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At Jacaranda, we are deeply committed to the ideal that learning brings life-changing
benefits to all students. By continuing to provide resources of exceptional and
proven quality, we ensure that all VCE Business Management students have the best
opportunity to excel and to realise their full potential. Key Concepts in VCE Business
Management Units 3 & 4, Fourth Edition comprehensively covers the requirements of
the revised study design 2017-2021.

The eBookPLUS, an electronic version of the text and complimentary set of tar-

geted digital resources, is available for students and teachers, and contains:

Each chapter begins with an introduction
that grabs students’ attention, providing a
snapshot of what the chapter is about.

,i—o

The key knowledge and key skills from
the VCAA VCE Business Management
study design are included, together with a
real world case study that helps students
understand Business Management theory.

1 2 Types of businesses — sole traders and partnerships
O

° KEY CONCEPT There are a number of types of businesses, including sole traders and partnerships.

Each type of business has certain advantages and disadvantages.

the full text online in HTML format, including PDFs of all topics

eLessons featuring video interviews with industry professionals that help students
apply key concepts to real-world business scenarios

a glossary, crossword and missing word glossary quiz for each chapter
school-assessed coursework designed in Microsoft Word for easy customisation
weblinks to key business bodies and up-to-date data and statistics

links to studyON.

0 n
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The nature of management

WHY IT IS IMPORTANT

QO What is management? Many business writers have asked this question and many diferent theories
have been composed on the topic. You might believe that a manager s the boss or the person in
charge of a business. It s widely accepted that management is the process of eficently and effectvely
coordinating all th efforts of people and other available resources o achieve business objectives.
There is no doub that management has a signifcant role o play in the success of a business. In this
chapter, you willbe studying areas of management responsibity, how managers use a range of styles
and skils when managing a business, corporate culture and the relationship between each of these.

WHAT YOU WILL LEARN
Key knowledge
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All key knowledge points from the
VCAA VGE study design are broken
down into key concepts — highly visual,
digestible, lesson-based sections.

# DID YOU KNOW?

Sole trader
A sole trader

B UNIT3 + Managinga business

Link to studyON, an interactive and highly
visible study, revision and exam practice
tool for instant feedback and on-demand
progress reports.

# DID YOU KNOW?
Agar it cont

i

Two levels of questions, Test your
Understanding and Apply your
Understanding, encourage students

to practise and apply the concepts they
are studying.

by the ATO.

TEST your understanding & APPLY your understanding
1

6 fine:
(@) fve examples of sl adersor partnersips that would
ot have o egiter thirbusinss name

(@) ulimited lbilty
{b) shareholders.
2 [
partnershp.
3

0
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7

register a business name? and he employs two cooks, one full me and one part
time. cont
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@
artangemen that he does ot have a5 a soe trader?
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eBookPLUS references link out to
targeted digital resources including
weblinks and eLessons.

|
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APPLY YOUR SKILLS Managing materials, quality and waste minimisation

High-quality paper envelopes business
Ask your teacher ifyou can complet this acivity during class. The aim of ths activiy
isto put your theoretical undersanding of business management into pracica use, a5
you s problems and make operations management decisions.

Instructions
————————————— 1 Amrange your clss into groups of three or four. Each of these teams will become
Waterials required business
A4 gaper 2 Your business has 10 minutes to produce as many ‘high-quality paper envelopes
s as passible. The [ollowing diagram shows you how 10 constructa simple envelope

rom At paper. You are welcome to develop your own design, add colour o
individual flai, but remember ... tme i crtca

3 Before you begin, allocate responsibiltes o the members in your team/business.
T might be good if someone becomes the CEO. You might also ned a quality

‘manager and a materials manager. Make sure each team members role s clear.

4 Start producing the envelopes. Hurry you have only 15 minutes

5 The winner is the business with the most envelopes. Allernativly; the winner
could be the team with the highest quality envelopes. Aftr finishing the activiy,
complete the questions

G sde we

Fld e o down. Vol
You ave  hih qualty
paser evelope.

and g sides).

