic:  leader discusses with employees and

involves them in decisions

Laissez-faire: leader has little direct input; leaves
Mission statement: states the overall aims of the subordinates to make decisions
organisation and its values. The aim is to develop a common
sense of purpose, e.g. the mission might be ‘to be the
world’s best airline’ or ‘to protect and serve’.

Paternalistic: ‘fatherly’ style of leadership; employees
treated as family members; leader tries to
guide them; will tend to decide for them
(‘l know best’)

Objectives: must be quantifiable and time specific, e.g. to
increase sales by 20% over three years.

3 Introduction to Business Studies
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Setting up in business

People set up a business because:
e they want to work for themselves (independence)

e they have been made redundant from their last job
¢ they cannot find another job

e they want to achieve something for themselves (self
actualisation)

® it is a natural progression from a hobby or interest

An entrepreneur is someone who:
e combines resources

¢ identifies opportunities
e takes risks

* makes decisions

People often set up on their own because they have a
bright idea but established firms are not interested,
e.g. Dyson vacuum cleaners.

To achieve the finance to set up a business, individuals often require a business plan.

Business plan: a report showing plans of the business;
often used to attract finance from investors. Businesses
which put time and effort into their business plans, thinking

about the competition and the financial consequences of
their proposals, are more likely to be successful than those
which do not.

The main elements of business plan include:

* adescription of the business - What does it make?
What service does it provide?

e astatement of its aims - what are the aims of the
business in the short and long term?

* amarketing plan - e.g. Who needs the
product/service? Why? What makes it different, i.e.
what is its unique selling proposition (USP)? Who is
the competition? What will the price be?

* alist of key personnel - details of who is setting up
the business (background, experience)

® a projected profit and loss I
® a projected balance sheet I

* a projected cash flow statement

¢ details of the finance required - What will it be used
for? What is the expected rate of return for investors?

Problems setting up
in business:

* raising the necessary finance
¢ finding a good location
* building up a reputation

* building up loyal customers

4 Introduction to Business Studies
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Types of business 1

¢ keeps all the rewards

¢ easy to set up

* privacy of business affairs

In 1993 there were 3.6m businesses in the UK. 2.6m of
these were sole traders or partnerships without employees.

Disadvantages
limited sources of finance
(e.g. own funds)

Sole trader _
An individual who owns the business, e.g. a window cleaner, local shopkeeper, or hairdresser
Advantages
® can make decisions quickly o

unlimited liability, i.e. can lose
personal assets

often has limited managerial skills

no one to share workload with

no one to share ideas with

Partnership

Advantages
e share resources/ideas

* can cover for each other, e.g. during
holidays

¢ more sources of finance than sole trader

® partners can specialise, e.g. one may
specialise in company law, another
may focus on criminal law

Two or more people trading together ‘carrying on business with a view to profit’ (1890 Partnership Act).

A maximum of 20 partners is allowed, except for partnerships in the professions such as law and accountancy.

Disadvantages
* usually unlimited liability

* limited sources of finance
* profits must be shared between partners
* slower decision making than sole trader

* decisions of one partner are binding
on the others

Deed of partnership: a legal document which forms a contract between the partners. It
covers issues such as the division of profits, the dissolution (closure) of the partnership; the
rights of each partner; the rules for taking on new partners.

Sleeping partner: invests in partnership but does not take part in day to day business; has
limited liability. At least one partner must have unlimited liability.

Co-operative

A democratic organisation where all members have one
vote. It's possible to have shareholders in a co-operative, but
the shareholders have one vote each rather than one vote
per share. This means no one member can easily dominate.

There are several types of co-operative, e.g.

a. Worker co-operative: organisation owned by employees.
Employees should be motivated but can have problems
managing themselves,

b. Retail co-operative set up to benefit consumers, e.g. the
CO-OP. Surpluses distributed via lower prices.

