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Practice exam question 

Go public or stay private? 
Mark Hage 

Check your answer to the question of p. 29 of the magazine. 

Sample answer 
One risk to a business that remains small like Settle Hydro is that it may be taken over by a larger 
energy provider such as SSE. Settle Hydro currently generates income from 50 homes, so it is unlikely 
to have a sufficiently high profile with potential investors (banks) if it needed to invest in more efficient 
hydro turbines to meet its social objective of providing the cheapest environmentally generated 
energy. Consequently, stakeholders such as shareholders and current customers may believe that a 
takeover offers a better long-term approach to sustainable energy generation. This could eventually 
lead to Amphlett having no choice but to agree to such a takeover, not only risking Settle’s social 
objectives being overtaken by a PLC’s focus on satisfying its wider shareholder and customer 
objectives, but also an increase in electricity prices. 

However, the risk of such a takeover may be considered by Amphlett as very low due to the low level 
of electricity generation at 50kwh and the relatively small number of customers the business serves. A 
business such as SSE may view taking over Settle Hydro as costing more than they are likely to gain 
back, even in the long run from increasing electricity prices. They may also find that customers no 
longer remain loyal to a single supplier as they will likely have access to all providers in the area, thus 
making any such takeover even more unlikely to provide long-term sustainable benefits. 

A further risk to Settle Hydro remaining small is that it is either unable to raise finance to fund growth 
or the costs of such finance remains prohibitively high. If Settle Hydro decided to maximise its 
potential by expanding from an initial public offering (IPO) of shares, this would mean significant costs 
of employing underwriters and legal teams to prepare such a complex launch on the stock market. 
Settle Hydro may not have sufficient funds to undertake this type of funding or incur a large amount of 
costs in doing so, thus reducing the value of such a flotation. Consequently, Settle Hydro may risk 
meeting its social objectives in generating green energy at a low cost to customers, as it would need 
to recoup the costs of the IPO by raising prices to meet the expectations of its significantly expanded 
group of shareholders. 

In conclusion, remaining small and sticking to its social objectives means Settle Hydro may not be 
able to raise sufficient funds in the long term to maintain and enhance its ability to create low-carbon 
and efficient electricity for its small number of customers. However, there are other methods of gaining 
investment, such as venture capitalists, who may see the benefits of the businesses as a relatively 
niche market offering. The business may also be able to fund more green technology through 
alternative methods to create further profits from currently unused electricity generation, such as its 
recent crowdfunding drive to create a way through weirs for salmon swimming to spawning grounds or 
the business’s recent link to the National Grid. Due to its relatively niche market offering and inability 
to significantly grow its customer base, remaining small may negate many potential risks. 
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Sample examiner comment 
Mark: 12/12 (Level 3 — an excellent response fully focused on the question)   

Demonstrates a depth and range of knowledge and understanding of issues regarding the risks to a 
business remaining small. 

Application is applied effectively to the context of the question. 

The answer demonstrates well-developed analysis, giving cause and effect of a range of issues 
impacting a business’s decision to remain small to continue to meet its social objectives. 

This resource is part of BUSINESS REVIEW, a magazine written for A-level students by subject 
experts. To subscribe to the full magazine go to www.hoddereducation.co.uk/magazines 


