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Marking Criteria:
We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
		Assessment 1
	

	Q. 1:  Short questions:
	



i. What is meant by Exim policy? 

The economic environment depends on factors like the economic conditions, economic systems and government economic policies.
Government economic policies include EXIM Policy which is the export / import policy of the government. It is also known as the Foreign Trade Policy.  Laws related to the exchange of goods or services involved in international trade including taxes, subsidies, and import/export regulations. Such policies target to increasing the export of a nation and decreasing the import which would benefit the nation and help its growth and economic prosperity. Increasing net exports will lead to domestic production expansion, which in its turn will increase domestic income and employment.


ii. Identify the types of non-economic environment in the following cases: 

(a) Demand for new clothes increases during festive session. – 

Social Environment

(b) Computer has outdated typewriter. –

Technological Environment

(c) Sugar factories are being set up where sugarcane is grown abundantly.- 

Natural Environment

(d) Availability of skilled labour in a particular region. –

Demographic Environment

iii. How does demographic environment of business influence the business activities?
 
Demographics play a crucial role in the success of businesses. Demographic environment relates to the size, density, distribution and growth rate of population which indicates the general characteristics of the population in a specific region. Learning consumer characteristics helps a business owner identify what products and services to create and how to market them as such factors have a direct bearing on the demand for various goods and services. These characteristics include purchasing power, type of residence, means of transportation, family status, income level and educational level. For example, income is one demographic variable that can affect businesses. A company's products usually appeal to certain income groups. For example, premium products such as high-end women clothing usually appeal to women with higher incomes. On the other hand, people with comparatively lower incomes are more sensitive to price and, therefore, may prefer purchasing discounted products. People with lower income have less disposable income. Value is a major determinant in the products they purchase. Hence, a company may best reach lower-income people through discount retailers and wholesalers and attract higher-income buyers in specialty retail shops.


iv. Describe the importance of business environment for a business firm. 

Each business firm has to exist, survive and grow in relation to certain forces of the business environment. When businessmen have no control on such forces, they have to adapt their businesses according to these forces. Analysis of business environment is necessary for the survival and growth of the business enterprise. Proper understanding of the social, political, legal and economic environment helps business organization make realistic plans and ensure their effective implementation. Such enterprise is likely to succeed in achieving its goals smoothly and consistently.

For example, understanding of business environment can help:

1. Identify business opportunities and threats: 
Business environment provides many opportunities to the firms to improve their performance. The firms which are able to scan these opportunities at an early stage get maximum benefit and can leave their competitors behind. Identification of threats on a timely basis allows the management to come up with solutions to mitigate any potential risks and be prepared to meet the challenges successfully.
2. Give Direction for Growth: 
It enables the businesses to identify the areas for growth and expansion of their activities. 
3. Continuous Learning: 
Environmental analysis makes the task of managers easier in dealing with business challenges. The managers are motivated to continuously update their knowledge, understanding and skills to meet the predicted changes in realm of business. 
4. Image Building: 
Environmental understanding generates a feeling among public that business is sensitive and responsive to its environment. This helps in building the image or reputation of the firms. Environmental understanding helps the business organizations in improving their image by showing their sensitivity to the environment within which they are working. 
5. Meeting Competition: 
It helps the firms analyze the competitors’ strategies and formulate their own strategy accordingly. 
6. Identify Firm’s Strength and Weakness: 
Business environment helps to identify the individual strengths and weaknesses in view of the technological and global developments

v. Explain the social responsibility of business towards different groups. 