How 1 make high-quaity paper envelopes

TEST your understanding APPLY your understanding
1 7

dentify

2 Was 0
12 implemen i order to reduce production coss and operate
3 What responsiiitydid each team member in your in a sustainable manner.
group have? 8 To improve the efiiency and effectiveness ofyour
o sy groupmare o it oo perations, one strategy you could introduce woul be the

5
ingach anviope o
6 (3 What were the

in your business?
il

productivty?

[ abusiness

Extend your Knowledge sections challenge
and extend student understanding using real-life
case studies of today’s business people. Review
questions follow each case study.

CHAPTER 6 REVIEW

Dedicated Apply your Skills sections give students practice in
acquiring the key skills from the study design. Real-life Australian
case studies allow students to contexualise their understanding.

The relationship between

EXTEND YOUR KNOWLEDGE &35 ranaeen

positive corporate cuiture

and related

Oneof he bes ways o mprove  businesssprduciiy i 1 g cmployes e
iy e e o o g o i oy e Gy
invaled in, <0 cmployees who have an put n the decon-makin
b businss (61 0 be ot commiied: prdctve and ceae. ieuswe and
b pracices that

often talked about, but rarely practised — this proces is more diffcull and takes
longer than traditional management techriques

nther tend i to uctre busineses around the neecsof e empleyes. This
may mean allowing fleible working haurs, or encouraging employees (o work in
teams and set heit own goals. Semco i a company that has led the world with ks
commitment to participatve work pracices.

Semco — wo participation in action

A leader who fails i
more than twice to

meet the ds
expected of them
by employees wil
he sacked.®
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62 UNTS « Managinga busiess

Digital docums

e The concept of business change

romtis chaptar.

Key performance indicators as sources of data to evaluate the
performance of a business

- Al businesss measur i o

 Bsisse seo 1 et ey ard fctones,

- Perfomanc s asessed singkay prformanc nicators

— level fstaff urnover
~ level of was

~ number ofcustomer conplants
~ number of warkpace accdents.

market eader.

Key principles of the Force Field Analysis theory

- AForce Fied Aralysts requires an acton plan.

Driving forces for change in business

- The man diving forcesfor change Inclue:
s (want the business 1 remain proftable and competitve)

ompetiors fear ofoss to a il f the change
\w\s\al\m e o il It syt i)

 obatsation e ned o compete i vrseasbusnesses)
~ technology (stay up-to-date o risk fallog behing)

- inovation the driveand desire

— societal atitudes (1 need o reflect what society vales),

Restraining forces in business
- Restaning forces vork against
e man s o Teocanc ocaros e

 tm cther poo tiing o ack f tme)

~ legislaton estictions laced on certainoperatona practces)

The key principles of the Generic Strategies approach to
strategic management

 Porte dentifed e compotte forcos:

~ thebargaining power ofsupplers
~ the ivaly among eising competors.
 Change can be managed utising generc trategis:
= costleadersip stratagies
~ Giferentiation sategis.

. Digital documents
TEST your understanding Wiasing o shossary aule
1 Whatis meant by th tem “ansforming abusiness”? st your ke of ey s
! fom s chapir
Searchight I: doc-19091
 Define h oy poromance o o
5 List and briefly outline three of each of the following: Crossword

ook yourundertandeg by
compltng tiscrosonordon key

a) rivingfrces for change
) restraiing orcesfo crange.
6 Distinguish,
7

8 Distinguish between effcency and effectveness.
9 List the key performance indicators that may lad fo change.
10

"
12 Explain what s meant by a Frce Field Analyss.

14 Listthe 5 steps ina Force Field Analysi.
15 Defing imovation as a force fo change.
6 Outine three of the five compefitive forces.

”
advantage.

APPLY your understanding
18
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disempower thei taf wil ltimately fal”

a) Identy the main reasons for emploee resstance o change.

changes in the workplace.
18 ' esponse to dta,
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CHAPTER & + Revieuing performant

Searchlight D: doc-19002

e the full eBookPLUS

The eGuidePLUS is available for teachers and contains:

* a work program to assist with planning and preparation

¢ school-assessed coursework — application task, and modelling and
problem-solving tasks, including fully worked solutions

* two tests per topic with fully worked solutions.

