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| earn online with Australia’s most

Trusted, curriculum-aligned theory

Engaging, rich multimedia

All the teacher support resources you need
Deep insights into progress

Immediate feedback for students

Create custom assignments in just a few clicks.

in one simple view

5.12 The product life cycle

Practical teaching advice and ideas for

each lesson provided in teachON ?
5 5.12 Exercist

51 2 The product life cycle

TEST your un

Each lesson linked to the Key Knowledge Q1
(and Key Skills) from the VCE I?usmess [ » ] CONCEPT T
Management Study Design A product passes through a number of stages in its life cycle. These and extension) as you
include the introduction, growth, maturity, decline and extension sentence to demonst
stages.
B 7 Y
Every product has a life cycle, from the time it is introduced to the o R =
market, until it is eventually overtaken by an updated version or a
complete replacement.
5.12.1 Product life cycle
A business must be able to launch, modify and delete products from its
range in response to changes in the product life cycle. Failure to do so
will result in declining sales and reduced profits.
Reading content and rich media All successful products go through a life cycle, from the introduction into
including embedded videos the market, gradual growth in sales, a period of maturity when sales are
. s at a maximum, through gradual decline as the consumer
and interactivities
Q2

The product life cycle

What key strategies ¢
over such a long life ¢

Sates (8

Tuno

11 EXTEND YOUR KNOWLEDGE THE TARGET MARKET AND THE MARKETING MiX

5
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e cycle?
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Topic PDF

Solutions »

Digital documents

Teacher-led videos *
520
Topic 5 Exam practice solutions

Watch this teacher-led video explaining how to answer
the exam practice questions.

Video eLessons B 1 3]
52
The relationship between marketing, establishing a
customer base and business objectives
Watch this video exploring the relationship between
marketing, establishing a customer base and business
objectives
55
Target market attributes
Watch this video exploring target market attributes.

57

The 7Ps model of marketing

Watch this video discussing the 7Ps model of marketing,

Weblinks 2

Interactivities «

Digital documents

[IZYIT) Weblinks [ 4 ]

Teacher and student views

Textbook questions

Answer and sample responses for
every question.

Digital documents

Teacher-led videos

Video eLessons

Interactive questions with
immediate feedback

Interactivities

Enhanced teaching support resources
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Get the most from your
online resources

Trusted Jacaranda theory, plus tools
to support teaching and make learning
more engaging, personalised and visible.

complete package

learn()

1.1 Overvaw

1.1.2 What you will learn

Key knowledge

EaCh tOpIC IS ||nked to Use cach of the points from the VCE Business Management Study Design below as a heading in your summiry

notes.
Key Knowledge and oo e
Key Skills from the VCE p—
. he concept of antreprenaurship
Business Management The persoral motivation behind startng a business; such ss e desire or tnanclal nd

personal independence, to make a profit and to ulfil a rmarket and/or social need

Study Design. The characteristics of successiul business maragers and Husiness enfreprereurs and how
these characterstics contribute to busingss success

Sources of business opportunty such 88 iNnovation, recognising and taking advantags of
The contribution that businesses make to the economic and social wellbeing of a nation

The methods by which a culture of businees innavation and entrepreneurship may be

These are the skills you need to demonstrase:

Each subtopic is linked oyt |
to Key Knowledge and Igentity, detine, describe and apply business management concepts and tarms

. Interprat, discuss, compans and evaluate busness nformation and ideas
Key Skills from the VCE : :
Business Management
Study Design.

Tosctes v YT e —

RESOURCES
L + Topic POF L]
AnNr . NaT=Y . 5 atula

1.9 [The appropriateness of management styles
! b J ewnatior (1}
KEY KNO GE Satutioms o
+ The appropriateness of management styles in refation 1o the nature of the task, time, experience of Sl dacumpnis oz
employees and manager preference s e a

Source: V/CE Business Management Study Design (2024-2027) extracts © VCAA; reproduced by permission

wtaractaws [ 10 ]

onResources link to targeted
digital resources including video
elLessons and weblinks.

Circumstances in a business are constantly changing.

Managers will often simply choose the management style

that they are most comfortable with. However, highly ot

effective managers change styles depending on the situation. &«' ’2,.

The most appropriate management style chosen by a g
manager for any given situation will be influenced by
* the nature of the task. For example, when a business Appropriateness of
undergoes change, the manager may need to make the selected
decisions quickly und so may adopt an autocratic style.
Alternatively, if there are experienced employees. s
nager might be more consultative as the experience
of employees may be able to assist in nay ng change. Q&K ‘f
* fime. For example, an impending deadline might mean %
that an autocratic style is appropriate. On the other
hand, an extended timeframe, with access to ample

Interactive glossary terms help
develop and support literacy.

The consideration of the appropriateness of management styles i relation (o
contingency manag theor® Trisimportmt oot that there s mo-ome-best
management style, except the one chosen appropriately and that contributes to the

business achieving its objectives

ABOUT THIS RESOURCE
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Tearngy

* Identity, defne, describe #nd spply busness Menagermsent concepls and lems
- Apoly busness maragement keowledge 10 practicsl and/or simu sted business stuations
+ Propass, justify and avakuate managemant strategies to improve business parformance

Source: VCE Busnoos Management Stady Design (2023 -2007) evracts © VCAA recromuces by sermesson.

Dedicated Apply your skills
subtopics give students
practice acquiring the key
skills from the Study Design.
Real-life contemporary
case studies allow students
to contextualise their
understanding.

In order 10 increase peoductivity, it is very important that menagers understund the factors that motivate their
somse guldance as 1 what motivates staff, but do they work in the real world” Through (he following case
studies, let us have a look at whether they are just thoonies, or if they can be put into peactice

CASE STUDY

o Abike and some lights: a study In motivation

Once participants wase on the exercas bike,
1 ackdition, & leader bowd was set up 10 record e names akmioat of were motivated 1o actvave the

of the fve fastest participants to light up the whole board. rignest tevel of parlormance possibis

This wis a simpls Whiteboard that recorded the five fastest L d o

partcipants and ther times, and could be changed whenover
anew parson beat the record of one of the pravious
participants. A total of 103 paople rode the bike over the

 addition, a leader board wis set up 10 record the nmes
of the frve lastest particoants 1o lght Lo the whole board.
Khis was a simple whiteboard that recarded the five fastest

* The exturnal anviranment ls made up of Me Moo 1 and the opersting
* The macro envimnment consists of factors cutside e buniness, over which the busness has no control,
such &5 ey legal, poltical, socisl, econamic, technological, global and carpanste social respansibilty factors.
* The opersiing environment consists of factoes cutside e business, over which the business has |itse control,
nckiding customens, competitors, supplers and special Inferest groups. ®
* The intemal envronment consists of factors nside the business, such as employees, managers, location and
10 business structures
* The Intemal envieonment to some extent i influenced by the sxdernsl envirenment. Both will have an effect on
he deciiors mace whan Fannng a bosiness
* White both environments will affect one anomer. i is the axtemal environment That has & much greater degree
of influence on ihe ntemal envikenment of 8 business.

A key ideas summary is provided
at the end of each subtopic.

Three sets of questions at the end of each subtopic:
Quick quiz, Exercise and Exam questions (containing
relevant past VCAA exam questions), encourage students
to practise and apply the concepts they are studying.

Define the tam ‘Dusiness sovirooment”
Identity two factors from the externa environment of a business.
Explain how o tactor from the external enviranment of & business can aflact e Ntemal snuronmant of a
tusness
¢ identify two factors fom the internal ervronment of a business.
Exphain how a tactor from B internal environment of @ busivess can afect e extemal snvircnment of &
busness.

—J e SO o 0 4 e
s

Teacher-led videos that explain how to approach exam
questions, including VCAA exam questions

learn(l)

2982

N Past VCAA exam guestions
.
Seurce YCF 2071 Susvwss Management E«am. Sector A Q5. © VWoAA

kex T g of  legw res She The irrs sobs (res e Genig cormws

bt s recertsy Cxoer byt Tut e 01k T teen 1047 10 3 FuFuiaral chan As charges a
rplacmanied. nporonmatey 2% of 21 st wil rewd %0 be revenched. Al u concemed fat same
tanahsin grouse i sl e Chinges. Hu e n00ed (hat ergioyms seen & be wong
FoBvEon wree Pe amoueamant of the e of Pe bueess

TSN SR S AR N R S s e Online and offline question sets contain
quiz questions, practice questions,
exam-style questions and past VCAA
exam questions with exemplary

- responses and marking guides.
R shatsd e Every question has immediate,
Pttt oy (s g mplr's s v WS corrective feedback to help students
B o e st to overcome misconceptions as they

occur and to study independently —
in class and at home.
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Topic reviews

Topic reviews include
online summaries
and topic-level review
exercises, including
quick-quiz and exam
questions, that cover
multiple concepts.

End-of-topic exam questions
include relevant past VCE exam
questions and are supported by
teacher-led videos.

xam quest
Cumetion | & muna

Sracm B wagr w40 5 B e ey T 8 AT EteaTg ey regea) Setrra

o Dwfire ¥t Sesria v 12 v
& Outlie hura turmas sascise MarmpEnar ! ( CSHCUN & e a baevatan) 07 " lusasess stemives ol
P

Crmetion 209 wte

Students can start
preparing from

lesson one, with
exam questions
embedded in every
lesson — with
relevant past VCAA
exam questions since
2013.

Practice, customisable SACs
available to build student
competence and confidence.

Combine units flexibly
with the Jacaranda Supercourse

Build the course you’ve always wanted with the
Jacaranda Supercourse. You can combine all
Business Management Units 1 to 4, so students
can move backwards and forwards freely.

Or combine junior humanities with Business
Management Units 1 & 2 for custom elective
courses. The possibilities are endless!

e
BUSINESS
MANAGEMENT

=TTy

BUSINESS
MANAGEMENT
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A wealth of teacher resources

217 Workplacs relatiars - persrarss in tne sremal emveensse |

2 1 7 Workplace relations —
’ participants in the
internal environment

The by workptace reiations artidpanes 1 the mtermal environment
4 Bubiens 410 U empioper s U wiklypen. s SOUICE

arangers frm the by irk brtween Uiese o goup. m
2.17.1 Workplace relations
covpon
e plogre. o O atives, bo acheve & bt of wavkiog. o
crrmtizar that wk —eet Srm newds o m@Eoyees el tzneng
rae tacroal . " -
rCOMpRSIEs the 10031 a0/ betmeen employers (57 ey P ——————
o Vel of By =
wrbing hours, Suties, (espOssitdl les and emuiements. Worglace s -
relation o of o o
X flerencys may esin in
wrkpiaGes Dut the 41T s 0 nedce CoNTACE Tough effectioe
procedures and restarshos.

The pesportion of emghoyees who Bre 12de U0 members has
16per

Sustrstes bpares Ovee W e e of [ —
mmbers 0f 2 Uri0n, while ok 10 per cant nf privaoe sece
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Parve S iremibers for more that five wesrs, wile ust 11 pet v

Customise and assign

Enhanced teacher support resources,
including:

work programs and curriculum grids
teaching advice and additional activities
quarantined topic tests (with solutions)
quarantined case studies and SACs
(with worked solutions and marking
rubrics).

Select your content

+ Business fourdetions 5.7 The prinephes of thw Lewrning Orgasisation oo}
3 Vg smiroyers 57 nerose

3 Cperatins maragement .7 Sty O it VEAA wxam quastions

A testmaker enables you to create

4

i ~the
roed for change

[ S8 Enrcne

1 implemeerg thamge

Pars VAL evaminaons

58 Sty ON; Past YOAA exam questions

59 High-nsk siratepws 1o svarceme wmplopee restitince

custom tests from the complete bank of
thousands of questions (including past
VCAA exam questions).

Reports and results

Data analytics and instant reports
provide data-driven insights into
performance across the entire course.

Show students (and their parents or

carers) their own assessment data in
fine detail. You can filter their results to
identify areas of strength and weakness.
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UNIT

1 Planning a business

AREA OF STUDY 1

The business idea

OUTCOME 1

Describe a process for creating and developing a business idea, and explain how innovative and
entrepreneurial practices can contribute to the national economy and social wellbeing.

1 The business idea

AREA OF STUDY 2

Internal business environment and planning

OUTCOME 2

Describe the internal business environment and analyse how factors from within it may affect
business planning.

2 Internal business environment and planning

AREA OF STUDY 3

External business environment and planning

OUTCOME 3

Describe the external environment of a business and explain how the macro and operating factors
within it may affect business planning.

3 External business environment and planning
Source: VCE Business Management Study Design (2023-2027) extracts © VCAA; reproduced by permission.







TOPIC

1 The business idea

UNIT 1 AREA OF STUDY 1

OUTCOME 1

On completion of this topic you should be able to describe a process for creating and developing
a business idea, and explain how innovative and entrepreneurial practices can contribute to the
national economy and social wellbeing.

LEARNING SEQUENCE

1.1
1.2
1.3
1.4
1.5
1.6
1.7
1.8
1.9
1.10
1.11
1.12

1.13
1.14
1.15

Overview

Entrepreneurship

The personal motivation behind starting a business ..

Characteristics of successful business managers and business entrepreneurs
Identifying business opportunities

Goal setting and decision-making in business

Business concept development

APPLY YOUR SKILLS Creating a business ide

Market research and initial feasibility studies ...

APPLY YOUR SKILLS Developing the business idea

The contribution of businesses to the nation

EXTEND YOUR KNOWLEDGE Business contribution to the economy — taxation
revenue

Methods for fostering a culture of business innovation and entrepreneurship in a nation
EXTEND YOUR KNOWLEDGE Research and development ...

Review




1.1 Overview

Hey students! Bring these pages to life online AN an
Watch Engage with Answer questions ’,) 9
videos interactivities and check results /'

Find all this and MORE in jacPLUS C)

1.1.1 Why it is important

A business idea can come from anywhere, just ask Gary
Leech. After toying with the idea of producing hand-cooked
potato chips and experimenting with different potatoes, slice
thicknesses and oil temperatures, Leech produced the first bag
of Kettle Chips in 1982. From its humble beginnings sprang
an enormously successful brand. When Gary Leech and his
partners sold the business to Arnott’s Biscuits, Kettle Chips had
an annual turnover of $18 million. Time has passed and Snack
Brands Australia (formerly Snack Foods Limited) now owns
Kettle Chips, but the point remains. Leech is an entrepreneur
who was prepared to take a risk. This topic will explore where
business ideas come from and what needs to be considered
before a business is established.

CONTEMPORARY CASE STUDY
MANUFACTURING BUSINESS: Carman’s Fine Foods

CE Carolyn Creswell
Revenue $105 million (2020)
Headquarters Huntingdale, VIC
$20 million
Employees Over 250

Carolyn Creswell is the founder of Carman’s Fine Foods, a health food
company that manufactures muesli, muesli bars and a range of other
snacks. She started the business in 1992 when she was 18 years old
with $1000. As a first-year university student, Creswell was working at
a homemade muesli business. When the owners told her that they were
selling the business, she saw an opportunity. Thinking that she already
knew how to make the muesli and believing that it was a great product,
Creswell took a risk and made an offer to the owners, partnering with

a friend who also worked at the business. An offer of $2000 was made
to the owners — $1000 each. The offer was initially dismissed, but after
receiving no other offers, the owners finally agreed to sell.

The new business was named Carman’s after the first three letters of

Creswell’s name and the first three letters of her business partner’'s name. Creswell later bought out her partner.
Initially, the business supplied muesli to a number of cafés and delis across Melbourne, but, after much hard
work and persistence, Creswell managed to get the major supermarkets to start stocking Carman’s products.
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Today, Carman’s products are sold in supermarkets across Australia and exported to more than thirty countries;
exports make up 10 per cent of their revenue. In 2018 Carman’s moved into custom-built buildings in Huntingdale
in Melbourne. These buildings include a Learning Hub and Innovation Lab, gym, yoga room, recreation and
breakout areas, commercial kitchen with chef, a salon and massage room, as well as meeting rooms.

After expanding into China, Carman’s pulled out in February 2020 after its Chinese partner faced financial
difficulties. The business now turns over in excess of $100 million a year. Carman’s employs more than two
hundred and fifty staff.

CONTEMPORARY CASE STUDY
SERVICE BUSINESS: Linfox

CEO Mark Mazurek
Revenue $3 billion
Headquarters Essendon, VIC
$43 million
Employees Over 24 000

Lindsay Fox founded Linfox, a transport and logistics business,
in 1956. The son of a truck driver, Fox dropped out of school at
age 16 when he realised that a formal education was not going
to suit him. Unlike his father, Fox wanted to own a truck, not just
drive them. When he was 19 years old, he purchased his first
truck (a 1957 Ford F500) for £400 from a wrecker in Melbourne,
and he began carting coal and briquettes in the winter and

soft drinks in summer. When he purchased another truck the
following year, he wanted to let everyone know that he had

two trucks — this is where the iconic slogan ‘You are passing
another Fox’ was born.

Fox’s first goal was to achieve £10 a day, five days a week.
Through a combination of hard work and self-reliance, each
new goal was achieved and the business, known early on as
Lindsay Fox Cartage, continued to grow. Making use of his skills in negotiation and relationship building, Fox
guided the business through a number of milestones: landing a contract with soft drink manufacturer Schweppes
in 1958, which resulted in an expansion of the fleet to ten trucks; opening a depot in Moorabbin; then securing
contracts with tyre manufacturer Dunlop and GJ Coles and Coy (now Coles) in the 1960s.