Major responsibility of business towards different sections of society relates to  employees, owners, consumers, government, shareholders, community as well as  environment.
Business depends on society for inputs like money, labour, skills and also for market where products have to be sold to the customers. The business depends on society for existence, sustenance and encouragement.
Being so much dependent on society, business also has a definite responsibility towards different segments of society. Though profit making is one of main objectives of business, it also has to satisfy employees, consumers, government, community and shareholders.
· No Enterprise can be successful without the whole-hearted cooperation of the employees. Responsibility of business towards employees is in the form of training, promotion, proper selection, fair salaries, safety, health insurance, worker’s education, comfortable working conditions, participation management, etc.
· Business is accountable towards owners as well as managing business profitably, ensuring fair and regular return on capital employed, consolidating financial position of business, guaranteeing capital appreciation so as to enable the owners to withstand any business contingencies.
· Responsibility of business towards consumers extends to:
Product:  quality goods should be produced and supplied. Distribution system should make goods easily available to avoid artificial scarcities and after sales service should be prompt. Buying capacity and consumer preferences should be taken into consideration while deciding the manufacturing policies. The care must be exercised in supplying the goods of quality which has no adverse effect on the health of consumers.
· Marketing: To avoid being misled by wrong claims about products through improper advertisements or otherwise, the consumer should be provided full information about the products including their adverse effects, risks and care to be taken while using the products.
· A number of legislatives are formed from time to time by the government for proper regulation and control of business. Businessmen should comply with all legal requirements, execute government contracts, pay taxes honestly and in time, make services of executives available for government, suggest measures and send proposals to enact new laws for the business.
	A number of taxes are imposed on business for collecting revenue. 	Businessmen should pay various taxes in time and help government in 	collecting funds. They should not resort to tax evasions rather declare their 	incomes honestly and correctly.
· Responsibility of business towards community and society includes spending a part of profits towards civic and educational facilities. Every industrial undertaking should take steps to dispose of Industrial wastes in such a way that ecological balance is maintained and environmental pollution is prevented. Rehabilitating the population displaced by business units should also be part of responsibly of business. Business houses should set up units at those places where sufficient space is available for housing colonies of workers. The promotion of small scale industries will help not only nation but will also help in building up a better society.
· Business should protect the environment which has acquired great importance all over the world. Business can discharge the responsibility of protecting environment in following ways:
Preservation of Natural Resources - scarce natural resources should be used very carefully as these are depleting at a very fast rate. The alternative sources can also be found out to save natural resources like to save forests alternative to wood and pulp can be found, the use of coal can be reduced by alternative source of energy.
Pollution Control - appropriate steps should be taken to prevent environmental pollution and to preserve ecological balance. The industrial waste should be disposed off carefully or if possible can be recycled to minimise pollution. The toxic wastes, excessive noise, chemical pesticides, automobile exhaust etc. need to be checked from time to time.

Q.2.	Legal environment is one of the essential areas to concentrate on while starting or working on any business. Discuss

Legal environment refers to the terms and conditions of the place where business is being conducted - the relevant laws and regulations under which the business operates.
From the business side of the issue, the legal environment generally has three distinct characteristics:
· The domestic laws of the home country
· The domestic laws of each of the foreign markets
· International law in general
Legal systems vary from country to country. Domestic laws govern marketing within a country, e.g. the physical attributes of a product will be influenced by laws (designed to protect consumers) relating to the purity, safety or performance of the product. Domestic laws might also constrain marketers in the areas of product packaging, marking and labeling, and contracts with agents. 
The legal and regulatory environment plays a very crucial role in determining the success of any businesses. The government imposes taxes among other regulatory measures to promote economic growth and to cushion consumers from exploitation. Therefore, before establishing or when running a business, it is imperative to understand the role of regional tax measures and regulatory measures to determine how they affect the business.
Understanding legal and regulatory measures also helps to adapt to one’s business environment and to account for all the regional economic analysis.
Tax
Tax is one of the legal and regulatory factors that affect business. Tax codes may vary from one country to another and from one region in a country to another. They can support a business while other tax restricts certain business operations. The government can also increase or reduce taxes to promote or control economic growth. Increase in tax can affect a business negatively because it reduces consumer spending and vice versa.
It is also essential to note that tax come in form of income tax, individual income tax, corporate income tax, gross receipts tax and fiscal balance tax among others. Therefore, as a business person, it is wise to understand the kind of tax imposed in your location, population and the criterion used to run your business smoothly and profitably.
Trade policies
Trade policies also affect business. They include tax policies, monetary policies, fiscal policy, government policy, regulatory policy and property rights policies. These policies can allow for business growth or prevent growth of business. For example trade policies can prevent free trade in a specific area. Establishing a business under strict trade policies can mean trading in losses.
A country whose legal system is effective and works smoothly attracts foreign investors and groups, whereas one with glitches in the legal system, and one that is faced with corruption can turn away many investors.




Case Study

William Simpson opened a news agency as a sole trader in 1998 with the help of his wife. He had previously worked for a super market but wanted a new challenge. It cost him £7000 to set up but he was left to work long hours when his wife fell ill. He employed an assistant manager but the shop began to lose money.