‘Tl provided orestor readen s structured i St
morsrespensoyor "“W“"“ o n that et s i -

8 now completely n abministrae coe at by er-hvras
el e el o reemscn e
‘employee partic e and a foous. s or satelte businesses
e e
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TEST your understanding EXTEND your understanding

1 m Somcs?
Semco. 7 B now e G wih oo o o a0l

2

Why doesSemco rain eah empoye in account Sepect What Somco does
4 Whatwoul t e ke o wark at Semco nafer wards, Decisan makng | St prtapee 1 deison making
descre the corporat culture at Semca)? Conmunicating
5 Descrbe how Semca'sbusiness I truclued. Leaing
Vaies

Each chapter review contains

a summary and review questions,
as well as school-assessed
coursework tasks

— A glossary, crossword and missing

word quiz activity for each chapter, are
available in the eBookPLUS.

The studyON Sit Exams provide the
past three official VCE exams in an
online format. Previous exam questions
are also linked to specific concepts
throughout the product.
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About eBookPLUS

Access your online Jacaranda STEP 10 Go to www.jacplus.com.au

and create a user account.

resources anywhere, anytime, from STEP 20 Enter your registration code.
any device in three easy steps:

STEP 3 © |Instant access!

eBookPLUS is an electronic version of the studyON is an interactive and highly visual online
textbook, together with a targeted range of study, revision and exam practice tool designed to help
supporting multimedia resources. students and teachers maximise exam results.

eBookPLUS features: studyON features:

° eBook — the entire textbook in e Z\\ Concept summary screens provide concise
electronic format Y/ explanations of key concepts, with relevant examples.

Digital documents designed for easy Access 1000+ past VCAA questions or custom-
customisation and editing J authored practice questions at a concept, topic or

Intorachvitieslcl o e e entire course level, and receive immediate feedback.

students’ learning Sit past VCAA exams (Units 3 & 4) or topic tests

eLessons — engaging video clips and (Units 1 & 2) in exam-like situations.

supporting material Video animations and interactivities
demonstrate concepts to provide a deep

Weblinks to relevant support material on
understanding (Units 3 & 4 only).

the internet
All results and performance in practice and
sit questions are tracked to a concept level to
pinpoint strengths and weaknesses.

eGuidePLUS features assessment and curriculum
material to support teachers.

Go to www.jacplus.com.au Minimum requirements

and select the Help link. JacarandaPLUS requires you to use a

¢ Visit the JacarandaPLUS Support Centre at supported internet browser and version,
http://jacplus.desk.com to access a range of step-by-step otherwise you will not be able to access
user guides, ask questions or search for information. your resources or view all features and

e Contact John Wiley & Sons Australia, Ltd. upgrades. Please view the complete list of
Email: support@jacplus.com.au JacPLUS minimum system requirements at
Phone: 1800 JAC PLUS (1800 522 7587) http://jacplus.desk.com.
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UNIT 3

MANAGING A

Introducing a corporate manager

Naomi Milgrom (pictured below) is the chief executive
officer (CEO) of ARJ Group Holdings Pty Ltd. While you
may not have heard of this privately owned company,
you may know the retail chains that it operates: Sussan,
Sportsgirl and Suzanne Grae. The ARJ Group employs
almost 4000 staff and sells a wide range of women’s wear to
women of all ages. In 2015, the company earned revenue
of over $475 million. Milgrom, widely recognised for her
contributions to the fashion and retail industries, has steered
the company through good times and bad.

Milgrom is an experienced manager and business
woman. In 1999, she bought the then ailing retail chain
Sportsgirl — which had been losing money for five
years — and transformed it into a profitable business
by the year 2000, and then to the lucrative business it
is today. Milgrom believes the secret to running a suc-
cessful business is the people within the business — the
employees. She has been quoted as saying, ‘talented people
in the right culture, with the right coaching and devel-
opment, can provide a competitive edge that an organi-
sation is looking for’. She also believes that an autocratic

BUSINESS

management style is no longer appropriate and managers
who are focused on, and exclusively concerned with, cost
and profit (the bottom line) are ineffective. Employees are
important to Milgrom’s business, as is adapting to changes
in the economy and consumer trends to keep the business
flourishing.