Eventually, Fox realised that for the business to continue to thrive, he needed to stop driving trucks and start
working on the business. In 1961, the business was incorporated (became a company) and five years later was
renamed Linfox Transport Pty Ltd.

Today, more than 24 000 employees work for Linfox. The business has a fleet of more than 5000 vehicles with
operations in 12 countries, including New Zealand, China, Hong Kong, Thailand, India, Indonesia, Vietnam and
Malaysia. The business continues to invest in new services and explore new markets. Fox has since stepped
back from the day-to-day running of Linfox. His son Peter was appointed Executive Chairman in 1993. In 2022,
Linfox introduced its first electric truck for Australian retailer Coles.

The electric vehicle is a step towards Linfox and Coles’ shared sustainability goals, highlighted by Linfox’s ‘Act
Sustainably’ strategic promise, along with Coles’ ‘Together to Zero’ strategy.
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1.1.2 What you will learn
Key knowledge

Use each of the points from the VCE Business Management Study Design below as a heading in your summary
notes.

The concept of entrepreneurship 1.2

The personal motivation behind starting a business, such as the desire for financial and 1.3
personal independence, to make a profit and to fulfil a market and/or social need

The characteristics of successful business managers and business entrepreneurs and how 1.4
these characteristics contribute to business success

O O 0O

Sources of business opportunity such as innovation, recognising and taking advantage of 1.5
market opportunities, changing customer needs, research and development, technological
development and global markets

O The importance of goal setting and decision-making in business 1.6
Q The importance of business concept development 1.7
O The relationship between business opportunities and business concept development 1.7
() Market research and initial feasibility studies 1.9
O The contribution that businesses make to the economic and social wellbeing of a nation 1.11
O The methods by which a culture of business innovation and entrepreneurship may be 1.13

fostered in a nation, such as government investment in research and development, council
grants for new businesses, school-based educational programs in entrepreneurship and
the creation of regional business start-up hubs

Key skills

These are the skills you need to demonstrate:

Key skills

Identify, define, describe and apply business management concepts and terms
Interpret, discuss and compare business information and ideas

Analyse case studies and contemporary examples of business management

OO OO

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

source: VCE Business Management Study Design (2023-2027) extracts © VCAA; reproduced by permission.

Resources

Digital document Key terms glossary (doc-37629)

Weblinks Snack Brands Australia
Carman’s Fine Foods
Linfox
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1.2 Entrepreneurship

KEY KNOWLEDGE

® The concept of entrepreneurship

Source: VCE Business Management Study Design (2023-2027) extracts © VCAA; reproduced by permission.

What image comes to your mind when you hear the word entrepreneur? Perhaps you imagine a wealthy or
famous business person, an owner of a technology start-up or an innovative person finding a new way to solve

a problem. You might imagine a small business owner opening up their new restaurant.

There are a range of views on what an entrepreneur is and what the term entrepreneurship means. However,
entrepreneurship is generally considered to refer to the process whereby a person creates and operates a new
business, usually in response to opportunities, while taking on the risk of the venture in the hope of making a
profit. This may involve the entrepreneur investing their time, money or skills into launching and managing the

business.

Three significant ideas are implicit in this definition. As seen in the figure below, these include pursuit of
business opportunities, innovation and seeking growth. These ideas will be explored in more detail throughout

this topic.

Entrepreneurship

Pursuing business

o Innovation
opportunities

1.2.1 The pursuit of business opportunities

A key feature of entrepreneurship is pursuing sources of business opportunities,
such as gaps in the market that no-one else has noticed or paid attention to. An
entrepreneur may seize on other opportunities, such as changes in customer
needs, technological developments or changes in global markets. These sources
of business opportunity will be examined more closely in subtopic 1.5.

An entrepreneur converts these opportunities into manageable business ideas and
makes the idea a reality. For example, as a teenager, Bill Gates, co-founder of
Microsoft Corporation, decided to take the risk of establishing his own business

to market a computer operating system that he and a friend had developed. Today,
there are over one billion active users of Microsoft software. There are many other
well-known entrepreneurs, including Jeff Bezos, founder and executive chair

of Amazon, Melanie Perkins, co-founder and CEO of Canva, and Elon Musk,
founder and CEO of SpaceX and CEO of Tesla.

Seeking growth

entrepreneurship the act

of starting and operating a

new business in response to
opportunities, assuming all the
risk in the hope of making a profit
business any activity conducted
by an individual or individuals

to produce and sell goods and
services that satisfy the needs of
society, as well as making profit
profit what is left after business
expenses have been deducted
from money earned from revenue
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However, entrepreneurial qualities are not limited to famous
people. Eleven-year-old Eli Jones recently launched a business
called Mr Eli Pine Cone. His business plan involves picking up . . .

. . , . . . streaming service. The service has grown
pine cones at his grandma’s property in South Australia, bagging to a massive size, and it will likely continue
them, then selling them online at $20 for a bag of 40. The pine to absorb a large share of the music
cones are popular with customers as fire starters or as mulch for market.
gardens, so Eli’s business is growing.

Daniel Ek is a Swedish billionaire and
one of the founders of Spotify, the music

Eli Jones and more well-known business people are all considered
to be entrepreneurs. They organised their business, undertook the
necessary arrangements for it to operate and were prepared to
take a risk. The size of the profits may differ, but they both took
advantage of an opportunity.

DID YOU KNOW?

According to Global Entrepreneurship Monitor data, 10.5 per cent of Australia’s adult population (1.7 million
people) were early-stage entrepreneurs in 2019. This figure has declined from 14.6 per cent in 2016, with
Australia currently sitting slightly below average among the 25 OECD economies in relation to this indicator.

1.2.2 Innovation

Another key feature of entrepreneurship involves
innovation: change, improvement and/or
transformation. Entrepreneurs blend their flair,
imagination and creativity to develop new products

or ways of doing business, or improve existing
products or processes. Innovation is frequently used by
entrepreneurs as a source of business opportunity —
to meet the needs and wants of customers or to take
advantage of change. Innovation will be examined
more closely in subtopic 1.5.

Innovation is a key part of being an entrepreneur.

1.2.3 Seeking growth

Entrepreneurs work hard to pursue growth. Not content to stay the same, an entrepreneur will seek new trends,
explore new products and new approaches so that the business increases in size. Growth is necessary for the
survival of a new business. Becoming bigger would be expected to lead to increasing sales and market share,
and greater profit. Profit is one of the incentives that encourages entrepreneurs to take the risks involved in
establishing the business in the first place.

An entrepreneur will have a vision, meaning that they will have an understanding or hope of what the business
will be like in the future. Setting clear goals, such as to make a profit, increasing sales and market share,

or to fulfil a social need will give the business direction. Goal setting will be examined more closely in
subtopic 1.7.
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CONTEMPORARY CASE STUDY: FAMOUS ENTREPRENEURS
Elon Musk

Elon Musk has big ambitions. In an entrepreneurial career that started at
university, Musk has been linked to various businesses such as PayPal,
and has become the CEO of both Tesla, Inc. and SpaceX. He is well known
for his involvement in scientific and engineering solutions; he was founder
of The Boring Company and co-founder of OpenAl and Neuralink. In 2022
Elon Musk offered to buy Twitter for US$44 billion, an event which caused
intense media interest. This increased further when he backed out of the
initial deal. Musk also has aspirations to establish a colony on Mars.

Mark Zuckerberg

Mark Zuckerberg is a famous American entrepreneur. He is one of the
founders of the very successful online social media and social networking
service Facebook. As a computer programmer, Zuckerberg began creating
websites while he was at college and, in 2004, he launched Facebook. It
has grown in popularity ever since — as of December 2021, there were almost 2 billion daily users of Facebook.
The business has been successful because Zuckerberg has specialised skills and was willing to take a risk to
develop a unique business idea.

Zuckerberg believes in the open and free flow of information between
people. Facebook has allowed this to occur, but the company has also
courted controversy throughout its years of operation. The business has
been criticised over issues such as contributing to screen addiction and low
self-esteem, political manipulation, violations of user privacy and dubious
content, such as fake news and hate speech.

In 2021, the Facebook company changed its name to Meta Platforms, Inc.,
or ‘Meta’, as it shifted its focus to developing a ‘metaverse’. Zuckerberg
shared more about the vision for the new company in a founder’s letter. He
noted that the future would be ‘an embodied internet where you’re in the
experience, not just looking at it. We call this the metaverse, and it will touch
every product we build’.

Gina Rinehart

Gina Rinehart is the richest person in Australia and one of the richest
women in the world. She is the Executive Chairman of the Hancock
Prospecting Group, a business with interests in mineral exploration and
extraction, as well as agriculture. The company produces millions of tonnes of iron ore each year.

The Hancock Group was founded by Rinehart’s father,
Lang Hancock, in 1955. Rinehart became executive
chairman of the company when her father passed away in
1992. The business was in a financially unhealthy position,
carrying significant debt and various other liabilities, as well
as substantial legal claims. Rinehart seized the opportunity
to save the business. Taking a risk, she transformed

the Hancock Group by maintaining tight control over
operations and building a new iron mine in the Pilbara —
the Roy Hill Mine. Roy Hill has since become the Hancock
Group’s largest source of revenue and profit.

The development of new mines involves lengthy approval
processes and huge expenditure. Rinehart carried this risk, via the company, raising the finance necessary

to develop major mines and related facilities. Rinehart’s vision to grow and improve Australian food led to the
Hancock Group diversifying and investing in pastoral properties. The company also recently established a share
portfolio, consisting of investments in future metals including copper, rare earths and lithium.
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KEY IDEAS

* Entrepreneurship is the process whereby a person creates and operates a new business, in response to
opportunities, while taking on the risk of the venture in the hope of making a profit.

1.2 Exercises learn

Students, these questions are even better in jacPLUS

Receive immediate Access Track your
feedback and access additional results and
sample responses questions progress

Find all this and MORE in jacPLUS C)

1.2 Quick quiz J 1.2 Exercise u 1.2 Exam questions

1.2 Exercise

TEST your understanding

1. Briefly explain what is meant by the term ‘entrepreneurship’.
2. Outline how entrepreneurship relates to each of the following:
a. pursuit of business opportunities
b. innovation
c. seeking growth.

APPLY your understanding

3. Choose one of the entrepreneurs in the ‘Famous entrepreneurs’ case study and explain how they
demonstrate entrepreneurship.

4. Think of a person whom you believe demonstrates entrepreneurship. Justify why you chose this person in
light of your understanding of entrepreneurship.

5. Devise your own definition of entrepreneurship. Outline your answer to a partner.

1.2 Exam questions

Question 1 (2 marks)
Identify two significant features of entrepreneurship.

Question 2 (2 marks)
Define the term ‘entrepreneurship’.

Question 3 (3 marks)
Explain, using an example of a contemporary business case study, the concept of entrepreneurship.

Question 4 (3 marks)
Describe the relationship between innovation and entrepreneurship.

More exam questions are available online.
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1.3 The personal motivation behind starting a business

KEY KNOWLEDGE

® The personal motivation behind starting a business such as the desire for financial and personal
independence, to make a profit and to fulfil a market and/or social need

Source: VCE Business Management Study Design (2023-2027) extracts © VCAA; reproduced by permission.

The success or failure of a business depends largely on the owner’s abilities, resources, enthusiasm, initiative,
level of management expertise, decision-making skills and, above all else, motivation. Two of the most crucial
questions that a potential business owner has to ask themselves are:

e Am [ motivated enough to want to do this?

e Do I possess the appropriate qualities and skills required to operate a business?

Resources

Video eLesson The personal motivation behind starting a business (eles-2974)

1.3.1 The desire for financial and personal independence

The desire for independence is a major reason for wanting
to start a business. Some people dream about starting their
own business and becoming wealthy. The potential for long-
term financial independence is a motive for many people
starting a new business. Establishing a business means that
they will not have to rely on an income from an employer or
be dependent on other people to pay for living expenses.

Starting a business may lead to greater
independence, but may also increase
workload.

Many people start a business simply to have control over
their own destiny. These individuals are motivated by
personal independence. For some people, working for
another person as an employee can be a challenging
experience. ‘Being my own boss’ is a common reason given
for commencing a new business. Often, a person will simply
desire the freedom to choose when and where they work, the
tasks they undertake, with whom they work and whether to
work from home. The great attraction is the belief that the
business owner will be able to do their own thing.

1.3.2 To make a profit

A second reason for wanting to start a business is monetary reward. Someone

e . . financial independence the
willing to work hard may believe that they can earn much more by working for P

capacity to support a lifestyle

themselves than they would by working for someone else. They would expect without having to be employed or
their extra effort to be rewarded through the profits from their own business. be dependent on others
These rewards may not come immediately — even the most successful businesses TRl TR EPENGE ST i

. . . capacity to be in control of
may lose money in their early start-up phase — but the hope is that eventually the dezisior)wls that affect one’s

business owner will earn more from being self-employed. everyday actions or activities
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1.3.3 To fulfil a market need

Another reason for wanting to start a business is the recognition of a market need. Market need refers to the
products that customers require that may not be available. A prospective business owner may recognise that
particular goods or services for which there is a demand are not readily available in a particular suburb or town.
In other words, an individual may be motivated to set up a new business after identifying a gap in the market.
Alternatively, the potential business owner may have particular skills that can be the basis of a new business. In
some cases an invention or the development of a new product will inspire the developer of that product to set up
a business to market it.

1.3.4 To fulfil a social need

Sometimes a person will be motivated to start a business in order to fulfil a social need. This refers to the
production or selling of goods and services for the purpose of making the world (or the community) a better
place. Some examples of typical social needs are:

e providing opportunities for local unemployed people

* developing skills, providing vocational training or lifelong learning opportunities for disadvantaged people

in the community
e creating access to a better quality of life for disadvantaged members of the community
¢ focusing on some sort of environmental need.

Many people are motivated to start a business through their desire to help other people or the environment.
Accordingly, an individual may establish a business that gives some of its profit to a social need, or set up a
business that operates in such a way that it meets a social need — for example, providing employment to local
disadvantaged people or incorporating waste minimisation and recycling into the procedures of the business.

This is a type of business that makes a profit, but concentrates on community or

. . . . . market need the goods or services
environmental need. Any profit that the social enterprise makes will be reinvested 9

that customers require that are not

back into the business so that it can continue to fulfil the social need. Social readily available

enterprises will be examined more closely in topic 2. social need the production and/or
selling of goods and services for the

Owning a business is something that many people aspire to; however, it comes with purpose of making the world (or the

benefits and limitations. community) a better place

Benefits Limitations

Being your own boss — independence * Hard work and long hours

Possibility of making a profit Meeting the demands of customers, suppliers and
Challenging, rewarding and satisfying financiers

Increasing personal wealth Fluctuating or uncertain income

Contributing positively to society Risk of failure

Developing own creative ideas Stress and worry

Overcoming unemployment High levels of responsibility

Achieving a better lifestyle Constantly solving problems

Employing family members Difficulty selling the business

Possible tax advantages

® 6 o o o o o o o o
e ¢ o o o o
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CASE STUDY

SecondBite fulfils a social need

lan and Simone Carson established SecondBite in
2005 because they could no longer stand to see
perfectly good food going to waste while there were
hungry people in the community. They realised that
there was a need for redistributing food that was
still safe to eat but could not be sold. Approximately
8 billion dollars’ worth of food is thrown away in
Australia every year.

Businesses such as Muffin Break donate fresh food
to SecondBite, which redistributes it to community
food programs. In doing so, SecondBite fulfils a social
need.

Recognising the scale of food wastage in this
country, the Carsons began to explore ways of
redistributing food. Initially they focused on rescuing
surplus fresh food from farmers, markets and
supermarkets and transporting it to local agencies
such as Sacred Heart Mission and Brotherhood

of St Laurence. The social enterprise grew as
volunteers, donors and other supporters became
involved.

‘You go anywhere and people hate seeing things
thrown out, so once they know you can actually do
something with it, they want to help you,” Mr Carson says.

The food that SecondBite collects is sorted and packed into crates for each community food program. The
food programs use the deliveries to make up food parcels, cook dine-in meals or run school breakfast or
lunch programs. These programs support people who are homeless, women and families in crisis, youth at
risk, Indigenous communities, asylum seekers and new arrivals to Australia.

SecondBite has also developed a nutrition education program and advocates for an end to food insecurity.

When SecondBite started it operated with just three volunteers in Victoria and moved just over 600 kilograms
of food. Now it has warehouse locations and state offices in Melbourne, Brisbane, Sydney, Adelaide and Perth.
SecondBite also partners with organisations in Tasmania and the Northern Territory. With over 600 volunteers,
and more than 80 staff members, it provided 48.7 million meals in the 2021 financial year.

Resources

Weblink Start-ups

KEY IDEAS

* Any person wanting to set up a business must be very clear about their objectives and motivation.
® The motivations behind starting a business include the desire for independence, both financially and
personally, to make a profit, to fulfil a market need and to fulfil a social need.
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1.3 Exercises learn

Students, these questions are even better in jacPLUS

Receive immediate Access Track your
feedback and access additional results and
sample responses questions progress

Find all this and MORE in jacPLUS C]

1.3 Quick quiz ‘ 1.3 Exercise u 1.3 Exam questions

1.3 Exercise

TEST your understanding

Outline what determines the success or failure of a business.