1. Using examples from the case study or from your own knowledge , explain the meaning of ; 

A) limited liability company b) partnership 

A) Limited Liability Company - LLC
[bookmark: _GoBack]A limited liability company (LLC) is a corporate structure whereby its owners, called members, have "limited liability," meaning that under most circumstances, they cannot be held personally liable for the company's debts or liabilities.  For example, if an LLC is forced into bankruptcy, then the members will not be usually required to pay the LLC's debts with their own money. If the assets of the LLC are not enough to pay off the debts and liabilities, the creditors generally cannot look to the owners for payment. Their debt was with the LLC, not the people that own the LLC.
Like a corporation, an LLC is a separate and distinct legal entity. This means that an LLC can get a tax identification number, open a bank account and do business, all under its own name. The primary reason an LLC is selected as an ownership structure is to limit the principals' personal liability. An LLC is often thought of as a blend of a partnership, which is a simple business formation of two or more owners under an agreement, and a corporation which is afforded certain liability protections. An LLC is a more formal partnership arrangement requiring articles of organization to be filed with the company registrar of that particular state, free zone or country where the company was incorporated and registered. An LLC is much easier to set up than a corporation, and it provides more flexibility along with the protection. However, creditors may be able to pierce the corporate veil of an LLC in cases of fraud or when legal and reporting requirements haven’t been met.
The primary difference between a partnership and an LLC is that an LLC is designed to separate the business assets of the company from the personal assets of the owner, which has the effect of insulating the owners from the LLC's debts and liabilities. An LLC functions similar to a partnership in that the profits of the company pass through to owners’ tax return. Losses can be used to offset other income, but only up to the amount invested. The LLC only files an informational tax return.
In terms of the sale or transfer of the business, a business continuation agreement is the only way to ensure the smooth transfer of interests when one of the owners leaves or dies. Absent a business continuation agreement, an LLC must be dissolved in the event of a bankruptcy or death of a partner.
b) partnership – 
A partnership is an arrangement in which two or more individuals share the profits and liabilities of a business venture. Various arrangements are possible: all partners might share liabilities and profits equally, or some partners may have limited liability. Not every partner is necessarily involved in the management and day-to-day operations of the venture. In some jurisdictions, partnerships enjoy favorable tax treatment relative to corporations. In a broader sense, a partnership is any cooperative endeavor undertaken by multiple parties. These parties can be governments, non-profits, businesses, individuals, or a combination, and the goals of the partnership can vary widely. There may or may not be a written agreement governing the partnership, but it is generally a good idea to lay out specific terms at the outset, so that disagreements can be settled according to predetermined rules. In some cases such an agreement is legally required.
Within the more narrow sense of a for-profit venture undertaken by two or more individuals, there are three main categories of partnership. In a general partnership (GP), all parties share the legal and financial liability of the partnership equally. In other words, the individuals are personally responsible for the debts the partnership takes on. Profits are also shared equally, in principle, but the specifics of profit sharing will almost certainly be laid out in a partnership agreement.
Limited liability partnerships (LLP) are a common structure for professional firms, such as accounting, law and architecture firms. This arrangement limits partners' personal liability, so that, for example, if one partner is sued for malpractice, other partners' individual assets are not at risk as a result. Some law and accounting firms make a distinction between equity partners and salaried partners, who are more senior than associates but do not have an ownership stake in the partnership. They are generally paid bonuses based on the firm's profits, but this is not required or guaranteed.
Limited partnerships (LP) are a hybrid of general partnerships and limited liability partnerships. At least one partner must be a general partner, with full personal liability for the partnership's debts, while at least one partner's liability must be limited to the amount he / she has invested in the partnership. Sometimes referred to as a silent partner, this partner generally cannot participate in the management or day-to-day operation of the partnership, such partner must have a limited role to enjoy limited liability. 
2. Describe the advantages of being a sole trader 

A sole trader or sole proprietor is a business owned and controlled by one person who takes all the decisions, responsibility and profits from the business he runs.

Advantages of being a sole trader are:

· Control – Sole traders maintain full control over daily and strategic decision making.
· Profit retention – Sole traders retain all the profits of their business.
· Private data – Information about sole traders is kept private, unlike that of limited companies which is necessarily made public after registration with Companies House (UK). While anyone can inspect a limited company’s published accounts, a sole trader’s financial information is kept private. That may mean that competitors have less information from which to see how you’re faring and identify the secrets of your success. 
· Personal – due to the fact that there is no need to confer with other decision makers, sole traders can make decisions quickly and act on them swiftly, providing for the needs of their customers.
· Less regulations - A sole trader does not need to complete many of the forms and accounting information that limited companies need to produce. Annual accounts help prepare the annual self-assessment tax return where sole trader declares its annual profits and tax liability.
· No need for annual general meeting – being a sole shareholder there is no need to hold a general meeting and report on company profits and losses to other stakeholders.
· Lower accounting costs - Accountants / auditors generally charge less for company accounts and advice because there is less work to undertake. You just need to complete a profit and loss account rather than a balance sheet and cash flow (although it's worth preparing these last two on a regular basis to manage your business).

3. Point out the reasons why a third of sole traders cease trading within their first year of trading? 

Besides all the advantages of being a sole trader there is a list of disadvantages which makes it hard to run the business being solely liable and responsible for all business decisions, expenses, debts, etc.

Image of the company plays a big role in company reputation. Sole shareholding may create an image of a small company / business which might be less attractive to customers, therefore, creating less demand for offered products.

Main disadvantage is that the owner of the business is solely liable for any consequences of business failure or any other liability. Debts of the company are debts and responsibility of the shareholder. 

Business continuity plan risk – in case of sickness or emergency there is no one to take over to run the business.

Capacity to raise capital is limited. When company is at risk partners can pool additional capital providing required financial resources to run the business to cover basic operational expenses. Being a sole trader deprives such opportunity.

Sole shareholding is time consuming as one person is responsible for day to day operations. Therefore, lack of rest and stressful work might affect one’s health condition as well as private life.
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