AREA OF STUDY OUTCOME

1 Business foundations

Discuss the key characteristics of businesses and stakeholders, and analyse the relationship
between corporate culture, management styles and management skills

2 Managing employees

Explain theories of motivation and apply them to a range of contexts, and analyse and evaluate
strategies related to the management of employees

3 Operations management

Analyse the relationship between business objectives and operations management, and propose
and evaluate strategies to improve the efficiency and effectiveness of business operations

VCE Business Management Study Design extracts © VCAA; reproduced by permission.
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The nature of business

WHY IT IS IMPORTANT

There are approximately 2.1 million businesses in Australia. Of these, the vast majority are sole
traders and partnerships. If you look around your local area you will see plenty of examples

of businesses. Some are considered small because they have fewer than 20 employees. They
might be sole traders and partnerships. There are also companies, social enterprises and
government business enterprises. Have you ever heard of Wesfarmers? It is one of Australia’s
largest companies and any one of its 210 000 employees might work for Coles, Bunnings,
Officeworks, Target, Kmart or one of Wesfarmers’ coal, energy, fertiliser or insurance interests.
All of these different types of businesses have some things in common. They have objectives and
all have stakeholders with vested interests in the business. In this chapter, you will be studying
the types of businesses as well as the various objectives and stakeholders they have.

WHAT YOU WILL LEARN

Key knowledge
Use each of the points below from the Business Management study design as a heading in your summary notes.

Types of businesses including sole traders, partnerships,
private limited companies, public listed companies, social enterprises
and government business enterprises

THE NATURE OF

BUSINESS

Characteristics of stakeholders Business objectives including
of businesses including their to make a profit, to increase
interests, potential conflicts market share, to fulfil
between stakeholders, and a market and/or social need
corporate social responsibility and to meet shareholder
considerations expectations

Key skills

These are the skills you need to demonstrate. Can you demonstrate these skills?
 define, describe and apply relevant business management concepts and terms

e analyse case studies and contemporary examples of business management

e interpret, discuss and evaluate business information and ideas

 apply business management knowledge to practical and/or simulated business situations.

VCE Business Management Study Design extracts © VCAA; reproduced by permission.
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Many of Australia’s businesses are household names. You may have heard
of the National Broadband Network in the media. What you may not know
is that NBN Co Limited, a company established by the government, was
created in 2009 to design, build and operate the infrastructure (basic
facilities, services and installations) that will enable advanced digital
services to be provided to Australians.

NBN Co is a government business enterprise (GBE). This means that
it is owned by the Federal Government. Currently, NBN Co employs over
3000 people and has estimated that thousands of local jobs will be
created as they continue to build the $38 billion network.

The National Broadband Network is the largest infrastructure project
in Australia’s history to date. It has to be carefully designed and executed
to ensure it delivers maximum value to customers. When the National
Broadband Network is finally completed, it will allow people and
businesses to access high-speed broadband services all across Australia.

W

The National Broadband Network, managed by a government
business enterprise, will benefit all Australians.



1 Types of businesses — small, medium-sized and large

m B businesses

KEY CONCEPT Businesses come in many different sizes — small, medium, large or somewhere
in between.

Just like soft drinks, businesses come in three different
sizes: small, medium and large. They also come in different
flavours; that is, they can be classified according to the dif-
ferent parts of the economy that they operate in as well as
to the particular good or service that they produce.

Small, medium or large?

While there is no one universally accepted definition of a small, medium or

large business, a number of measurements can be used to determine the size

of a business, including:

¢ the number of employees (those who are hired to do work for the busi-
ness) — a large number of employees, for example, will suggest that a
business is large. Many small businesses in Australia have no employees,
as the owner or owners operate the business on their own. The Australian
Bureau of Statistics (ABS) refers to these businesses as ‘non-employing’.
A small business is defined by the ABS as one that employs fewer than
20 people. A medium business is considered to be one that employs 20
or more people, but fewer than 200 people; a large business is considered
to be one that employs 200 or more people.