Identify the two most crucial questions that a potential business owner has to ask themselves.
Explain two possible personal motivations behind a person starting their own business.
Identify one benefit and one limitation of owning a business.

pPON =

APPLY your understanding

5. Outline why lan and Simone Carson established SecondBite.

6. Explain how SecondBite redistributes fresh and nutritious food.

7. Use the Start-ups weblink in the resources tab to read this UK start-up service website’s ten reasons to start a
business. Rank the reasons in order from most important to least important, then share your top five with
other students in your class. Justify your choices.

8. Interview local business owners. Ask them to identify their motivation behind starting their business. Provide
each business owner with the following five options: desire for independence, to make a profit, to fulfil a
market need, to fulfil a social need, other. If the business owner responds ‘other’, then ask them what their
particular motivation was. Collate your research with that of other students in your class, then graph the
results. Outline the most popular motivation for starting a business.

1.3 Exam questions

Question 1 (3 marks)
Distinguish between a social need and a market need.

Question 2 (6 marks)
‘Being self-employed is better than working for someone else.” With reference to this quote, discuss the benefits
and limitations of owning a business.

Question 3 (2 marks)
Outline one motivation for starting a business, using an example of an entrepreneur with whom you are familiar.

Question 4 (4 marks)

Explain how and why businesses can fulfil social needs, with reference to a contemporary business you are
familiar with.

More exam questions are available online.
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1.4 Characteristics of successful business managers

and business entrepreneurs

KEY KNOWLEDGE

® The characteristics of successful business managers and business entrepreneurs and how these

characteristics contribute to business success

Source: VCE Business Management Study Design (2023-2027) extracts © VCAA; reproduced by permission.

The thousands of businesses in Australia are owned and operated by all types

of people. These businesses all had a beginning, with a person or small
group of people who decided to ‘have a go’. Not everyone will be suited

A business manager runs a
business on a day-to-day
basis, ensuring that it makes

to the role of business manager or entrepreneur. Certain characteristics are a profit.

required to succeed in starting and running a business. Let’s have a close
look at some of the qualities needed to commence a business, including the
characteristics of successful business managers and successful entrepreneurs.

1.4.1 Business managers

A business manager runs a business on a day-to-day basis so that it makes
a profit. They prefer to minimise risks and make calculated decisions where
the outcome is reasonably clear. A business manager might have an idea for
solving a problem or meeting a need in order to satisfy a target market.

There is no simple checklist of personal characteristics that guarantee the
success of a business manager. However, many studies have shown that
certain personal characteristics are helpful in managing a business, and
that the potential business owner should be prepared to honestly answer the

. ) manager a person who has
following questions: responsibility for overseeing
the operations of the business
to ensure that it successfully
achieves its goals

Am | self-motivated, with a desire to succeed?

Am | self-disciplined enough to start and follow through long-term projects?

Am | healthy enough to withstand the extra workload and stress involved?

Do | have leadership qualities to assist in managing and motivating others?

Do | have good organisational and administrative skills?

Am | willing to take calculated risks?

Do | have the ability and willingness to learn new skills?

Can | make decisions based on logic rather than emotions?

© @ NS O RLN=

Am | able to listen to others’ advice as well as communicate my ideas to others?

iy
©

Am | reasonably at ease in my relationships with people, and sensitive to the needs of others, especially
employees and customers?

—h
—h

Am | prepared to work long hours?

-
N

Am | prepared to receive lower financial returns in the early years than | would receive if | worked for
someone else?
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1.4.2 Business entrepreneurs

An entrepreneur is generally considered to be a person who is willing to seize opportunities to start and
operate a business, and is prepared to take risks in the hope of making a profit. Business owners displaying
entrepreneurial behaviour will also establish a shared vision and will demonstrate initiative, innovation and
enterprise. An entrepreneur’s vision might be to make a big change or have an impact _
h ld th th . d f d t F th 1 th t t t entrepreneur a person who is
on the world with their idea for a new product. For these people, the opportunity to willing t6 S6iz6 GPPORLNTISS 1o
explore untapped markets with no guarantee of success can be motivation within start and operate a business, and is

itself. Entrepreneurs often do not know if their ideas are achievable or not. prellzared to t?ke risks in the hope of
making a profit

CONTEMPORARY CASE STUDY
MANUFACTURING BUSINESS: Carolyn Creswell and Carman’s Fine Foods

Caroline Creswell’s business went from an
opportunity (buying out a homemade muesli
business) to generating a large turnover and
profit.

Some people have suggested that the business
was an overnight success. Creswell responds
that her success is due to her hard work. She , -
learned everything she knows about the ‘ \ ,
business while working on the job, and 6‘5’:’”5"“
she believes this makes it easier for her to T
empathise with staff. However, Creswell says
that in the early days of running Carman’s, she
often struggled to see the light at the end of
the tunnel. She admits that there were times
where she was so broke that she didn’t know if
she was going to be able to pay staff wages. Nevertheless, she never gave up, even when the business made no
money for long periods of time.

Creswell believes that getting into and staying in supermarkets was a key to the success of the company.

She received many rejections from the supermarkets, but persisted, and they eventually gave her products a
chance. Creswell is driven by passion rather than the desire to make money. She believes it is vital to have a clear
vision of where the business is heading and to consider this when making every decision. When the COVID-19
pandemic hit, Cresswell thought ahead and increased her production early, in anticipation of increased sales and
stock shortages.

Resources

Weblink Starting out — Carman’s Fine Foods

Entrepreneurs tend to have

A shared vision Initiative Innovation and enterprise
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Entrepreneurs tend to have:

® a shared vision. They have a clear understanding or hope of what the business will be like in the future.
This gives the business a clear direction. Having a shared vision means that everyone in the business works
together, as a team, to develop and then accomplish a goal. When this happens, it is much more likely that
staff will enthusiastically contribute to making sure the vision is realised.

e initiative. They will take the first step in a series of actions or in a process. They frequently do this without
someone prompting or telling them to take this step; an entrepreneur will usually make this decision
independently. However, they might seek the help or advice of other people before they do so.

e innovation and enterprise. Innovation is either adding a new product (which can be a good or service)
to an existing product line, or significantly improving an existing product or process. This could simply
involve changing the way a business works so that it delivers better products. Enterprise is the effort made
by someone to creatively or boldly achieve something new. Entrepreneurs exhibit enterprise by taking risks
to determine if the market is interested in their ideas.

1.4.3 Have you got what it takes?

Starting a new business requires courage,
determination and energy, and it demands a

wide range of skills. It is important for people to
recognise their strengths and weaknesses, decide
if they have the right personal characteristics to
be a business owner, and learn the skills they
don’t presently have. It is best for business owners
to select a business opportunity that suits their
personality and builds on their strengths. If
people have an honest understanding of their own
personal qualities, then failure can be minimised:
the ‘square peg in a round hole’ problem can be
avoided.

Business owners are a varied group but all share the
entrepreneurial spirit.

Business owners are a varied group. It is extremely
difficult to categorise them or the qualifications
they possess that make their business a success. As well, a variety of personal factors encourage individuals to
go into business. However, two factors that are often mentioned are motivation and the ‘entrepreneurial spirit’.
They combine to form a powerful desire to create a new business.

DID YOU KNOW?

It is said that most new ideas are ‘99 per cent perspiration and 1 per cent inspiration’. This saying highlights the
great deal of time and effort that needs to be put into fully developing a new business concept.

KEY IDEAS

® Some characteristics of entrepreneurs are the ability to take risks, share a vision and demonstrate initiative,
innovation and enterprise.

* Some characteristics of successful business managers are the ability to start and see through long-term
projects, leadership qualities, organisational skills and the ability to take managed risks.

® Business owners must be able to assess honestly their own personal characteristics to determine whether
they have the necessary attributes to operate a successful business.

® The characteristics of business managers and entrepreneurs ensure that a business will be successful.
Without a goal or direction, without leadership or organisation, a business would be likely to fail.
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1.4 Exercises learn
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1.4 Exercise

TEST your understanding

1. Explain the difference between a business manager and an entrepreneur.

2. ldentify five characteristics that a successful business manager is likely to have and explain how these can
help them perform their duties.

3. Explain why it is best for business owners to select a business opportunity that suits their personality and
strengths.

4. Outline the characteristics that a successful entrepreneur is likely to have. Justify why these might be needed
for a business to be successful.

APPLY your understanding

5. ldentify the characteristics that suggest that Carolyn Creswell is an entrepreneur.

6. Choose a business you would like to start. Outline the characteristics that you think you will need to be
successful in this business.

7. Test yourself by answering the 12 questions for potential business owners. For each question that you answer
‘yes’, give yourself 1 mark. A ‘no’ response will score zero. Add up your score: the higher the score, the more
suited you may be to operating a business. Explain what this tells you about your chances of success if you
decided to open a business.

8. Choose an entrepreneur — one that you know or have heard of — and investigate the characteristics they
bring to their business. Use the questions below to help you.

a. Identify what business this entrepreneur started and at what age.
b. Outline why this person become an entrepreneur.

c. Describe the entrepreneurial behaviours this person displays.

d. Outline the skills this entrepreneur has.

1.4 Exam questions

Question 1 (4 marks)
Elon Musk is a famous entrepreneur who developed Tesla, Inc., an electric car and clean energy company, and
the SpaceX program, which has launched rockets into space and aims to successfully complete a mission to
Mars by 2025. Analyse the importance of the characteristics of entrepreneurs in the success of these companies.
Question 2 (4 marks)
Explain how two entrepreneurial characteristics have contributed to the success of an entrepreneur with whom
you are familiar.
Question 3 (4 marks)
Distinguish between the characteristics of successful business managers and business entrepreneurs.

Question 4 (6 marks)

Identify three characteristics that a successful business manager is likely to have. Justify why each
characteristic might be needed for a business to be successful.

More exam questions are available online.
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1.5 Identifying business opportunities

KEY KNOWLEDGE

® Sources of business opportunity such as innovation, recognising and taking advantage of market
opportunities, changing customer needs, research and development, technological development and global
markets

Source: VCE Business Management Study Design (2023-2027) extracts © VCAA; reproduced by permission.

Identifying a business opportunity is not just about having an idea. An opportunity is a set of circumstances

that a person can perceive as an avenue to success. If you look around, you will see so many opportunities for
starting a business. Potential business owners are always searching for opportunities, including ideas for new
products, new customers and new ways of running businesses. There are many sources of opportunities for

business ideas, including innovation and entrepreneurship, recognising and taking

advantage of market opportunities, changing customer needs, research and business opportunity a set of
development, technological development and global markets. Successful business circumstances that presents itself
managers and entrepreneurs will be very quick to seize their opportunities. as an avenue to success

Great Aussie inventions

How would you describe a country that has
invented the Victa lawnmower, Esky, Hills Hoist,
Speedo swimwear, StumpCam (a small camera
hidden in a cricket stump to provide action replays),
surf life saving reel and insect repellent? You might
describe it as a sports-loving nation that enjoys an
outdoor lifestyle. Of course, the country is Australia!
However, if we examine another list of inventions —
penicillin, IVF freezing technique, cochlear implant
(hearing implant), ultrasound technology, black box
flight recorder and flu vaccine — then Australia
could also be seen as a nation of scientists.

Two iconic Australian inventions, the Hills Hoist and
Victa lawnmower

What these two lists reveal is that Australians are
innovative. According to the Australian Innovation
System Monitor (2020), Australia has a fairly

high level of innovation relative to the size of its
economy. In 2021, Australia ranked twenty-fifth out
of 132 countries in The Global Innovation Index
(Gll), a high-profile international index summarising
factors affecting innovation.

Innovation andinvention can lead to the establishment
of a business based on the development of new or
improved products. Converting aninnovative ideainto
a business concept often requires the creativity and
risk taking of an entrepreneur.

Resources

Video eLesson Sources of business opportunity (eles-2973)
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1.5.1 Innovation

The definition of innovation may vary, but it generally refers to the process of creating a new or significantly
improved good, service or process (way of doing something). Invention refers to the development of something
that is totally new. Both innovation and invention can result in the creation of something unique for a business.

Ideas for new products, or development of and improvements to existing products, will often provide the
opportunity for the establishment of a new business. Many business concepts are an innovation on an existing
product. DVD players and personal computers, for example, came into existence in . L ,

h lieht bulb d t that is. thr h | akine technical innovation either creating a new
the same way as light bulbs and car tyres — that is, through people making technica good, SErVice of process, or
advances with established products. Sometimes, a person has an idea for a totally new significantly improving an existing
product, an invention, which will satisfy a need that is not presently being satisfied. one

DID YOU KNOW?

Vegemite is an example of a great Australian invention. Food entrepreneur Fred Walker hired a food chemist to
create an edible substance out of brewer’s yeast. Vegemite wasn’t an instant success though, and Fred tried
a number of tactics to convince the consumer of the value of his product. By the late 1930s, Vegemite was
accepted as an Australian product that was a valuable source of vitamins.

In 2018, Professors Peter Blamey and Elaine Saunders partnered with RMIT University and Swinburne University
to develop a breakthrough in hearing aid technology. Their product, Facett, is the world’s first self-fit modular
hearing aid. It has many features that make for simple and convenient use, eliminating the need to travel to
audiology appointments, while reducing the cost and barriers to accessibility of improved hearing health.
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1.5.2 Market opportunities

Markets — the places where buyers and sellers interact to trade goods and services — are always changing. A
potential business owner may be able to identify opportunities from these changes in markets and take advantage
of them as potential business ideas.

For example, a person may notice a good or service that is being consumed in one market, possibly overseas, but
is not available locally. This presents an opportunity to import that good or service and start a business in their
own country, if the product meets a need in their local area. Another person may identify an opportunity for a
new business because of an inefficiency in a market. They may feel that they can provide a good or service in

a better or different manner from the way in which it is already provided. Alternatively, a business opportunity
may present itself as a ‘gap’ in a market that is not already being satisfied by existing businesses.

DID YOU KNOW?

In the 1990s, entrepreneur John Parselle developed Fingerscan, which is fingerprint identification technology.
This was a new concept and a gap in the market for electronic security was identified. Fingerscan permitted

a person to identify themselves by pressing their finger against a device, taking a scan of their fingerprint and
instantly matching it with a template stored on a computer. This technology is widely used today and allows users
to unlock smartphones, laptops and high security areas with their fingertip.

1.5.3 Changing customer needs

Markets are constantly changing, as are the needs of customers. Any person considering starting a new business
might find opportunities by focusing on meeting any of these changing needs. The needs of customers in the
market for any product can change due to:

e changing incomes. Incomes may be either increasing (so customers are likely to demand more products,
particularly luxury items) or diminishing (so it is likely that customers will demand fewer products).

e changing tastes and fashions. Changes can increase or reduce the demand for certain products.

e changing prices of complementary and substitute goods and services. Some products are complementary:
they go together like cars and petrol, or pens and paper. Others are substitutes: they can replace each other
like margarine and butter, or tea and coffee. This means, for example, that if the price of petrol increases
then demand for petrol will fall, which can cause demand for cars to fall because cars and petrol are
complementary. This may lead to demand for large cars switching to small cars that consume less petrol,
because large cars and small cars are substitutes.

e changing population. Changes in age and gender distribution will have an impact on demand; for example,
an ageing population is likely to demand products related to the health and retirement industries.

e changing expectations about the market, including future prices and incomes. This means that customers
will act in a certain way if they expect that something is going to happen.

e changes in the number of potential customers. An increasing number of customers often generates greater
demand for products, whereas a decline in the number of potential customers is likely to reduce demand.

The prospect of meeting these changing needs before someone else does provides an opportunity for a
business idea.

1.5.4 Research and development research and development

. . . (R&D) a set of activities
Potential business owners undertaking research and development (R&D) have undertaken to improve existing
produced many of the goods and services that we take for granted. Individuals and products, create new products

and improve production

businesses undertake R&D in order to expand their knowledge of products and processes

processes. Many successful businesses are built on product innovation.
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R&D can provide a potential business owner with many opportunities. For example, it can allow a person to
develop new products in response to the actions of any competitors, or to improve existing products so that they
become superior to those of competitors. R&D can also lead to technological developments, such as robotics and
information technology, that improve the way the product is produced or the way it is delivered to customers,
and thereby result in a new business becoming very competitive.

Elon Musk has an ambitious vision to make his mark on the world. He is working on achieving this through
continuing investment in R&D. With a strong commitment to reducing global warming, Musk has founded
numerous companies involved in sustainable energy production and consumption, such as Tesla, Inc., an electric
vehicle and solar panel manufacturer.

1.5.5 Technological development

Technological development refers to applications of knowledge that have changed people’s lives and changed
the way in which businesses operate. The development of new products and processes creates opportunities for
people with business ideas. New communication technologies allow ideas and information to be transmitted
rapidly to an ever-increasing number of people across borders, making it easier for customers to learn about
products made overseas. Technologies such as the internet, mobile phones and electronic funds transfer help

to open up global markets, which can be tapped by potential business owners. The use of automation in many
industries has improved productivity and reduced production costs, allowing a person with a business idea to
create new products at a high level of quality.

1.5.6 Global markets

Goods and services are exchanged between businesses and customers across the world. This provides
opportunities for people seeking ideas for new businesses because it means that the potential business owner
can have access to more customers and more sales. Some of the advantages afforded by global markets include:

e the opportunity to grow and further expand a business

¢ reduced dependence on local markets

¢ extended life cycle of new and existing products through the discovery of new markets to sell them in

¢ reduced effects of fluctuations in markets caused by changes in season or demand by moving into markets

with different patterns.