¢. Producer co-operatives: these have a central organisation
such as the Milk Marketing Board which buys and sells
products for its members.

Public sector organisations
Owned or directed by the Government; no shareholders.

Examples include the BBC, the Bank of England, the armed
services, and local authority services such as schools, parks,
museums, and libraries. Revenue often comes from the
taxpayer as well as customers. Likely to have social
objectives; not just be profit oriented

Public sector organisations may be:
a. public corporations: these can be set up by Royal Charter
e.g. BBC

b. nationalised industries: these are set up by Act of
Parliament e.g. Post Office.

Non profit organisations, e.g. charities such as
Oxfam, sports clubs, or societies; non profit objectives: often
have voluntary workers.

S Introduction to Business Studies
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Types of business 2

Companies

A company has a separate legal identity from its owners.
A company owns assets, and it can sue and be sued.
A company is owned by shareholders. Shareholders have

limited liability - i.e. they can lose the money they have
invested in the business but not their personal assets.

Forming a company

memorandum of association
includes:

name of company
company objectives
location of registered office

the amount of capital a company
has and the number of shares

articles of association
internal rules of company

e.g. rights and duties of directors,
+ rights of shareholders, types of
share, method of electing directors

sent with a Statutory Declaration (which states that the company has
followed the regulations of the Companies Acts) to the Registrar of
Companies who sends back a Certificate of Incorporation

Private company (Ltd)
¢ must have ‘Ltd’ after its name

¢ restrictions can be placed on
sale of shares

* not allowed listing on stock
exchange

¢ not allowed to advertise their
shares

* usually smaller {(although some
are large e.g. Littlewoods)

Public company (Pic)
¢ must have PLC after its name

* can be quoted on Stock
Exchange

* minimum £50,000 authorised
share capital

» shareholders have right to sell
their shares to whoever they
want

* uysually larger

Ltd Plc

‘Flotation’: process of becoming a PLC
To become a plc, i.e. to float, a company must:

produce a prospectus giving details about
the company, e.g. its activities and accounts
meet the requirements of the Company Acts
and the Stock Exchange

All companies: must produce a
set of accounts for each shareholder;
a copy of the accounts is kept at
Companies House. The annual report
and accounts must include: a balance
sheet, profit and loss, a cash flow
statement, a directors’ report, and an
auditor’s report. The annual report of
a PLC is more detailed than a Ltd’s.

Being quoted on the Stock Exchange
* provides access to more investors

¢ raises the profile of the company,
and attracts more media attention

but

* the process of becoming quoted
(flotation) can be expensive and
time consuming

* there is no control over the sale of
shares by investors - this makes the
PLC vulnerable to take-over

* PLC’s have to reveal more
information than Ltd’s

Some firms have become a PLC and
then returned to being a Ltd e.g.
Andrew Lloyd Webber's Really
Useful Group, and Richard Branson
with Virgin.

There are about 1m limited liability
companies in Great Britain {(excluding
Northern Ireland).

British Petroleum
Sheli

Glaxo Welcome
HSBC

British Telecom

kL=

Five largest public companies in UK:

Market Capitalisation £m April 1996
33,434
29,304
27,752
26,101
23,371 Source : Sunday Times 14/4/96

Shareholders elect
Directors who oversee
Managers

What is the value of a
company?
Market capitalisation: market value of

company; market price of shares x
number of shares

Book value: value of company as
stated in its accounts,

Directors : elected by shareholders; oversee managers to
ensure they are working in the interests of the shareholders; the
directors are the ‘watchdogs’ of the shareholders; the directors
are responsible for the overall strategy of the company, subject
to approval by the sharehaolders; their conditions of
appointment and powers are stated in articles of association.

annual returns.

Non executive directors are - part timers who have no day to
day involvement (no executive powers) in the organisation

Company Secretary : company official with responsibility for
maintaining a register of shareholders, notifying shareholders
of annual general meeting, and preparing the company’s

6 Introduction to Business Studies
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