¢ the number of owners (of the business) — for example, if a business is a
sole trader (a type of business that has one owner), it is likely to be small.

What size shoe do you wear? Businesses, like
shoe sizes, often cannot be categorised simply as

small, medium or large. Medium and large businesses tend to be companies with many owners
(or shareholders).

Shareholders (or members) are ¢ the legal structure — for example, is the business set up as a sole trader,

the owners of a company. partnership or company?

¢ the amount of revenue earned — for example, a large business will earn
revenue of several million dollars annually. The Australian Taxation
Office (ATO) defines a small business as one that has less than $2 million
in annual turnover (the money received from sales).

Revenue is the income that a
business earns from the sale of
goods and services to customers.

Assets are items of value  the amount of assets owned — for example, the Australian Bureau of
owned by a business. Statistics (ABS) has historically defined a large business as one that has
Market share is the proportion of total assets worth more than $_200 million . . .

sales in a given market or industry that  market share (the proportion of total sales in a given market or industry
is controlled or held by a business, that is controlled or held by a business) — a small market share, for
calculated for a specific period of time. example, may suggest that a business is small.
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We've looked at a number of measurements for distinguishing the size of a busi-
ness, but there are many other factors that can help us to make a final judgement
about the size of a business, such as:

who makes most management decisions, such as who to hire, what to produce,
how to advertise a product? — if it is the owner, then the business is most likely
small. By comparison, managers working on behalf of the owners typically make
the decisions in medium-sized and large businesses.
who provides most of the capital (finance)? — the owner of a small business is
likely to provide most of the capital. Medium-sized and large businesses are able to
raise large amounts of capital, perhaps by taking on more debt, such as through a
bank loan, or by issuing more shares.
how much of the market does the market control? — a small business will most
likely have little control within the market. Smaller businesses do not usually have a
large share of the total market sales and therefore have less control over such things
as price. If, for example, a business has a monopoly it means they are the only seller
of that product and will be able to dictate price because there are no cheaper alterna-
tives. It is more likely that larger businesses will find themselves in this situation.
is the business independently owned and operated? — small businesses tend to
be owned and operated by the same person, with the owner able to make inde-
pendent decisions. For example, the owner of your local hamburger shop will run
the business, and will not answer to a larger business such as McDonald’s.
how many locations does the business have? — a business that is locally based is
likely to be small. Note that this does not mean that the business will only trade
locally, as many small businesses are able to export products to overseas markets.
Small businesses will be based in the one location whereas a large multinational
corporation (or company) may have offices around the world.
The table below summarises the features, and distinctions between, the different
ized businesses.

Distinctions between small, medium-sized and large businesses

Characteristics Medium-sized
Business type Corner store Services club Woolworths
Local mechanic Motel/hotel Qantas

Hairdressing salon Engineering factory National Australia Bank

Number of employees | Fewer than 20-199 employees 200 or more employees
according to the ABS | 20 employees

business register

definition

Type of ownership Independently owned

and operated by

Owned and operated
by a few people and/or

Owned usually by
thousands of public

usually one or two private shareholders shareholders
people
Most common legal Sole trader Partnership Public company

structure Partnership Private company (numerous)

Decision making Owner responsible for
majority of decisions;
simple and quick

implementation of

Owner basically
responsible for
majority of decisions;
more complicated

Complex decision
making, due to division
of responsibilities
among directors,

decisions decision making senior and middle
with slower management; possibly
implementation, slow implementation of
due to influence of decisions, due to the
directors layers of management

(continued)

¢ DID YOU KNOW?

In June 2015 there were more
than 2.0 million small businesses
in Australia, which represented

97 per cent of all businesses. Most
small businesses employ fewer
than five people, including the
owner, and are often referred to as
a micro business. Further to this,
1.3 million of these businesses are
non-employing — they have no
employees.