Before deciding to start a business that sells products in other countries, a business owner needs to consider
whether or not their business idea would work in an overseas country. They should contemplate whether the
people of the targeted country are familiar with the product. It is also important that the potential business owner
thinks about how comfortable they would be selling products in overseas countries.

Resources

Weblink Young entrepreneurs

KEY IDEAS

® A business opportunity can come from innovation, recognising and taking advantage of market opportunities,
changing customer needs, research and development, technological development and global markets.

® Invention and innovation can lead to the development of new or improved products, which can form the basis
for the establishment of a business to sell those products.

* Converting an innovative idea into a business concept often requires the creativity and risk-taking ability of an
entrepreneur for success to be achieved.
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1.5 Exercise

TEST your understanding

1. Explain what innovation is and provide an example of innovation in business.

Outline two types of business idea that may arise from recognising and taking advantage of market
opportunities.

3. Identify three factors that can cause the needs of customers in a market to change.

4. Outline the importance of research and development in business.
5
(]

N

. Explain how the development of technology has created opportunities for potential business owners.
. Identify two opportunities that global markets present for a potential business owner.

APPLY your understanding

7. ldentify a significant invention or innovation. Outline the way in which this creation satisfied the need for a
new product or an improved product. Explain whether it formed the basis of a new business or has been
produced by an existing business.

8. Use the Young entrepreneurs weblink in the resources tab to select two of the young entrepreneurs profiled
in the SmartCompany Smart 30 Under 30 list. For each young entrepreneur, answer the following questions:
a. Outline the nature of that person’s business.

b. Explain what motivated them to go into business.
c. Identify any major obstacles or challenges they have had to face.
d. Explain how these challenges have been overcome.

1.5 Exam questions

Question 1 (3 marks)
Using an example, explain how changing customer needs can provide opportunities for a business idea.

Question 2 (3 marks)
Explain the relationship between ‘research and development’ and ‘innovation’.

Question 3 (4 marks)

Australia has an ageing population, whereby there are increasing numbers of older people living in the country.
Explain two types of business opportunity that this may create.

Question 4 (4 marks)
Explain how a contemporary business that you are familiar with has seized an opportunity.

More exam questions are available online.
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1.6 Goal setting and decision-making in business

KEY KNOWLEDGE

® The importance of goal setting and decision-making in business

Source: VCE Business Management Study Design (2023-2027) extracts © VCAA; reproduced by permission.

1.6.1 The importance of goal setting

A driver of a car usually knows their final destination and how they will get there. In the same way, a successful
business owner has a destination in mind for their business. A business goal describes what a business expects to
accomplish over a set period. Without a goal, a business has no clearly defined purpose and nothing to aspire to.
Goals provide a business with direction and help to measure results.

Setting goals can also allow the potential business owner to develop their ideas for a business. Setting goals is
an important step in helping a business realise its vision of where it wants to be in the future. This vision is often
described in a vision statement and is supported by a mission statement, which outlines how the business will
achieve this vision. With these in mind, a business can develop the right kind of goals that will keep it on course
to achieving the kind of success that it desires.

1.6.2 Goal setting

A simple and proven method of goal setting is to make the goals S.M.A.R.T. An example of a smart goal might
be ‘obtain 500 new customers in the market before the end of the financial year by delivering good service and
using internet-based marketing’.

S.M.A.R.T. goals are specific, measurable, attainable, relevant and time bound. Mid- to short-term goals that are
specific and measurable are often referred to as objectives.

s g M B A B R J T

Specific Measurable Attainable Relevant Time bound
Goals should be Goals should be Goals should be Goals A deadline or
clear and focused. quantifiable challenging but should be time limit
For example, (i-e. they should they should worthwhile, should be set.
‘obtain 500 contain numbers be realistic. support other
new customers to allow the An attainable goals and
in the market’. business owner goal will should be
to know whether usually address based on
or not they are the question, current
on track). ‘How can the conditions
goal be in the market.

accomplished?’

A business owner should write their goals down and develop a written plan outlining
how these goals will be attained. The goals of a small business, along with how

they will be achieved and other relevant background information, can be found in a
document called a business plan. We will examine business plans in more detail in
topic 2. The goals of larger businesses are often found on their websites or in annual
reports. Woolworths Limited — a large retail company that sells groceries, liquor
and general merchandise — states its goals on its website. Woolworths’ goals are
reflected in its purpose, which states that ‘we create better experiences together for

a better tomorrow’.

24 Jacaranda Key Concepts in VCE Business Management Units 1 & 2 Seventh Edition

goal what a business expects to
achieve over a set period of time
vision statement describes where
the business wants to be in the
future (e.g. five years from now)
mission statement describes what
the business does and how it will
achieve its vision



Goals are the motivating force behind a business. Many businesses strive to achieve three broad types of goal:
financial goals, social goals and personal goals.

Resources

Video eLesson Milling to success (eles-2404)

1.6.3 Financial goals

1. Making a profit. This is a financial goal that is

central to many businesses. Profit is what is left after
business expenses have been deducted from money
earned from sales (revenue). A loss occurs when

the expenses exceed the revenue. For example, if
business expenses totalled $100 000 per year and
revenue from sales was $300 000, the business would
have made a profit. Many businesses not only want
to make a profit, but also they want to maximise
their profit. A business may set several other goals

to support its main goal of maximising profit.

Increase sales. This may be done by deciding to

sell products at a lower price so consumers purchase
more. Alternatively, the business may seek to increase
sales through more clever marketing or creating
innovative products or delivering better service than
other businesses.

There are many ways businesses can maximise
profit. A business owner’s idea for a business may
involve selling products at low prices to increase
the volume of sales or using clever advertising that
will convince consumers to buy their new product.

Increase market share. Market share is a business’s share of total industry sales. This is easy to visualise
using a pie chart that shows the percentage of sales the business has in relation to all its competitors. In

many industries, increasing market share is usually a goal only for large
businesses. Such businesses often develop an extensive product range, using
many different brand names, to gain an extra few percentage points of
market share. Small market share gains often translate into large profits for
these businesses.

4. Expand the business. Most businesses want to grow. Growth might be

achieved by opening more outlets, employing more staff, starting new
projects or introducing innovative products. A business can also expand by
merging with another business so that they become one. A merger occurred
when airline company Qantas joined with Jetset Travel. Expansion can also
take place through acquisition. This means that one business purchases
another; for example, when Coca-Cola Amatil purchased Neverfail

Springwater, which supplies bulk bottled water to Australian homes and offices.

5. Maximising the return on investment. Making profit is the primary goal of

6

many businesses. This is particularly important for investors in a company. If
the part of the profit gained by the business is returned to investors, then the
return on their investment is important. The return on investment is a ratio
that relates the money gained or lost on an investment relative to the cost of
the investment. It is expressed as a percentage.

Improving the way that the business operates. A business should constantly
strive to improve the way it goes about its day-to-day operations. Three

key aspects of measuring operational performance include productivity,
efficiency and effectiveness. Productivity measures how many outputs we
produce per input. Efficiency measures how well we do things and will help

industry the classification of
groups of businesses related to
the particular good or service they
produce

return on investment a positive
or negative percentage that
relates the money gained or lost
on an investment to the cost

of that investment. It is usually
taken to mean that the return

on the investment occurs over a
12-month period.

productivity a measure of
business efficiency comparing
output produced with the quantity
of inputs. It is calculated using
the formula: Productivity =
outputs/inputs

efficiency a measure of how well
we do things; for example, if we
are able to produce more outputs
from the same inputs, we have
become more efficient at using
these inputs.

effectiveness a measure of
whether the business is doing
the right things — those that are
most important to the success of
the business
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to increase our productivity. Effectiveness looks at whether we are doing the right things, those that are
most important to the success of the business.

1.6.4 Social goals

All businesses operate within a community and, like individuals, have certain social responsibilities. Many
businesses develop social goals and adopt strategies that will benefit the community as well as achieving
financial goals. Among the main social goals are:

1. community service. Business sponsorship of a wide range of community events, promotions and
programs have rapidly increased during the past decade. Many business owners plan to financially support
educational, cultural, sporting and welfare activities.

2. provision of employment. Most businesses do not regard employment of people as a main goal. Many
business owners, however, look at the continuity of their business, sometimes planning to employ family
members who otherwise might be unemployed.

3. social justice. Everyone has the right to be treated fairly. A potential business owner may be concerned
for social justice — that is, they will plan to adopt a set of policies to ensure employees and/or other
community members are treated equally and fairly.

4. ecological sustainability. Businesses have to take increasing responsibility for the protection of the
environment. Earth is a fragile ecosystem, and we need to take care so it can sustain itself. The social
conscience of responsible business owners leads them to adopt policies of conservation, recycling and
restoration.

Social goals of businesses

The main social goals

Community Provision of e Ecological
. Social justice U
service employment sustainability

CONTEMPORARY CASE STUDY

A socially responsible business: The Body Shop

Founded in Brighton, England, in 1976 by

Dame Anita Roddick, The Body Shop now
operates approximately 3000 stores in more than
70 countries. In addition, the cosmetic products
company, which is owned by Natura, serves more
than 30 million customers and employs 10 000
people, with a further 12 000 in its franchise team.

Roddick’s original vision was to build a socially
responsible business that supported the
community. She believed that business could be
a force for good in the world.
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Accordingly, Roddick developed five values:
activate self-esteem

oppose animal testing

support community fair trade

defend human rights

protect the planet.

aproon =

These values have guided The Body Shop’s employees and the company’s business decisions for three decades.
Today, The Body Shop is a high-profile advocate for social and environmental causes. For example, the Body
Shop is committed to producing products that are sensitive to environmental concerns and sells all its products
in reusable or recyclable containers.

The Body Shop prides itself on being a retail activist. Some of its campaigns include ‘Stop Sex Trafficking of
Children and Young People’, ‘Defend Human Rights’, ‘Against Animal Cruelty’ and ‘Protect Our Planet’. In
Australia, The Body Shop launched a Christmas campaign in 2021 called ‘Spread the Love, Share the Joy’,
which encouraged customers to be kind to themselves, as well as to others.

DID YOU KNOW?

Some businesses are able to address both social and financial objectives. Westpac Banking Corporation and
IBM Australia Ltd are two platinum members of the Australian Network on Disability and have made a significant
commitment to including people with disabilities in the way they go about their business.

1.6.5 Personal goals

Prospective business owners usually have a number of personal goals. Often, the nature and operation of the
new business will tend to reflect these personal goals, especially in small businesses. Personal goals of a higher
income and improved financial security, for example, complement the business goals of growth.

Personal goals for business owners are not normally made public. However, this does not diminish their
importance because they motivate the business owner and may underpin the viability of the business.

1.6.6 Decision-making in business

Decision-making is an important skill for a prospective business owner to have when taking a business idea
and making it a reality. Decision-making involves identifying available options and then choosing one course
of action from the alternatives. Effective decision-making underlies every aspect of creating and developing

a business idea, including identifying opportunities and business planning. For instance, before starting a
business the business owner should assess their idea and determine the likelihood of that idea being successful.
Accordingly, a potential business owner should follow a decision-making process when deciding whether or not
to move forward with a business idea.

A typical decision-making process, consisting of five steps, can be seen in the following figure. The first step
is to clearly state what the desired goal or position is. This includes having some sort of measurable criteria for
what this situation should look like. So the goal might be to make a profit, and the relevant criterion might be to
make a profit of at least $1000 each week. If a potential business owner was making a decision about a
particular business idea, they would need to keep this goal in mind. The same . . B

1d be t if th Ki decisi bout thei itability f decision-making the ability to
would be true if the person was making a decision about their suitability for idaniity the aptions available and
operating a new business, or any of the other many key decisions that need to be then choose a specific course of
made before starting the business. action from the alternatives
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All of the facts and information related to the situation then
need to be outlined, including any circumstances that may cause
a problem or issue, or possible obstacles that may prevent the Step 1
attainment of the desired goal or position. Once all the facts have Develop goals
been outlined, the desired goal or position (step 1) should be
reassessed to confirm if it was developed clearly and whether or
not it is realistic.

The decision-making process

Step 2
Outline the facts
In step 3, alternative solutions need to be generated that will
possibly overcome any circumstances or obstacles identified in
step 2. The next step (step 4) involves analysing the alternatives.
Each alternative solution should be closely examined for the
resources that would be needed to carry them out and their
possible consequences. As part of an analysis, the alternatives Step 4
should be ranked in terms of their costs and benefits, strengths and Analyse the alternatives
weaknesses, or advantages and disadvantages. The business owner
then needs to choose the best alternative according to the criteria
and implement it (step 5).

Step 3

Identify alternative solutions

Step 5
Choose one alternative and implement it

KEY IDEAS

* A business goal refers to what a business expects to accomplish over a set period. Without a goal, a
business has no clearly defined purpose and nothing to aspire to.

* Businesses strive to achieve three broad goals: financial, social and personal.

* Decision-making is the ability to identify the options available and then choose a specific course of action
from the alternatives. It is an essential aspect of creating and developing the business idea.

1.6 Exercises learn

Students, these questions are even better in jacPLUS

Receive immediate Access Track your
feedback and access additional results and
sample responses questions progress

Find all this and MORE in jacPLUS (C)

1.6 Quick quiz J 1.6 Exercise u 1.6 Exam questions L

1.6 Exercise

TEST your understanding

Briefly explain what is meant by the term ‘goal’.

Identify the five characteristics of a S.M.A.R.T. goal.

Outline two examples of financial goals and two examples of social goals.
Identify five steps in a decision-making process.

Eall ol
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APPLY your understanding

5. ‘We plan to expand our market into Asia, increasing worldwide market share by 2 per cent.’ Is this goal more
likely to belong to a large or small business? Outline reasons for your answer.

6. In the following examples, identify the business goal/s the individual is trying to achieve and outline how they
are seeking to achieve them.

a. A new business owner wishes to increase the number of retail customers, so a large sale is planned.

b. Manthi is planning to open a business in which employees will visit a retirement home so that elderly people
gain some contact with other people. This will take place on a rotating basis so that employees spend one
afternoon per month at the retirement home.

c. The owners of a new company knew that there would be only one way to expand their business and that
would be through buying the opposition.

d. A man who is starting a small printing company is hoping to employ his nephew, knowing that he may need
extended periods away from work to pursue his sports career.

e. Vin is planning to start a home-based business and wants to use only recycled paper in the office. He is
hoping to employ the services of a recycling company to take away the discarded paper.

f. The partners in a new legal firm are planning to offer advice to homeless people as part of an outreach
program that visits a homeless shelter.

1.6 Exam questions

Question 1 (2 marks)
Explain why it is important for a potential business owner to set goals.

Question 2 (3 marks)
Providing an example of each, distinguish between social goals and financial goals.

Question 3 (2 marks)

Outline a goal of a contemporary business that you are familiar with and explain the potential benefits to the
business of striving towards the achievement of this goal.

Question 4 (2 marks)
Define the term ‘decision-making’.

Question 5 (3 marks)
Explain the importance of decision-making in business.

More exam questions are available online.

1.7 Business concept development

KEY KNOWLEDGE

® The importance of business concept development
® The relationship between business opportunities and business concept development

Source: VCE Business Management Study Design (2023-2027) extracts © VCAA; reproduced by permission.

1.7.1 Developing a business concept

Have you ever thought to yourself, ‘If only I could buy this product somewhere’ or ‘someone could make a
fortune with this idea’ or ‘this is a great idea for a business’? This is the starting point of a business concept. As
well as determining whether or not they have the motivation and personal qualities to start a business, potential
business owners need to have a concept of what they wish to sell. Sometimes this will be an original idea for a
good or service that is different from anything already on the market, or a distinct improvement on something

already available. Alternatively it may be a realisation that a particular product is unavailable in a particular area.
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The source of a business concept may come from
a person’s own experiences, interests, abilities or
imagination. Inspiration for ideas can be

All businesses in the world have started from an initial
idea or concept and then grown according to their
success within the market. Coke, for example, started as

generated by: a medicinal tonic sold off the back of a travelling wagon.
¢ listening to people, particularly for ideas on Now, the Coca-Cola Company is an internationally
the goods or services people want, but that successful business that dominates the soft drink market
may not be readily available throughout the world.

), g

¢ reading magazines and books and researching
on the internet

¢ visiting displays and exhibitions in areas such
as new technology or new products from
overseas

e accessing government statistics and research
information

¢ identifying a ‘gap in the market’ — that is, a
demand not currently being satisfied

e determining improvements that could be made
to an existing product.

The successful identification of a gap in the market is key to establishing a lucrative business. It means the new
business provides something not already available. Breaking into a market that is already well served means the
new business has to do something exceptional to draw customers away from existing businesses.

CASE STUDY
Christopher Lu — CLU. Living

Business owner and designer Christopher Lu turned his passion
for furniture design and interior design into a highly successful
business employing three people. CLU. Living is a lifestyle

furniture and homewares brand that offers home furnishing
solutions and interior design for compact living. '
Christopher’s market research showed that because more people [

are living in apartments and townhouses, there is a growing
demand for innovative ways to accommodate furniture in limited
areas, incorporating multi-functionality and clever storage
capabilities. His business is renowned for small space decorating
using space-saving modular furniture, sourced both locally and
from around the world. CLU. Living’s products are selected for
their modern design, quality and affordability.

The CLU. brand is also built on
excellent customer service.

‘| studied the existing competition and their products, marketing
techniques and unique selling points, and used this to create an
exclusive offering with a unique look and feel. The CLU. brand

is also built on excellent customer service. We listen carefully to
our clients’ needs to make sure we provide custom solutions for
their unique problems based on their budget and lifestyle. This has
allowed us to establish a loyal customer base,’ he said.
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1.7.2 The relationship between business opportunities and business

concept development

The development of the business concept is when the prospective business
owner takes an idea that has arisen from an assessment of possible
opportunities, and begins to turn it into an actual business. The business
concept is affected by the motivations and personal qualities of the owner
wanting to start a business, as well as the goals that they want to achieve.
This relationship can be seen in the diagram at right. As the business owner
develops their business concept, they will need to protect their idea and
then determine how feasible it is by conducting market research and initial
feasibility studies. These will be explored in subtopic 1.9.

Protecting a business idea

The potential business owner’s idea or concept is referred to as intellectual
property (IP). IP is any creation of the mind such as a new invention, a
brand, a design or artistic creation. These creations can have a commercial
value, or provide a competitive advantage, for a person or a business, so

it is very important to ensure that competitors do not copy them. Almost
every business would have some form of IP that needs to be protected. The
following table outlines five common methods for protecting IP.

Five common methods for protecting IP

Ideas come from assessing
business opportunities, leading
to the development of the
business concept.

Business
opportunities

s[eon

' Business concept '
development

UOIEAOIN

Method | Descripon |

Trademark This is a right granted over a letter, word, phrase, number, sound, smell shape, logo,

picture or aspect of packaging that a business will use to represent its products and
services. A registered trademark is legally enforceable and gives the business owner

exclusive rights to use it for commercial purposes, license it or sell it for the goods and
services that it is registered under.

Patent This is a right granted for any device, substance, method or process that is new,
inventive and useful. This is legally enforceable and gives the owner exclusive rights to
use the invention for commercial purposes for the life of the patent.

Copyright This is free and automatic protection of original works, such as writing, music, art, films,

sound recording, broadcasts and computer programs. Although it’s not necessary in
Australia, placing a copyright notice in a prominent place on any work can act as a
reminder to competitors. It can also be a requirement in some countries to establish
copyright.

Design rights

These are rights given to the owner to commercially use, licence or sell a design (the
visual appearance of a product). A registered design could be for a logo, branding,
packaging, new invention or new technology.

Domain name

A potential owner can register a domain name (the business’s unique address on the
internet) so that nobody else can register it. It can be a good idea to do so even if there
are no plans to build an actual website for some time. It will be available if and when the
business does launch a website.

Patenting, copyrights and trademarks will be examined in more detail from a global perspective in topic 2.
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Resources

Weblinks Intellectual Property Australia
CLU. Living

KEY IDEAS

* A business concept describes the core activities of the business, the specific features and value of the goods
or services it provides, and the target market.

® A business concept is developed by a prospective business owner after an idea has arisen from an
assessment of possible business opportunities.

1.7 Exercises learn
Students, these questions are even better in jacPLUS
Receive immediate Access Track your
feedback and access additional results and
sample responses questions progress

Find all this and MORE in jacPLUS ®

1.7 Quick quiz ’ 1.7 Exercise u 1.7 Exam questions

1.7 Exercise

TEST your understanding

1. ldentify three possible sources of new business concepts and explain how each could provide ideas for a
new business.

2. Briefly explain two common methods for protecting intellectual property.

3. Outline the link between business opportunities and business concept development.

APPLY your understanding

4. Gerry has had an interest in antique and unusual children’s toys since he was a child, and has been collecting
toys from the 1940s and 1950s for many years. He is interested in setting up a toy shop, incorporating a
museum or similar display for his collection. His hope is that the display of antique toys will be a means of
attracting customers.

a. ldentify the source or inspiration behind Gerry’s business concept.
b. Outline how Gerry has sought to differentiate his business from those of possible competitors.
c. Explain how Gerry could protect his intellectual property.
5. Use the Intellectual Property Australia weblink in the resources tab to answer the following questions:
a. Define the term ‘patent’.
b. Identify and describe an example of an Australian invention that has been successfully patented.
c. Define the term ‘trademark’.
d. Identify and describe an example of an Australian business that has successfully registered a trademark.

1.7 Exam questions

Question 1 (2 marks)
Explain the importance of business concept development.
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Question 2 (2 marks)
‘The business concept is the starting point for any new business.” Explain.

Question 3 (4 marks)
Analyse the relationship between business opportunities and business concept development.

Question 4 (6 marks)

Analyse the importance of protecting the business idea or concept (intellectual property), with reference to a
contemporary business that you are familiar with.

More exam questions are available online.

1.8 APPLY YOUR SKILLS Creating a business idea

PRACTISE YOUR SKILLS

* |dentify, define, describe and apply business management concepts and terms

¢ Interpret, discuss and compare business information and ideas

* Analyse case studies and contemporary examples of business management

* Apply business management knowledge to practical and/or simulated business situations

Source: VCE Business Management Study Design (2023-2027) extracts © VCAA; reproduced by permission.

CONTEMPORARY CASE STUDY
Moregolf

Mick and Simone McGrath are the owners of
Moregolf, a wholesale business located in Oakleigh.
Because it is a wholesale business, it sells golf
products to retailers. As well as Mick and Simone,
the business employs a warehouse manager and
five sales contractors.

R |

Mick and Simone purchased the business because :
of a desire to be independent — both financially and - o "k__’.‘,-:..:
personally. Before they took over the business, they " P
spent some time with the previous owner observing
the day-to-day operations of the business. They
also met with accountants who helped them to
develop a business plan. Mick and Simone have
goals for Moregolf, including making a profit and
increasing sales, as well as expanding the business
and introducing new products.

The owners of Moregolf have been prepared to take risks and have been willing to change direction to meet the
needs of the market. Mick and Simone say they have learnt from their mistakes. ‘We started off selling a range of
hardware, such as golf bags and clubs,” Simone says. ‘But we found that we could not continue to compete with
the larger golf equipment outlets.’

They decided to focus on specialised or niche products instead. These are products that appeal to a specific
group of people with a common interest. Moregolf now wholesales products such as Lamkin grips, golf club

shafts and repair gear. They also offer repairs and sell accessories. The business is now at a stage where it is
starting to see profit and is becoming better known in the industry.
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1.8 Exercises learn

Students, these questions are even better in jacPLUS

Receive immediate Access Track your
feedback and access additional results and
sample responses questions progress

Find all this and MORE in jacPLUS C]

J 1.8 Exercise H 1.8 Exam questions

1.8 Exercise

TEST your skills

1. Identify the personal motivation behind Mick and Simone wanting to start a business.

2. Define the term ‘wholesale business’.

3. Identify a source of business opportunity that might have influenced Mick and Simone in making their
decision concerning their purchase of Moregolf.

APPLY your skills

4. Identify a list of the relevant characteristics of successful business managers and business entrepreneurs that
should be considered before commencing one of the following businesses:
a. a take-away food store in a medium-sized country town
b. a childcare centre in an outer suburb of Melbourne
c. a house maintenance service operated from home
d. an accountancy practice in Geelong.

5. In groups of three or four, identify an opportunity for commencing a business in your local area or school.
Prepare a report, to be shared with the rest of the class, using the following questions:

. Outline the business concept.

. Identify reasons for selecting this concept.

. Identify the personal or other skills necessary to run the business.

. Identify the likely demand for the good or service. (Is there a ‘gap in the market’?)

. Outline any innovation in the good or service (or in the way these are delivered).

Outline basic market research needed.

. Describe any existing competitors in the local area.

. Outline the predicted level of success.

6. In pairs, choose a business of which you have some knowledge. It could be a business that employs a family
member or a friend, where you work part time or a local business. Interview the owner of the business and
prepare a report for presentation to the rest of the class. You may wish to video the interview, then view and
discuss it in class.

Q@ 0 Q0 T O

1.8 Exam questions

Question 1 (3 marks)
Referring to a contemporary business case study, outline one opportunity that the business identified and
explain whether or not this opportunity was successfully seized.

Question 2 (2 marks)
Explain why it is important to set goals before starting a new business.

Question 3 (4 marks)

Analyse the importance of business concept development, with reference to a contemporary business case
study.

Question 4 (4 marks)
Analyse how the characteristics of business managers and entrepreneurs contribute to business success.

More exam questions are available online.
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1.9 Market research and initial feasibility studies

KEY CONCEPT

* Market research and initial feasibility studies

Source: VCE Business Management Study Design (2023-2027) extracts © VCAA; reproduced by permission.

There will always be a risk involved in starting a new business. Will the proposed

. ) market research a process
new good or service attract customers? Will the product appeal to enough P

of systematically collecting,

customers to generate sufficient sales to cover costs and make a profit? Once the recording and analysing
idea for a business has been developed into a business concept, anyone thinking information concerning a specific
market

about starting a business should first gather some ‘facts and figures’ to determine kot conditions the feat
. . . . market conditions the rteatures
1f. the bus1nes§ would.survwe and generate a pro.ﬁF. _Two ways to establish how of a market into which a
viable the business will be are to conduct a feasibility study and undertake market new good or service is to be
research. Making decisions based on reliable information concerning the needs intr%duce:, incluging ;aCtOFS |
T . . . such as the number of potential
and wants of consumers helps to minimise the risk of business failure. T S v
and potential for growth

1.9.1 Market research

Market research is a process involving gathering and analysing information concerning a specific market. It
involves the following steps:

Market research process

Step 1 Identifying what information is needed to make a decision about the potential of the
business. For example, someone wanting to set up a pet care business would want
information about pet numbers and types in a particular area.

Step 2 Gathering the relevant information from appropriate sources. This could involve surveys
or interviews, or examining government statistics. Market research businesses can be
hired to carry out this research.

Step 3 Analysing and interpreting the relevant results to extract some clear information that will
assist in decision-making. This analysis can give the potential business owner an idea of
the market conditions that exist for the proposed good or service.

Market conditions for a particular good or service
can often be determined by finding answers to the e ,
. . produced is likely to satisfy consumer tastes.
following questions:
e [s the business concept entirely new or does it .
already exist? '
e Who will buy the product?
e Why will they buy the product?
e What needs and wants have to be satisfied?
e How big is the market?
e Where is the market?
e Who are the competitors?
e What makes this product different from what
already exists?

Market research is important to ensure the product

Market research will be explored in more detail in
topic 5.
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1.9.2 Initial feasibility studies

A feasibility study is an assessment of the business
idea’s potential for success. This involves determining
how practical the idea is and if it would successfully
translate to the market. A feasibility study

might include:

* an assessment of the market. This involves
analysing the level and type of demand
for the new or improved product, who and
where potential customers are and why they
will buy the product, who the present and
potential competitors are and their strengths and
weaknesses, and what the business’s competitive
advantage is.

* a consideration of the operations. This involves Y
describing the product that will be sold, the ks
resources needed (plant, equipment, materials,
staff and support personnel), the location of the
business and legal requirements.

The aim of an initial feasibility study is to discover the
viability of a business concept.

>

_—

Nt

* an analysis of commercial feasibility. This involves considering the financial aspects of the business
idea, such as how long it will take before the business has its first sale, how the price of the product will
be determined, how much finance will be needed to start the business and sustain operations, as well as

forecasting sales, costs, cash flow and profit.

* an appraisal of the potential owner’s management ability. See section 1.4.1

on the qualities required to be a successful business owner.

feasibility study an assessment

* an understanding of whether others have tried this idea. This involves of the practicality and potential for
finding out whether anyone else has tried the business idea and, if they failed, ?C:‘CCSSS of a proposed business
idea

finding out why they failed.

Resources

Weblink Do market research

KEY IDEAS

® The prospective business owner should carry out some initial market research to determine the viability of

their business concept.

¢ A feasibility study is an assessment of the business idea’s potential for success. This involves determining
how practical the idea is and whether it would successfully translate to the market.
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1.9 Exercises learn

Students, these questions are even better in jacPLUS

Receive immediate Access Track your
feedback and access additional results and
sample responses questions progress

Find all this and MORE in jacPLUS C)

1.9 Quick quiz ‘ 1.9 Exercise u 1.9 Exam questions L

1.9 Exercise

TEST your understanding

1. Briefly explain the value of market research to someone who is thinking of commencing a business.
2. Define the term ‘feasibility study’.
3. Identify the main elements of an initial feasibility study.

APPLY your understanding

4. Sevilla is hoping to start a hair and beauty business in a local shopping centre. She has been dreaming of
doing this ever since she completed a course in hair and beauty.
a. Outline to Sevilla why it might be necessary to conduct an initial feasibility study before proceeding with
her business idea.
b. Describe a step-by-step process that Sevilla can undertake to determine whether or not there is sufficient
demand for the type of business she is proposing.
c. Identify six questions that a market researcher might ask to assist Sevilla in making a decision about
whether to implement her business idea.
d. Identify four market conditions that would have to exist before Sevilla could be satisfied that her business
had a reasonable chance of success.
5. Use the Do market research weblink in the resources tab to read Business Victoria’s suggestions for
completing market research.
a. Outline the ways these steps are both similar and different to the market research process outlined in 1.9.1.
b. Identify two methods suggested by Business Victoria for completing market research surveys.

1.9 Exam questions

Question 1 (2 marks)
Distinguish between a feasibility study and market research.

Question 2 (3 marks)
Explain why it is important to assess the market before commencing a business.

Question 3 (3 marks)
Explain how a contemporary business case study has used (or is likely to use) market research or feasibility
studies to assist them with decision-making.

Question 4 (4 marks)
Identify two things a prospective café owner would consider in an initial feasibility study and explain why each is
important.

Question 5 (4 marks)
Explain how and why a potential business owner should conduct an initial feasibility study before starting a new
business.

More exam questions are available online.
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1.10 APPLY YOUR SKILLS Developing the
business idea

PRACTISE YOUR SKILLS

Identify, define, describe and apply business management concepts and terms

® Interpret, discuss and compare business information and ideas

* Analyse case studies and contemporary examples of business management

* Apply business management knowledge to practical and/or simulated business situations

Source: VCE Business Management Study Design (2023-2027) extracts © VCAA; reproduced by permission.

Developing the business idea involves collecting and assessing information about how viable the idea is and
whether it is worth taking the risk of starting a new business. Conducting a feasibility study allows the potential
business owner to assess a business idea’s potential for success. Carrying out market research helps to determine
whether a genuine gap in the market exists, whether there are sufficient customers and whether the good or
service to be provided will need to be adapted to be successful. By developing the business idea, the prospective
business owner can minimise the risk of failure.

CONTEMPORARY CASE STUDY

Dion Devow — First Nations Australian entrepreneur

Dion Devow established clothing label Darkies Designs in 2010.
The business produces contemporary First Nations Australian-
themed clothes and print media for mainstream, sports and
promotional use. Devow identified a business opportunity after
not being able to find First Nations Australian clothing labels that
suited him. The catalyst for Darkies Designs was the realisation
that there was a gap in the market for contemporary First Nations
Australian clothing. The word ‘Darkies’ was chosen deliberately to
negate the historically derogatory use of the word.

In addition to running Darkies Designs, Devow has founded other
businesses, including an IT recruitment business called

Yerra; created an innovation network; become a community
ambassador; and started working as a radio presenter for ABC

in Canberra. In 2018, he was named ACT Australian of the Year.
Devow received this honour in recognition of his work on his
clothing enterprise and for supporting First Nations Peoples to
achieve their business dreams.

Devow is a firm believer in undertaking market research as a way to mitigate the risks involved in running

a business. He recommends that businesses starting out use economical methods such as social media.
Whenever Devow develops ideas for new designs, he posts images on a variety of social media platforms to
gauge people’s reactions.

However, Devow warns, you need to be cautious of the response you receive as this type of feedback isn’t
always foolproof. Just because people ‘like’ something, doesn’t mean they will buy it. For instance, a few years
ago Devow had an idea to create a yoga mat with First Nations Australian prints. He got some samples made and
posted them on social media where he was overwhelmed with positive responses. Based on this feedback he
decided to invest in the creation of the mats, but they didn’t sell.

Devow believes it takes persistence, determination and courage to achieve success with any business venture:
‘It takes time to create a successful business and it’s not easy, but you have to believe in yourself and take a
leap of faith. You need to be driven and have courage, as there are definitely a lot of risks involved. Setbacks are
inevitable, but you should accept that failure is part of the process. If you are faced with a setback, don’t think of
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it as a total failure, but rather, think of it as a stepping stone in your journey towards success. Running a business
is very hard, but you need to persevere.’

With a vision to continue developing Darkies Designs as a multi-faceted business, Devow has already led
the business in new directions. These include designing and sourcing promotional materials for a range of
organisations, as well as working with marketing and procurement areas in all sectors to produce printed

materials such as magazines, books, brochures, reports, stationery and posters.

1.10 Exercises learn
Students, these questions are even better in jacPLUS
Receive immediate Access Track your
feedback and access additional results and
sample responses questions progress

Find all this and MORE in jacPLUS C)
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1.10 Exercise

TEST your skills

1. Outline the business opportunity that Dion Devow identified that inspired him to establish Darkies Designs.
2. ldentify the characteristics of successful entrepreneurs that Dion Devow possesses.
3. Explain how Dion Devow conducted market research for Darkies Designs.

APPLY your skills

4. Suggest to Dion Devow whether an initial feasibility study would be suitable for his business. Explain the
reasons for your response.

5. Identify an opportunity or opportunities for commencing a business in your local area or school. Complete
market research and a feasibility study for your business idea. Outline your idea to the class and explain what
your market research and feasibility study told you about the likelihood of success for your business idea.