CHAPTER 1 ¢ The nature of business 5



1 -1 Types of businesses — small, medium-sized and large businesses

Distinctions between small, medium-sized and large businesses (continued)

Characteristics

Sources of finance

Small

Owner (usually from
own savings or a
loan); difficulty in
accessing loans

Medium-sized

Owners'/partners’
own savings or a
loan and/or private
shareholders; easier
accessibility to larger
loans

Many sources,
including cash
reserves, retained
profit, sale of shares,
and loans from
domestic and overseas
institutions

Market share

Small, usually local
area; not dominant in
the industry

Medium-sized,
due to dominance
within a geographic

Large, especially
for multinational
corporations that

dominate the markets
of many countries

region; some market
dominance

Public or private sector

According to the ABS, just over 2 million businesses were operating in the private
sector in June 2015. The private sector is the part of Australia’s economy that is oper-
ated by private individuals and companies usually for the purpose of making profit.
Businesses such as sole traders, partnerships and companies make up the private
sector. The public sector is the part of Australia’s economy that is operated by govern-
ment. Businesses operating in the public sector are the least common type of busi-
ness, according to the ABS. In 2015 it estimated that there were only 500 public
sector businesses actively trading goods and services. Businesses operating in the
public sector are referred to as government business enterprises (GBEs); these are
businesses that are owned and operated by the government.

Business activity

Businesses can also be classified under the industry sector in which they operate. These
sectors are known as primary, secondary and tertiary, and are determined by the good
or service that businesses produce. Large businesses such as OZ Minerals Ltd are
involved in primary industry (farming, mining, forestry). These are industries con-
cerned with extracting resources directly from nature. Manufacturers such as Kellogg
(Aust.) Pty Ltd operate in the secondary industry (where raw materials are turned
into finished or semi-finished products). The secondary industry takes raw materials
from the primary sector and adds value to them, by processing or manufacturing
materials, or through assembly and construction. The third category is the tertiary
industry, which involves the provision of services. For example, businesses in the
tertiary industry will operate in wholesaling, retailing and transport. Optus is a large
company that works in the tertiary industry. The tertiary sector can be further divided
into the quaternary sector, which involves the provision of information in areas such
as the media, computing, finance, property and education, and the quinary sector,
which involves paid and voluntary domestic services.

Australian businesses can also be categorised by the individual industries that they
operate in. When it gathers data, the ABS will typically group businesses that provide
a particular good or service into 19 industries. These are made up of, for example,
mining, manufacturing, retail, construction, education and health. The table below
shows these industries and the number of businesses operating within each industry
in Australia.

Australia Post is a large business
because it employs more than 36 000
employees and earned revenue of
$6.4 billion in 2014—15. As of June
2015, the business owned assets of
more than $5 billion. Australia Post is
also a government business enterprise
as the Commonwealth Government of
Australia is its sole shareholder. As a
GBE it operates in the public sector, but
it also operates in the transport, postal
and warehousing industries.

Industry is the classification of groups
of businesses related to the particular
good or service they produce.
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Number of businesses by industry in Australia, 2014-15

Number of businesses
operating June 2015

Number of businesses
operating June 2015 | Industry division

Industry division

Agriculture, forestry and fishing 179 549 Financial and insurance services 184 183
Mining 8 067 Rental, hiring and real estate services 234 228
Manufacturing 83489 Professional, scientific and technical services 255 064
Electricity, gas, water and waste services 6063 Administrative and support services 79751
Construction 345479 Public administration and safety 7274
Wholesale trade 76 659 Education and training 27 275
Retail trade 132 382 Health care and social assistance 117 915
Accommodation and food services 87 555 Arts and recreation services 26 127
Transport, postal and warehousing 127 069 Other services 89 341
Information media and telecommunications 19 481 Currently unknown® 34 284

All industries 2121 235

@ This category consists of those businesses that are yet to be coded by the ATO to an industry.
Source: Table 1, businesses by industry division from ABS 81 650, counts of Australian businesses, including entries and exits, June 2011 to June 2015.