1.10 Exam questions

Question 1 (2 marks)
Identify one similarity and one difference between market research and an initial feasibility study.

Question 2 (4 marks)
With reference to a contemporary business case study, justify the use of a feasibility study.

Question 3 (4 marks)
Discuss the importance of market research.

Question 4 (4 marks)
Analyse how business ideas are created using a contemporary example of business management.

More exam questions are available online.
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1.11 The contribution of businesses to the nation

KEY KNOWLEDGE

® The contribution that businesses make to the economic and social wellbeing of a nation

Source: VCE Business Management Study Design (2023-2027) extracts © VCAA; reproduced by permission.

1.11.1 The economy

Before we can discuss the contribution businesses
make to the economy we must first gain an
understanding of what an economy is. An economy
is a system set up to answer three basic questions:
1. What goods and services are produced?
2. How do we produce those goods and services?
3. How are those goods and services distributed;
that is, who will receive the goods and services
produced?

The economy in action: consumers (buyers) and
businesses (sellers) come together in a marketplace to
buy and sell a wide variety of goods and services.

Many different economic systems have been

used, but the type of economic system we have in
Australia is called a market capitalist economy. This
means that most answers to the economic questions
are provided by private buyers and sellers.

Three basic economic questions

1. What and how much
to produce?

2. How to produce? 3. For whom to produce?

Now that we understand what an economy is, let’s consider how businesses in Australia actually contribute to

our economy. The performance of our nation’s economy affects the quality of people’s lives. As participants in
the economy, businesses contribute to this performance and, therefore, to economic wellbeing. This quality of
life, or economic wellbeing can be measured by a range of indicators, including employment and

economic growth.

Business contribution to employment and taxation revenue

Employment keeps the economy healthy. Employed Australians will use the wage they have earned to buy goods
and services to meet their needs and wants, supporting business and opening up further opportunities for job
creation. In June 2021, the ABS estimated that there were 5 million people employed in small businesses,

2.8 million people employed in medium-sized businesses and 4 million people employed in large businesses.

Not only does employment directly improve the living standards of employed people, but also it reduces
the burden on the state to provide unemployment benefits, while boosting taxation revenue received by the
government through payroll tax. In the 2020-21 financial year, the government
received nearly $25 billion in the form of taxes on employers, payroll and the labour economy a system set up to
force. Businesses also provide the public with goods and services that, when taxed SO TS LRy (o7
- p ) - p g > ’ to produce and to whom production
provide the government with additional revenue. Taxes on goods and services, such as will be distributed

the Goods and Services Tax (GST), accounted for over $154 billion of tax revenue in
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2020-21. This tax revenue, along with the $100 billion received from businesses in the form of company tax,
allow the government to provide goods and services that benefit the whole community, such as health, education,
infrastructure and welfare.

DID YOU KNOW?

Around 59 per cent of small businesses do not employ staff; 30 per cent employ 1-4 people and 9 per cent
employ 5-19 people, according to ABS figures.

Business contribution to economic growth economic growth an increase

Economic growth sounds good, but what is it? Growth occurs when a nation in the real value of goods and
. . . . services over a set period of time
increases the real value of goods and services over a period of time. One common ,

K ) exports goods or services sold
measure to check whether economic growth has occurred is to see whether our by one country to individuals,
gross domestic product (GDP) has grown. GDP is the monetary value of all businesses or governments in
the finished goods and services produced in Australia over a specific period. another country with the aim
Busi | . lei ibuti 1 . h of extending sales and market

usiness plays an important role in contri utl'ng to our overa economic gr‘owt Danetion
by producing a wide range of goods and services. The ABS estimated that in balance of payments a record
2019-20, small businesses produced over $422 billion of Australia’s economic of a country’s trade and financial
output. Medium-sized businesses contributed more than $277 billion and large transactions with the rest of the

businesses produced over $598 billion. world

Business contribution to export earnings

Exports refer to the sale of our goods and services
in other countries. Exporting products overseas
contributes to Australia’s balance of payments
(BOP). The BOP is a record of trade and financial
transactions between residents of Australia and
residents of the rest of the world, over a given
period. A favourable BOP exists when there

are more payments coming in than going out.
Exporting products creates jobs, boosts incomes
and improves our living standards.

Rio Tinto is a major exporter of iron ore.

Many businesses export their products to overseas
markets. Rio Tinto earns more than 90 per cent of
its revenue from overseas. The company exported
321.6 million tonnes of iron ore in 2021, and had
a target of between 320 million and 335 million
tonnes for 2022.

DID YOU KNOW?

The balance of payments consists of two accounts, which are always in balance. The current account records
transactions such as exports and imports, income and transfers. The capital and financial account records
borrowing and lending transactions. Historically, Australia has recorded large current account deficits (CAD),
often importing more goods and services than it exports. Over the last 20 years, however, Australian exporting
industries have become more competitive in global markets.
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Business contribution to research and development

Businesses undertake research and development (R&D)
in order to expand their knowl.edg'e of products and company. The company invests more than $50
processes. Researchers and scientists undertake R&D million in R&D in Australia each year. The main
in a business to produce new products, improve existing purpose of their research is to discover and
products or develop new processes (such as improving develop new medicines and vaccines.

the way a product is produced or delivered). Because

of their size, large businesses in particular have the
capacity to undertake extensive innovation. Finding new
ways to do things results in improved efficiency and
increased productivity. Additionally, the development
and improvement of new and existing products and
business processes drives economic growth, improving
our quality of life and standard of living. However, the
costs of R&D can be prohibitive, especially for small
businesses. In response to this problem, the federal
government offers an R&D tax incentive which makes
tax offsets available for eligible R&D expenditure.

GlaxoSmithKline (GSK) is a large pharmaceutical

N ;

According to the ABS, Australian businesses spent
$18.2 billion on research and development during
2019-20, which represents a 4 per cent increase in real terms from 2017-18. Business human resources devoted
to R&D in 2019-20 totalled 77 724 person years of effort (PYE), an increase of 3.6 per cent from 2017-18.

Businesses in the manufacturing and professional, scientific and technical services industries were the
major contributors to the R&D spending. For example, BlueScope Steel is a steel manufacturer that makes
large contributions to R&D. Its R&D team provided the technological foundation for the introduction of
COLORBOND® steel in 1966. Today this product is in demand from customers all around the world.

DID YOU KNOW?

The ABS, in its latest survey of research and development activity, found a strong relationship between the rate
of R&D expenditure and the size of the businesses. Large businesses are increasingly more likely than small
businesses to undertake innovation.

1.11.2 Social wellbeing

Social wellbeing refers to how well a nation’s people live. This may be affected by access to basic needs and
services such as water, food, shelter and health, as well as education, relationships with others in society,
community engagement and material possessions.

Wellbeing can be quantified using economic measures such as GDP, income, the level of employment, and
consumption of goods and services. Wellbeing can also be determined through non-economic measures,
including our level of personal happiness and self-fulfilment, crime and death rates, environment quality and
political freedom. Many of these can be difficult to measure precisely.

We have already looked at how businesses contribute to GDP, create jobs and pay tax. Let’s have a closer look at
the contribution that businesses make to some of these non-economic influences on social wellbeing.
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Business contribution to career and social wellbeing

By providing employment for people, businesses don’t just provide people with a source of income. People
who have jobs have the opportunity to build up their self-esteem by doing something that they consider to be
worthwhile. Working for a business allows people to feel as though they belong within the business, as well
as a sense of contributing to the needs of society. This can contribute to a person’s level of personal happiness
and self-fulfilment. In addition, the social connections that people make at work may also affect their health,
personal habits and general wellbeing.

Business contribution to innovation

We have already reflected on the contribution that businesses of all sizes make to R&D. As well as having an
impact on the economy, invention and innovation have changed the way we live and improved our wellbeing.
Consider the way that computers, tablets such as the iPad, the mobile phone and the internet have dramatically
changed our quality of life. The innovations of businesses large and small, and of individual entrepreneurs, have
also helped to solve some of the world’s urgent problems, with new solutions including fair trade, mobile money
transfer, restorative justice and carbon reduction.

Google is an example of both an innovative and a socially responsible business. The company is well known for its
innovative culture. It encourages employees to work together to develop ideas, which has led to the development
of a creative and passionate workplace. The company also encourages staff to be involved in charitable efforts.
Google has been carbon neutral since 2007, and its code of conduct covers respect for other employees, conflicts
of interest, financial integrity and responsibility, confidentiality and obeying the law.

e

B

Business contribution to corporate social responsibility

While all businesses aim to make a profit and maximise their market share, to do so in a manner that is not
socially responsible is likely to be counter-productive — customers will eventually find out which businesses are
acting responsibly and which are not. Customers can react by refusing to purchase a business’s product if they
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learn that the business is exploiting employees, engaging in animal cruelty or polluting the environment. Anyone
who decides to start a business intending to exploit customers or employees is unlikely to continue in business
for long.

Corporate social responsibility involves the managers or owners of a business taking steps beyond what
is required by law to ensure that the broader social welfare of the community — including employees,
customers, suppliers and the environment — is taken into consideration when conducting business
dealings. Socially responsible behaviour can be expensive in the short term, but in the long run it does
turn out to be in a business’s interest. It is also good for social wellbeing, because it means that customers

are treated fairly and that the environment is not damaged. Employees will want to corporate social responsibility

work for businesses that are socially responsible. Working for a socially responsible managing a business in such a
business allows people to contribute directly to community wellbeing. For the socially way that the broader social welfare
responsible business, the costs of replacing staff will be reduced and productivity is @D R, (el 1S
esP . ’ placing P Y employees, customers, suppliers
likely to increase. More people are choosing employers based on their values and how and the environment, is taken
they contribute to society. People want to be proud of the business they work for and into consideration when making

this feeling may add to their level of personal happiness and self-fulfilment. BIEITEES CEORENS

Resources

Weblink Global Victoria

KEY IDEAS

* Businesses contribute to the economic wellbeing of a nation by providing employment, contributing to
taxation revenue and boosting economic growth and export earnings. They also contribute to research and
development.

® Businesses contribute to the social wellbeing of a nation by supporting career development and social
wellbeing, innovation and corporate social responsibility.

1.11 Exercises learn

Students, these questions are even better in jacPLUS

Receive immediate Access Track your
feedback and access additional results and
sample responses questions progress

Find all this and MORE in jacPLUS C)

1.11 Quick quiz ‘ 1.11 Exercise U 1.11 Exam questions L

1.11 Exercise

TEST your understanding

1. Identify the three basic questions that all economic systems must answer.
2. Briefly outline how businesses make contributions to the economic wellbeing of a nation through each of the
following:
a. employment
b. economic growth
c. export earnings
3. Define the term ‘corporate social responsibility’.
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APPLY your understanding

4. You have been asked by a local community news group to write an article that will describe the importance of
businesses to the Australian economy. Your article will appear in a special newsletter dealing with business.
Prepare your article exactly as you would like it to be published, using a publishing program for layout if
possible. Use your imagination and choose a thought-provoking headline. After you have prepared your first
draft, share with a partner to edit your article. Display the finished articles around the room.

5. Use the Global Victoria weblink in the resources tab to undertake research about a business that has been
successful in exporting its products. Tip: many examples of export businesses can be found when looking at
the Export Awards. Answer the following questions:

a. ldentify the name of the business.

b. Outline what the business does.

c. ldentify what the business exports.

d. Identify where the business exports its products.
e. Outline reasons for the business’s success.

1.11 Exam questions

Question 1 (4 marks)
Describe two economic contributions that businesses make to the nation.

Question 2 (4 marks)
Explain two ways in which behaving in a socially responsible manner could make a business more profitable in
the long run.

Question 3 (2 marks)
Identify and outline two positive contributions that businesses make to the economy through the people that
they employ.

Question 4 (4 marks)
One way in which businesses add to the economic wellbeing of a nation is by contributing to export earnings.
Explain what exports are and how businesses contribute to economic wellbeing through export earnings.

More exam questions are available online.

1.12 EXTEND YOUR KNOWLEDGE Business
contribution to the economy — taxation revenue

EXTEND YOUR UNDERSTANDING OF THIS CONCEPT

® Businesses in Australia make a significant contribution to the nation — both to the economy and to social
wellbeing.

In Australia, the government uses money it collects in the form of taxes to pay for a range of public goods and
services that society couldn’t function without. Public schools, hospitals, roads and the military are all paid
for by taxes collected by the government from individuals and businesses. Most societies have functioned this
way since ancient times, and all of us will at some stage pay taxes and receive the benefit of public goods and
services paid for by taxes. As Benjamin Franklin once said, ‘In this world nothing can be said to be certain,
except death and taxes’. Despite this, there has always been great debate about how much tax individuals and
businesses should pay as well as how this money should be spent.

The Australian government expects to spend the money that it has received primarily through taxes on these
goods and services. In the 2022-23 budget, the greatest outlays were on items such as social security and
welfare ($221.6 billion), which includes pensions for the elderly and those with disabilities, as well as payments

TOPIC 1 The business idea 45



to support those who are unable to find employment or are in a disadvantaged position. Health ($105.8 billion),
Education ($44.8 billion) and Defence ($38.3 billion) were also some of the more significant areas of spending
for the government, which expected to pay a total of $628.4 billion dollars in the 2022-23 financial year on
public goods and services.

Much of the nation’s tax revenue comes from businesses, either through company taxes or individual income tax
paid by owners of small businesses not operating as a company. Business activities also indirectly account for
the majority of tax revenue received. Businesses employ many people who pay tax on the income they receive
from their employer and are involved in transactions that result in other duties and sales taxes.

Government expenditure in the 2022-23 Australian Federal Budget

Social security and
welfare: $221.7 billion

Other purposes:
$120.6 billion

All other functions:
$70.8 billion

General public
services: $26.5 billion

Defence: $38.3 billion
Education: $44.8 billion Health: $105.8 billion

Source: Commonwealth of Australia, Budget Overview, 2022.
Sources of government revenue in the 2022-23 Australian Federal Budget

Superannuation taxes:
$16 billion

Fringe benefits tax: $3.6 billion

’7 Other taxes: $6.5 billion

Individuals income
tax: $270.0 billion

Fuels excise: $21.5 billion

Excise and customs
duty: $21.5 billion

Non-tax revenue:
$39.2 billion

GST and other
sales taxes: $82 billion

Company and resource rent
taxes: $92 billion

Source: Commonwealth of Australia, Budget Overview, 2022.
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CASE STUDY

Paying their fair share

While the idea behind our taxation
system is that it should collect

taxes from those individuals and
businesses who have been able to
prosper in our society, doing this
fairly has proven to be difficult in
practice. Our complex tax system
allows individuals and businesses

to deduct a wide range of costs
incurred in their attempts to earn an
income. For example, a retailer who
buys a pair of shoes for $40 and sells
them for $100 may have received
$100 worth of income, but hasn’t
earned $100 profit. In fact, in addition
to the $40 they paid for the shoes,
the retailer would also have to pay
for expenses such as electricity and
wages for employees. In the interest
of fairness, the business is allowed to
deduct these costs of doing business
and pay tax only on their profits.
While this example may seem quite
straightforward, the complexities
surrounding taxation have given rise
to an entire profession of accountants
whose job is to deal with taxation
issues for their clients and employers.

In 2021, ExxonMobil paid $3.1 billion in federal government taxes
after a decade of not paying company income tax. This was despite
earning billions of dollars in Australia year after year. The company
is not alone, however; in recent years, Sydney Airport paid no tax
on more than $1.5 billion in revenue. Lendlease had $9.5 billion in
income, of which just $69.2 million was taxable and Transurban
reported $2.9 billion in income, of which $112.1 million was taxable
but neither paid a cent in income tax. The Australian Taxation Office
is in frequent tax disputes with multinational corporations such

as Chevron who lost an appeal in 2017 to the Full Federal Court
over a $340 million tax bill, representing the biggest tax case in
Australian history.

Things get even more tricky when dealing with multinational corporations who derive some of their income from
within Australia as well as overseas. There is every temptation for multinational corporations to avoid or minimise
paying tax in Australia by understating their profits here and overstating them in nations that have lower tax
rates. Our complex taxation laws leave a grey area between legally minimising tax and illegally avoiding it. Large
companies often pay millions of dollars to stay on the right side of this grey area and maximise profits for their

shareholders.

In 2016, 11.5 million documents, which became known as the ‘Panama Papers’, were leaked from a Panamanian
law firm Mossack Fonseca. The documents revealed how very high-income earners and multinational
corporations from around the world were using offshore investments to avoid paying their fair share of tax in
countries such as Australia. With many multinational corporations’ shareholders being overseas residents, much
of the profits gained by these companies do not end up in Australia once distributed as dividends. Many have
argued that it is becoming obvious that, whether or not it is legal, some large corporations operating in Australia
are not paying their fair share of tax and that the laws need to change.

Resources

Weblink 2022-23 Budget Overview
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1.12 Exercise

TEST your understanding

1. Explain the purpose of taxes in a country such as Australia.

2. Outline the largest area of government spending and what the spending pays for.
3. ldentify the Australian government’s biggest source of revenue.

4. Outline what the ‘Panama Papers’ were.

EXTEND your understanding

5. Outline what Benjamin Franklin meant by his statement, ‘In this world nothing can be said to be certain,
except death and taxes’.
6. Explain whether you think the taxation system in Australia is fair and why.

1.12 Exam questions

Question 1 (3 marks)
Outline two ways in which corporate tax avoidance affects the Australian economy. Use an example to support
your answer.

Question 2 (6 marks)
Winston Churchill once said, ‘There is no such thing as a good tax’. Discuss the extent to which you agree or
disagree with this statement.

More exam questions are available online.

1.13 Methods for fostering a culture of business
innovation and entrepreneurship in a nation

KEY KNOWLEDGE

* The methods by which a culture of business innovation and entrepreneurship may be fostered in a
nation, such as government investment in research and development, council grants for new businesses,
school-based educational programs in entrepreneurship and the creation of regional business start-up hubs

Source: VCE Business Management Study Design (2023-2027) extracts © VCAA; reproduced by permission.

Businesses such as Google and Apple nurture innovation and entrepreneurship through the use of collaboration,
new technology, active support systems, time provided for creativity and by not shunning failure. Similarly, a
nation may encourage a culture of business innovation and entrepreneurship. Businesses can do this through
their activities, but governments at all levels can also promote innovation and entrepreneurship through policy
and financial assistance.
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1.13.1 Government investment in research and development

Investment in R&D is expensive and not necessarily

within reach of all businesses. Federal and state
governments support businesses to conduct R&D via
direct funding, grants and tax incentives. Through a

DroneShield is an Australian/United States drone
detection company, and publicly listed on the
Australian Securities Exchange (ASX). The business
develops and sells hardware and software used

number of avenues, the federal government provided for the detection of drones, which otherwise
approximately $11.9 billion in funding to R&D could present security or safety risks. The former

in Australia in 2020-21. Funding is provided to CEO of DroneShield, James Walker, has said that
universities, publicly funded research agencies such Australia’s R&D Tax Incentive was an important factor

as the CSIRO and businesses. Federal government
support for businesses comes through programs such
as the Research and Development Tax Incentive, which
provides a tax offset to encourage businesses to engage

in R&D.

AusIndustry is a division of the Department of
Industry, Science and Resources, and is the federal
government’s principal agency for delivering
assistance, programs and services that support industry,
research and innovation. The following table outlines
some of the different assistance programs that

Auslndustry offers.

Ausindustry
assistance program

The Entrepreneurs’
Programme

contributing to the technology company’s decision to
move to Australia.

Description

This initiative is a multi-platform network of practical advice and support for businesses,
including advice from people with private sector experience, co-funded grants to
commercialise new products and processes, funding to take advantage of growth
opportunities, and connection and collaboration opportunities.

R&D Tax Incentive

This scheme encourages business investment in R&D, as well as growing and sustaining
innovative, competitive and export-orientated Australian industries. The tax incentive is
an easy-to-access entitlement that is available to businesses of all sizes in all industry
sectors. Under this scheme, eligible small- to medium-sized companies with annual
turnovers of less than $20 million apply for a refundable tax offset of 43.5 cents for
every dollar spent on R&D. A 38.5 per cent non-refundable tax offset is available to other
eligible businesses.

(continued)
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(continued)

Cooperative This program supports the ability of Australian industries to compete and produce
Research Centre by helping businesses partner with the research sector to solve industry-identified
(CRC) Program problems. The program does this in two ways: the provision of CRC Grants which

support medium to long term industry-led collaborative research for up to ten years,
and CRC Projects (CRC-P) grants, which support short term, industry-led collaborative
research, for up to three years.

CONTEMPORARY CASE STUDY

Endua’s $1 million grant

Endua is a Brisbane-based company that is planning
to build hydrogen-powered energy generation and
storage, aimed at delivering sustainable, reliable and
affordable power. The business recently received an
Accelerating Commercialisation Grant of $998 269.
These grants are part of the federal government’s
Entrepreneurs’ Programme, and are designed to
help Australian companies to grow, commercialise
innovations and gain further investments so that they
can take advantage of opportunities in domestic and
international markets.

The company is using new hydrogen electrolysis technology developed at CSIRO to produce hydrogen within
its device. Endua was originally backed by funding, technology and industry expertise from CSIRO and Ampol,
and will use the grant to commercialise its clean energy storage solutions. The business hopes to manufacture
modular power banks that can produce power loads of up to 150 kW.

In 2022, then-Minister for Industry, Energy and Emissions Reduction, Angus Taylor, said the grants would help
home-grown companies grow, commercialise their products and gain further investments to enter new domestic
and international markets. ‘We are proud to support Australian companies take their innovative technologies and
products to the next level through the commercialisation process,” he said.

The Victorian Government also offers assistance to investors and innovators through a combination of funding
initiatives, research institutions, technology and integrated business infrastructure. In 2020 the Victorian
Government launched a $2 billion fund to drive research and innovation. The following table outlines some of
the measures designed to encourage research and innovation in Victoria.

Victorian

Government

measure Description

Breakthrough A fund to drive investment, research, innovation and growth over ten years

Victoria Fund

R&D Cash Flow A $50 million fund for Victorian small- to medium-sized enterprises claiming the R&D tax
Loans incentive

CONTEMPORARY CASE STUDY

Gekko receives government support in innovative response to COVID-19

Gekko has a long history of innovation. In fact, prior to opening for business in 1996, the husband and wife team,
Sandy Gray and Elizabeth Lewis-Gray, had applied for a research grant to develop their InLine Pressure Jig

for continuous gravity separation. Growing demand for energy-efficient devices spurred Gekko to reinvent and
advance other traditional mining technologies.
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Innovative modular designs, elegant systems and smart
manufacturing launched Gekko as a world technical leader in gold
processing and low-energy mining solutions.

In 2020 Gekko was once again able to demonstrate its ingenuity
by diversifying its production of mining equipment to include
ventilators as part of Australia’s response to COVID-19. Gekko’s
GeVentor is a relatively simple to use ventilator that is suitable for
remote conditions and provides an additional stream of crucial
healthcare equipment during a global shortage.

Gekko didn’t go it alone, however. The project was partly funded by
the Victorian Government. The government announced the roll-out
of a new program to help other Mining Equipment, Technology and
Services (METS) businesses engage with local mining companies in

regional Victoria to innovate and promote their services.

Minister for Jobs, Innovation and Trade Martin Pakula pledged
continued government support for Victorian manufacturers like

Gekko Systems to advance plans for the production of ventilators.

The ‘GeVentor’ developed by Gekko’s
technical director, Sandy Gray, has
been designed to be a viable and
suitable invasive ventilator for use in
Victorian and other medical/response
facilities.

‘The ability of Victorian companies to pivot and adapt so they can help in the fight against coronavirus has been

impressive, and we’re proud to be backing them,’” the Minister said.

1.13.2 Council grants for new businesses

From time to time, local councils will provide business grants and funding programs. Occasionally these will
apply to new businesses. The City of Melbourne has a small business grants program that provides financial
assistance to small businesses currently located, or intending to locate, within the City of Melbourne. The
objective is to encourage the establishment, growth and retention of innovative, creative and sustainable
businesses. A number of other councils, including Frankston City Council, Greater Shepparton City Council,
Macedon Ranges Shire Council and Northern Grampians Shire Council, also have business grants programs

with similar objectives for new or existing businesses.

CONTEMPORARY CASE STUDY
The Perpetual People Co and Age Up

Frankston City Council’s Business Grants
Program has supported countless businesses
since 2012. In 2022, the council awarded a

total of $228 000 to eight local businesses. The
Perpetual People Co received a grant of $28 000.
This business offers work-experience programs
for people with disabilities and will use the grant
to start an innovative and socially responsible
gardening program and a sports program. This
empowers clients to work in the community and
become more self-sufficient by learning to grow
their own fruit and vegetables.

A recent recipient of the City of Melbourne
innovators and start up grants is Age Up Health
Pty Ltd. Age Up has created a fully integrated
online platform providing aged-care services to
empower people to live their best life at home.
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Resources

Weblink Department of Industry, Science and Resources

1.13.3 School-based educational programs in entrepreneurship

Awareness of entrepreneurship can be improved through education and information programs. Schools teach
courses in economics and business, including VCE Business Management, so that students will gain some
knowledge of entrepreneurship. Many programs also allow students to experience entrepreneurship.

There are several school-based educational programs

in entrepreneurship. One popular program is called

‘$20 Boss’ and is organised by the Foundation for

Young Australians and the National Australia Bank.
Participating students are given $20 each as seed funding
to create their own business. Students may decide to use
the funding on their own start-up, or pool it with other
students to work on a joint project. At the end of the
program, students are encouraged to pay back the start-up
money.

Students at Kurunjang Secondary College
participated in $20 Boss and improved their

Victorian Commercial Teachers Association (VCTA)
organises an annual Plan Your Own Enterprise
competition that gives emerging student entrepreneurs
the opportunity to develop an idea for a business or social enterprise, then prepare and enter a business plan.
Students need to apply their creativity and business skills to the business plan to win prizes.

ABW Enterprise Education is a not-for-profit organisation that delivers a range of business simulations for
schools. Working in teams, students learn from the hands-on experience of running a virtual business.

Resources

Weblinks $20 Boss
Plan Your Own Enterprise competition

1.13.4 Regional business start-up hubs

Small Business Centres Victoria (SBCV) Network is a network of business centres providing a range of small
business services in 6 metropolitan and 14 regional locations throughout Victoria. Business centres provide
subsidised premises, advice, services and support to new and emerging businesses to assist them to become
established and profitable. Business centres may also host workshops and seminars providing small businesses
with access to low-cost resources and information. Because they are locally based and operated, each business
centre has an appreciation of the regional issues affecting an individual business and is able to tailor advice to
suit the specific needs of each business.

Many of these business centres are members of Business Enterprise Centres (BEC) Australia, a not-for-profit
network of business enterprise centres that provide support to small business owners. Some of these business
centres have also been established by Workspace Australia. This is a not-for-profit organisation that has
established small business centres in Bendigo, Castlemaine, Donald, Dunolly, Eaglehawk and Gisborne.

INNOVIC (the Victorian Innovation Centre) is a not-for-profit organisation that assists innovators and
entrepreneurs. The organisation helps to turn new ideas into viable products and create new businesses of the
future. It offers a wide range of practical services, free seminars and innovation resources to help potential
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business owners with their business ideas, as well as innovation through all the stages of the business’s
development.

Resources

Weblinks Grants and programs
Small Business Centres Victoria

KEY IDEAS

® |nnovation and entrepreneurship may be encouraged and nurtured in a nation in many ways, including
government investment in research and development, council grants for new businesses, business
mentorships, school-based educational programs in entrepreneurship, and the creation of regional business
start-up hubs.

1.13 Exercises learn

Students, these questions are even better in jacPLUS

Receive immediate Access Track your
feedback and access additional results and
sample responses questions progress

Find all this and MORE in jacPLUS C)

1.13 Quick quiz 1.13 Exercise U 1.13 Exam questions L

1.13 Exercise

TEST your understanding

1. Identify two ways in which governments at both federal and state levels invest in research and development
in Australia.

2. Outline the purpose of the small business grants programs offered by some local councils.

3. Outline how school-based educational programs can improve awareness of, and experience in,
entrepreneurship.

4. Describe the type of support that regional business start-up hubs, such as Small Business Centres Victoria,
offer new and existing business owners.

APPLY your understanding

5. Outline a possible reason why Endua received a commercialisation grant from the Australian government’s
Entrepreneurs’ Programme.

6. Explain how Gekko benefited from the METS Regional Innovation Accelerator program.

7. Use the Grants and programs weblink in the resources tab to find out more about grants and assistance in
the area of innovation and entrepreneurship. Search the programs or use the grant finder, then outline how
the grant or program potentially fosters a culture of business innovation and entrepreneurship.

8. Use the Small Business Centres Victoria weblink in the resources tab to answer the following questions
about the Small Business Centres Victoria (SBCV) network:

a. Outline what Small Business Centres Victoria (SBCV) is.

b. Describe the key objectives of SBCVs.

c. ldentify five different services offered by SBCVs and explain how each helps small businesses.
d. Identify the closest business centre to your home or school.
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1.13 Exam questions

Question 1 (4 marks)
Describe two methods by which the Australian government supports and funds businesses to undertake
research and development.

Question 2 (2 marks)
Explain one reason why the Australian government funds school-based programs for entrepreneurship.

Question 3 (3 marks)

Describe the effect that government investment in R&D has had on a contemporary business case study that
you have studied this year.

Question 4 (3 marks)
Explain how council grants for new businesses can foster a culture of business innovation and entrepreneurship.

More exam questions are available online.

1.14 EXTEND YOUR KNOWLEDGE Research
and development

EXTEND YOUR UNDERSTANDING OF THIS CONCEPT

* Businesses make a large contribution to research and development (R&D), but more could be done to ensure
that there is a culture of business innovation in our nation.

Research and development and government

R&D does not necessarily mean scientists in
lab coats performing experiments. Businesses
can carry out R&D in many different ways. A
restaurant, for example, might develop and
test new recipes for commercial production. A
manufacturer might establish a new process
or a product with added value. A farmer might
develop new lines of food products or drought-
resistant produce. Businesses of all sizes can
undertake R&D. However, a major factor that
prevents many businesses, particularly small
businesses, from attempting to innovate is the
cost of R&D and the lack of funding.

A great deal of R&D in Australia is carried out in
partnerships between businesses and public research

Many have suggested that the government
should do more to encourage businesses to
spend money on R&D. Former chairman of
Cochlear Limited Rick Holliday-Smith has
said, ‘We would recommend the government
to reward appropriately defined innovative
companies for their incremental R&D spend by
increasing the concession for additional R&D expenditure.’

Others have suggested that the government needs to allocate its funding more effectively. Professor Barney
Glover, Vice-Chancellor of Western Sydney University, has said, ‘I think it’s fair to say that over the last decade
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when we’ve seen a very significant increase in the R&D tax incentive...we haven’t seen the same improvement

in Australia’s international innovation performance.’ Professor Glover has argued that Australia should not simply
rely on an indirect tax incentive to encourage innovation in business, but rather the indirect tax break should

be complemented by direct payments to businesses collaborating on research with universities and public
researchers.

Despite this, many small businesses have managed to invest in R&D. Ento is a workplace rostering software
company that was launched in 2009. Since then it has increased its revenue and staff, and more than 1500
workplaces use its product across Australia. The company has received financial assistance from the federal
government. Aulay Macaulay, founder and CEO of Ento, has said that research and development grants have
been used to advance the business’s research and develop features.

CONTEMPORARY CASE STUDY

Research and development — Bugs for Bugs

Bugs for Bugs is a Queensland-based company that specialises

in integrated pest management (IPM). IPM is a more sustainable
approach to pest management than is commonly seen in commercial
agriculture. It aims to use natural predators or parasites to control
pests, only resorting to the selective use of pesticides when natural
methods are inadequate. This is a particularly important task given
that commonly used pesticides can have significant effects on the
environment and our health. The World Health Organization has linked
pesticides with negative health effects such as cancer, and effects
on reproduction, immune or nervous systems. Pesticides are also

a potential danger to some land and sea animals, thus threatening
biodiversity.

Dan Papacek, Entomologist/
Director, Bugs for Bugs

From its humble beginnings in 1981, Bugs for Bugs has grown to
become one of Australia’s leading suppliers of biological control
agents. Their scientific approach to pest management has meant
that research and development is at the core of their business. This
has fostered many fruitful partnerships with other researching bodies
including universities, the CSIRO and the Department of Agriculture.
It has also been made commercially viable by the Research and
Development Tax Incentive (R&DTI), which has helped cover some of
the cost of research and development until it pays off, which in most
cases takes years.

According to the company’s founder, Dan Papacek, the R&DTI has taken some of the risk out of investing in
research and development, which inherently has no certain outcome. It has allowed the company to contribute
30-40 per cent of its annual spend towards R&D, hiring 25-30 per cent more highly skilled researchers, resulting
in the development of over 10 species for natural pest control.

Bugs for Bugs has reaped great rewards from its investment into research and development and is currently
working on several projects, including pest control for the two-spotted spider mite.

Resources

Weblink Bugs for Bugs
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1.14 Exercise

TEST your understanding

1. Explain why R&D is more than simply performing experiments.

2. ldentify a factor that can prevent businesses from investing in R&D.

3. Outline how the Australian government attempts to encourage businesses to spend money on research and
development.

EXTEND your understanding

4. Briefly outline the benefits for Ento in receiving R&D assistance from the federal government.

5. Outline how the R&D Tax Incentive has helped Bugs for Bugs.

6. Use the internet to research another business that has received financial assistance from the government for
R&D. Phrases such as ‘R&D grant’ or ‘R&D rebate’ might be useful to enter into a search engine such as
Google. Write a one-minute newsflash that covers the following questions:

a. Outline the name of the business.

b. Identify what the business produces.

c. Outline what type of funding or grant the business received.

d. Explain why the business received the government assistance.

e. Outline the impact of the government assistance (what it will be used for).

7. Do you think that the government should do more to encourage businesses to spend money on research and
development, or should it be left up to the corporate sector? Justify your response.

1.14 Exam questions

Question 1 (2 marks)
Define the term ‘research and development’ (R&D).

Question 2 (5 marks)
Analyse the effects of R&D assistance provided by the government to a business that you are familiar with.

Question 3 (5 marks)

Government spending on R&D, as a proportion of GDP, has declined over the last decade. Evaluate the effects of
this decline on the Australian economy.

Question 4 (6 marks)

‘More could be done to ensure that there is a culture of business innovation in our nation.” Discuss this
statement, providing a contemporary example to support your answer.