5 Outline the key characteristics of the primary, secondary
and tertiary industries.

c TEST your understanding

1 Distinguish between revenue and assets.

2 State whether the following businesses are small, medium
or large, and the reason for your decision.
(@) Qantas employs approximately 33 000 people.

APPLY your understanding

6 Prepare a database of 10—15 businesses that you have

(b) National Australia Bank is an international financial
services company that has customers in Australia,
New Zealand, Asia, the United Kingdom and the United
States.

(c) Brookfarm is owned by Carolyn and Martin Brook; it
produces gourmet macadamia nuts for domestic and
export markets and employs more than 20 staff.

(d) Ripe Maternity Wear was started by two friends in
1996 to manufacture contemporary maternity clothes.
It supplies clothes worldwide, employing no more than
20 staff.

3 Are the following statements true or false?

(a) Large businesses employ a small number of people.

(b) Small businesses do not usually have a large share of a
particular market.

(c) In small businesses, decisions are usually made by the
owners of the business.

(d) A partnership is a business owned by a husband
and wife.

4 Explain the difference between the private sector and
public sector.

No. of Small

dealt with over the past few months — you may have

bought something from them or worked in one. Copy and

complete the table below and then answer the questions.

One example has been entered for you.

(@) What percentage of the businesses in your database
are small? What percentages are medium-sized and
large?

(b) How do the percentages compare with the figures for
Australia?

(c) Provide two reasons for the differences/similarities
between the figures.

Look for articles about small, medium-sized and large

businesses that interest you on the Internet or in

newspapers. Start a file of news clippings or printouts and
write an information page to attach to each article. Include
on the information page the following:

(@) what the article is about

(b) background information about the business

(c) the section of the VCE Business Management course
to which the article relates, e.g. Area of study 1,
Outcome 1.

Medium-sized | Large Industry
business business | sector

Industry
division

Business name | Business activity | employees | business

1 Redbank Café = Food and drink 4 v Tertiary Retail trade

CHAPTER 1 ¢ The nature of business 7



1 -2 Types of businesses — sole traders and partnerships

O KEY CONCEPT There are a number of types of businesses, including sole traders and partnerships.
Each type of business has certain advantages and disadvantages.

& DID YOU KNOW? There are a number of different types of businesses. Three common legal structures
The outcome for Area of Study 1 in used by businesses in Australia are sole traders, whereby an individual runs a business
Unit 3 states that you need to ‘be able on their own; partnerships, whereby a group of people will run a business together;
to discuss the key characteristics and companies, which are owned by shareholders. We will explore both private limited

of businesses’. This suggests that companies and public listed companies in the next section. Each of these structures
you should know the advantages

and disadvantages of each type of has certain advantages and disadvantages. Two other types of businesses are social
business. enterprises and government business enterprises. These are explored in section 1.4.

Sole trader

A sole trader business is a business A sole trader business has one person who owns and runs the business. The owner
owned and operated by one person. may employ other people to work in the business, but the owner or sole trader is the
person who provides all the finance, makes all the decisions and takes all the respon-

@ . sibility for the operation of the business.
This type of business is easy to establish, as the only legal requirement specific to a
Sole traders sole trader is that the name of the business must be registered with the Australian Secu-
m Summary screen rities and Investments Commisssion (ASIC), but only if it is different from the name of
Z:gsﬁ)i?nc:ce the owner. A sole trader is not regarded as a separate legal entity —.that is, the owner
and the business are regarded as the same. This means that if the business is sued, then
m the owner is sued. Also, if the business enters a legal contract, then the owner is the one
“ entering the contract. If the business runs into financial difficulties, then the owner has
the financial problem and is personally responsible for any business debts. This respon-
Unlimited liability means the business ~ sibility is known as unlimited liability, and may involve the owner having to sell personal

owner is personally responsible for assets, such as property or motor vehicles, to pay for the liabilities of the business.
all the debts of his or her business.

r * Personal (unlimited)
Advantages liability for business
debts
 End of business when
e Low cost of entry owner dies

o Difficult to operate if sick
* Need to carry all losses
® Burden of management
¢ Need to perform wide

e Simplest form

e Complete control

e |ess costly to operate
 No partner disputes

e Owner'’s right to keep variety of tasks
eBook all profits o Difficulty in raising
eLesson * Less government finance for expansion

A family business — Fleming’s regulation
Nurseries  No tax on profits, only

Watch this video featuring Fleming’s el il iz

Nurseries and complete the ( ‘ '
attached worksheet. u u

Searchlight ID: eles-1063

Disadvantages

The advantages and disadvantages of being a sole trader

Partnership
A partnership is a business A partnership is a business owned by two or more people. Most partnerships require
owned by a minimum of two and a maximum of 20 partners. There are exceptions to this number, including medical

a maximum of 20 people. practitioners and stockbrokers (allowed up to 50 partners); veterinarians, architects

and chemists (allowed up to 100 partners); and solicitors and accountants (allowed
up to 400 partners). A partnership is similar to a sole trader in that it is not a separate
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legal entity from the partners — that is, the owners and the business are regarded as
the same. Like sole traders, the partners in a business are also subject to unlimited
liability, and so may be personally responsible for the debts of the business.

A partnership can be made orally or in writing, or by implication (that is, if two
people set up a business together without a legally binding partnership agreement).
A written partnership agreement is not compulsory, but it is certainly worthwhile if
disputes arise. A partnership agreement usually has a standard set of conditions (see
below).

Limited partnerships were introduced to allow one or more partners to contribute
financially to the business but take no part in running the partnership. In this case,
the partner is referred to as a silent or sleeping partner. The main reason for their
investment is to add more capital or finance to an existing partnership.

Advantages

e Low startup costs

L ess costly to operate
than a company

 Shared responsibility
and workload

* Pooled funds and talent

o Minimal government
regulation

 No taxes on business
profits, only on personal
income

¢ On death of one partner,
business can keep going

e Personal unlimited
liability

e Liability for all debts,
including partner's
debts, even before the
partnership has begun

* Possibility of disputes

o Difficulty in finding a
suitable partner

¢ Divided loyalty and
authority

. 4

While a sole trader pays tax using his or her personal tax file number, a partner-
ship has its own tax file number — separate from those of each of the partners — and
lodges its own tax return. Once the ATO has assessed the partnership’s tax return and
all taxes have been paid, the profits are divided among the partners according to the
partnership agreement. Each partner then adds their share of the profit (or loss) to
their personal income to be assessed by the ATO.

The advantages and disadvantages of a partnership

c TEST your understanding

1 Define the following terms in your own words:

study(I])

Partnerships
m Summary screen

and practice
questions

-~

A silent or sleeping partner contributes
financially to the business but takes no
part in the running of the partnership.

¢ DID YOU KNOW?

A partnership agreement contains

many points including:

e how long the partnership will exist

¢ the amount of money that each
partner contributes

e how the profits and losses will be
shared

e the duties of each partner

limitations on the authority of the

partners

e how the partnership may be
dissolved

e methods of resolving disputes.

APPLY your understanding
6 Using the internet, find:

\

(@) unlimited liability

(b) shareholders.

Explain the difference between a sole trader and a
partnership.

Under what circumstances will a sole trader not need to
register a business name?

Identify three advantages and three disadvantages in
setting up a business as a sole trader. For each advantage
and disadvantage, explain why you believe it is an
advantage or a disadvantage.

Outline the advantages and disadvantages of a
partnership.

(a) five examples of sole traders or partnerships that would
not have to register their business name

(b) five examples of businesses that would have to register
their name.

7 Adam operates a pizza and pasta shop as a sole trader

and he employs two cooks, one full time and one part

time. He decides to offer the full-time cook a 40 per cent

partnership in the business.

(a) What advantages will the owner gain from this
arrangement that he does not have as a sole trader?

(b) What disadvantages could the owner experience from
the partnership arrangement?

(c) Explain the advantages and disadvantages to the cook
of entering into the partnership.

(d) Prepare a list of questions the cook should ask the
owner before entering into the partnership.
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