More exam questions are available online.

56 Jacaranda Key Concepts in VCE Business Management Units 1 & 2 Seventh Edition



1.15 Review

Hey students! Now that it's time to revise this topic, go online to:

Review your Watch teacher-led Practise exam
results videos questions

Find all this and MORE in jacPLUS ®

1.15.1 Summary

Entrepreneurship

e Entrepreneurship is the process whereby a person creates and operates a new business, in response to
opportunities, while taking on the risk of the venture in the hope of making a profit.

The personal motivation behind starting a business

e Any person wanting to set up a business must be very clear about their objectives and motivation.
e The motivations behind starting a business include the desire for independence, both financially and
personally, to make a profit, to fulfil a market need and to fulfil a social need.

Characteristics of successful business managers and business entrepreneurs

* Some characteristics of entrepreneurs are the ability to take risks, share a vision and demonstrate initiative,
innovation and enterprise.

e Some characteristics of successful business managers are the ability to start and see through long-term
projects, leadership qualities, organisational skills and the ability to take managed risks.

¢ Business owners must be able to assess honestly their own personal characteristics to determine whether
they have the necessary attributes to operate a successful business.

e The characteristics of business managers and entrepreneurs ensure that a business will be successful.
Without a goal or direction, without leadership or organisation, a business would be likely to fail.

Identifying business opportunities

¢ A business opportunity can come from innovation, recognising and taking advantage of market
opportunities, changing customer needs, research and development, technological development and global
markets.

e Invention and innovation can lead to the development of new or improved products, which can form the
basis for the establishment of a business to sell those products.

e Converting an innovative idea into a business concept often requires the creativity and risk-taking ability of
an entrepreneur for success to be achieved.

Goal setting and decision-making in business

¢ A business goal refers to what a business expects to accomplish over a set period. Without a goal, a
business has no clearly defined purpose and nothing to aspire to.

e Businesses strive to achieve three broad goals: financial, social and personal.

e Decision-making is the ability to identify the options available and then choose a specific course of action
from the alternatives. It is an essential aspect of creating and developing the business idea.

Business concept development

¢ A business concept describes the core activities of the business, the specific features and value of the goods
or services it provides, and the target market.

e A business concept is developed by a prospective business owner after an idea has arisen from an
assessment of possible business opportunities.
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Market research and initial feasibility studies

e The prospective business owner should carry out some initial market research to determine the viability of
their business concept.

¢ A feasibility study is an assessment of the business idea’s potential for success. This involves determining
how practical the idea is and whether it would successfully translate to the market.

The contribution of businesses to the nation

¢ Businesses contribute to the economic wellbeing of a nation by providing employment, contributing to
taxation revenue and boosting economic growth and export earnings. They also contribute to research and
development.

e Businesses contribute to the social wellbeing of a nation by supporting career development and social
wellbeing, innovation and corporate social responsibility.

Methods for fostering a culture of business innovation and entrepreneurship in a nation

¢ Innovation and entrepreneurship may be encouraged and nurtured in a nation in many ways, including
government investment in research and development, council grants for new businesses, school-based
educational programs in entrepreneurship, and the creation of regional business start-up hubs.

1.15.2 Key terms

balance of payments a record of a country’s trade and financial transactions with the rest of the world

business any activity conducted by an individual or individuals to produce and sell goods and services that
satisfy the needs of society, as well as making profit

business opportunity a set of circumstances that presents itself as an avenue to success

corporate social responsibility managing a business in such a way that the broader social welfare of the
community, including its employees, customers, suppliers and the environment, is taken into consideration when
making business decisions

decision-making the ability to identify the options available and then choose a specific course of action from the
alternatives

economic growth an increase in the real value of goods and services over a set period of time

economy a system set up to determine what to produce, how to produce and to whom production will be
distributed

effectiveness a measure of whether the business is doing the right things — those that are most important to the
success of the business

efficiency a measure of how well we do things; for example, if we are able to produce more outputs from the
same inputs, we have become more efficient at using these inputs.

entrepreneur a person who is willing to seize opportunities to start and operate a business, and is prepared to
take risks in the hope of making a profit

entrepreneurship the act of starting and operating a new business in response to opportunities, assuming all the
risk in the hope of making a profit

exports goods or services sold by one country to individuals, businesses or governments in another country with
the aim of extending sales and market penetration

feasibility study an assessment of the practicality and potential for success of a proposed business idea
financial independence the capacity to support a lifestyle without having to be employed or be dependent on
others

goal what a business expects to achieve over a set period of time

industry the classification of groups of businesses related to the particular good or service they produce
innovation either creating a new good, service or process, or significantly improving an existing one

manager a person who has responsibility for overseeing the operations of the business to ensure that it
successfully achieves its goals

market conditions the features of a market into which a new good or service is to be introduced, including
factors such as the number of potential customers, level of competition and potential for growth

market need the goods or services that customers require that are not readily available

market research a process of systematically collecting, recording and analysing information concerning a
specific market
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mission statement describes what the business does and how it will achieve its vision

personal independence the capacity to be in control of decisions that affect one’s everyday actions or activities
productivity a measure of business efficiency comparing output produced with the quantity of inputs. It is
calculated using the formula: Productivity = outputs/inputs

profit what is left after business expenses have been deducted from money earned from revenue

research and development (R&D) a set of activities undertaken to improve existing products, create new
products and improve production processes

return on investment a positive or negative percentage that relates the money gained or lost on an investment
to the cost of that investment. It is usually taken to mean that the return on the investment occurs over a
12-month period.

social need the production and/or selling of goods and services for the purpose of making the world (or the
community) a better place

vision statement describes where the business wants to be in the future (e.g. five years from now)

Resources
Digital documents Key terms glossary (doc-37629)

Missing word glossary quiz (doc-29409)
Crossword (doc-29410)

1.15.3 Practice school-assessed coursework

OUTCOME 1

Describe a process for creating and developing a business idea, and explain how innovative and
entrepreneurial practices can contribute to the national economy and social wellbeing.

ASSESSMENT task — case study analysis

Time allowed: 50 minutes

Marks allocated: 28 marks

Conditions: Read the following case study and then complete the questions.
Linfox

Linfox was founded in 1956 by Lindsay Fox. Over 60 years
later, the business has over 20 000 employees and a fleet of
over 5000 vehicles. Although it originated in Australia, Linfox
now operates in 12 countries, including New Zealand, China,
Hong Kong, Thailand and India. Linfox made over $3 billion
in revenue in the 2020-21 financial year and a net profit of
$6.1 million — a decline on the net profit of $16.8 million
recorded in the 2019-20 financial year. The 2021 result

was attributed to COVID lockdowns and border closures,
including the increased cost of doing business throughout
the pandemic.

Fox purchased his first truck when he was 19 years old and
began carting coal and briquettes in the winter and soft
drinks in summer. Fox’s father was also a truck driver, but Fox had decided that he wanted to own trucks, not just
drive them. He purchased a second truck the following year, and through hard work and determination, Lindsay
Fox Cartage, as the business was known then, continued to grow. Fox’s first goal was to achieve £10 a day, five
days a week. He achieved this goal and then moved on to the next one, then the next. Eventually, Fox realised
that for the business to continue to thrive, he needed to stop driving trucks and start working on the business.

In 1961 the business was incorporated (became a company) and five years later, was renamed Linfox Transport
Pty Ltd.
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Fox has never been afraid of change and believes that it is important to learn by making mistakes. In fact, he
‘celebrates’ each mistake that he makes to ensure that it is not duplicated. Fox has said that ‘anybody who fears
failure can never succeed’. By contrast, he has also said that if a person applies themselves to do their best, and
they do their best, they will succeed.

Linfox is committed to making a positive difference to the communities in which we live and work. The company
acts in a sustainable manner through its GreenFox program. This is focused primarily on reducing net carbon
dioxide emissions to zero. Through the program, Linfox has managed to reduce greenhouse gas emissions by
more than 50 per cent between 2007 and 2016. Since then, net environmental emissions have been cut by 8 per
cent each year. This has been achieved through vehicle technology, moving freight from road to rail and driver
education.

In 2022 Linfox began trialling electric vehicles with a number of its customers, including two all-electric trucks in
the Bunnings fleet. In addition, it has trialled electric trucks with Coles and the BevChain Lion fleet.

Question 1 (2 marks)
Explain Lindsay Fox’s motivation for starting Linfox.

Question 2 (4 marks)
Describe two characteristics of entrepreneurs that Lindsay demonstrated in starting his business.

Question 3 (4 marks)
Identify and explain two sources of business opportunity that influenced Lindsay in establishing Linfox.

Question 4 (4 marks)
Analyse why it was important for Lindsay to set goals for his business.

Question 5 (3 marks)
Would market research or an initial feasibility study have been appropriate when Lindsay was starting his
business? Justify your answer.

Question 6 (2 marks)
Describe one contribution that Linfox makes to Australia’s economic wellbeing.

Question 7 (2 marks)

Describe one contribution that Linfox makes to Australia’s social wellbeing.

Question 8 (4 marks)

Explain one method by which a culture of business innovation and entrepreneurship may be fostered in a nation.
Justify whether or not this method would be applicable to the case of Lindsay Fox.

Question 9 (3 marks)

Describe how Linfox has demonstrated a commitment to innovation.

Resources

Digital document School-assessed coursework (doc-38068)
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1.15 Exercise

TEST your understanding

1.
2.

QNI O OIER 0

9.
10.
11.
12.

Explain the role of innovation and entrepreneurship in the establishment of new businesses.

Outline how each of the following sources of business opportunity can foster new business ideas:

a. recognising and taking advantage of market opportunities

b. changing customer needs

c. research and development

d. technological development

e. global markets.

Identify two key factors that may motivate an individual to become a business owner.

Outline three broad types of business goals.

Identify three key characteristics that are likely to be present in a successful business manager.

Explain what is meant by the term ‘business concept’.

Identify two ways in which a prospective business owner might devise a business concept.

Briefly outline the steps in an initial market research process that could be used by a prospective business
owner to determine market conditions for their proposed product.

Describe two possible contents of an initial feasibility study.

Outline the economic contribution that businesses make to our nation.

Outline the contribution that businesses make to the social wellbeing of Australia.

Identify two methods by which a culture of business innovation and entrepreneurship may be fostered in a
nation.

APPLY your understanding

13.

14.

15.

Jonathon is a motor mechanic employed at a local service station. He has a quiet, withdrawn, unassertive

personality. He is a highly skilled mechanic who enjoys working with machinery. However, he finds it difficult

to mix with people. He is easily distracted by other events and struggles to concentrate on work other than

repairing machinery. He also finds it rather hard to stick to a set routine. Jonathon is considering starting his

own car repair business.

a. ldentify Jonathon’s major problem areas in terms of the characteristics needed to operate a business.

b. Outline how Jonathon’s personal characteristics might have an impact on his business if he started one.

c. Apply your understanding of the characteristics of successful business managers and entrepreneurs to
Jonathon’s situation.

You are going to start your own restaurant. Describe the market research or initial feasibility studies you

would conduct.

Using an example of a real business, outline how businesses contribute to the economic and social

wellbeing of Australia.
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1.15 Exam questions

Question 1 (2 marks)

Define the term ‘entrepreneur’.

Question 2 (3 marks)

Outline the personal motivation of the founder of a contemporary business that you are familiar with and explain
how the business helps the owner to achieve their personal goal(s).

Question 3 (3 marks)

Distinguish between ‘research and development’ and ‘technological development’, referring to examples of each.

Question 4 (3 marks)

Jane manages a sporting goods retail outlet. She wishes to increase the sales revenue of the store, which totalled
$1.4 million in the past financial year and feels that setting goals for her business might help. Analyse the
importance of goal setting for Jane’s business.

Question 5 (4 marks)

Explain a decision-making process that could be used by a potential business owner developing a new
business idea.

Question 6 (2 marks)

Explain the relationship between business opportunities and business concept development.

Question 7 (3 marks)

Describe what might be included in a feasibility study.

Question 8 (4 marks)

Explain two ways that businesses contribute to the economic wellbeing of a nation.

Question 9 (4 marks)

Explain two methods by which a culture of business innovation and entrepreneurship may be fostered in a nation.
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62 Jacaranda Key Concepts in VCE Business Management Units 1 & 2 Seventh Edition



Torie Internal business
environment and
oll=1algllgle

UNIT 1 AREA OF STUDY 2

OUTCOME 2

On completion of this topic you should be able to describe the internal business environment and
analyse how factors from within it may affect business planning.

LEARNING SEQUENCE

2.1 Overview
2.2 The relationship between the internal and the external environment of a business ...
2.3 Types of legal business structure
2.4 EXTEND YOUR KNOWLEDGE The right legal s re for the business
2.5 Types of business models ...
2.6 Purchasing an existing business or establishing a new business .
2.7 Business resource needs
2.8 Business locations .
2.9 Sources of finance ..
2.10 Business support services ..
2.11 EXTEND YOUR KNOWLEDGE Planning decisions and the internal environment
2.12 Planning tools and business plans
2.13 APPLY YOUR SKILLS Business plans and planning tools
2.14 Corporate social responsibility management issues regarding business plannin
2.15 APPLY YOUR SKILLS Planning decisions in response to internal factors
2.16




2.1 Overview
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2.1.1 Why it is important

There are many factors within a business that affect how it operates. It is these factors that make up the internal
environment of the business. A business must plan and manage its internal environment well, as it can make

or break the business. Planning allows a business to carefully consider any factors that may affect it. This
helps to avoid problems and allows opportunities for growth to be seized.

CONTEMPORARY CASE STUDY
MANUFACTURING BUSINESS: Mars Incorporated

Number of employees 130 000
Revenue US$40 billion (2021)
CEO Grant F. Reid

Flagship products M&M’S®, SNICKERS®, TWIX®, MASTERFOODS®, DOLMIO®, PEDIGREE®,
UNCLE BEN’S®, ROYAL CANIN®, WHISKAS®, EXTRA®, ECLIPSE®, STARBURST®

Mars Incorporated is a private company that manufactures (or

makes in a factory on a large scale) some of the world’s leading
confectionery, food and pet care products, and has growing beverage
and health and nutrition businesses. Mars was founded by

Frank C. Mars in 1911 in Tacoma, United States, and is owned by

the founder’s grandchildren. Now headquartered in McLean, Virginia,
Mars operates in more than eighty countries around the globe. The
company launched in Australia back in 1954, and today employs
more than two thousand Australians. Its products are consumed by
nine out of ten Australian households.

CONTEMPORARY CASE STUDY
SERVICE BUSINESS: Netflix Incorporated

Number of employees More than 12 000

US$5.12 billion (2021)

Revenue US$26.7 billion (2021)

Market capitalisation US$270 billion (December 2021)
CEO Ted Sarandos and Reed Hastings
Flagship products Netflix (streaming service)
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Netflix Incorporated is a subscription streaming service and
production company with over 214 million subscribers worldwide.
Founded in California, United States, in 1997 by Marc Randolph
and Reed Hastings, Netflix began by renting DVDs through its online
store. In 2006, Netflix began producing original content and by 2007
it had launched its video-on-demand streaming service. Recently,
Netflix has announced its expansion into gaming, where the content
developed will also be included in the Netflix subscription.

2.1.2 What you will learn
Key knowledge

Use each of the points from the VCE Business Management Study Design below as a heading in your summary
notes.

() The relationship between the internal environment and the external environment of a 2.2
business

O

Types of businesses such as sole trader, partnership, private limited company, public 2.3
listed company, social enterprises and government business enterprises, and the factors
affecting the choice of business structure

O Types of business models such as online business, direct-to-consumer business, bricks- 25
and-mortar business, franchise, importer and exporter

Q Costs and benefits of purchasing an existing business compared with establishing a new 2.6
business

O Business resource needs (natural, labour and capital) and the factors affecting the use of 2.7
business resources

() Business locations and the factors affecting choice of location 2.8

() Sources of finance available to establish a business and the factors affecting the type and 29
source of finance chosen

O Business support services such as legal, financial, technological, community-based, formal 2.10
and informal networks, and business mentors

Q Planning analysis tools to assist in determining the strengths and weaknesses of decisions 2.12
regarding changing internal factors, such as SWOT analysis

Q Overview of business plans, including the benefits of using them and an outline of their key 2.12
features

O Corporate social responsibility considerations and business planning 2.14
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Key skills

These are the skills you need to demonstrate:

Key skills

O Identify, define, describe and apply business management concepts and terms
Q Interpret, discuss, compare and evaluate business information and ideas
O Analyse case studies and contemporary examples of business management

O Apply business management knowledge to practical and/or simulated business situations.

Source: VCE Business Management Study Design (2023-2027) extracts © VCAA,; reproduced by permission.

m Resources

g Digital document Key terms glossary (doc-37629)

(9" Weblinks Mars
Netflix
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2.2 The relationship between the internal and the
external environment of a business

KEY KNOWLEDGE

® The relationship between the internal environment and the external environment of a business

Source: VCE Business Management Study Design (2023-2027) extracts © VCAA; reproduced by permission.

The surrounding conditions in which the business operates are called the business environment. This can be
divided into two broad categories: internal and external. These environments consist of various stakeholders.
Each of these stakeholders has an interest in the business and places different demands on the business.
Sometimes, their interests may be similar or in conflict. Management, therefore, must balance the interests of
all stakeholders in its decision-making and planning.

The internal environment, or the micro environment, includes those factors over which the business has some
control, such as employees, managers, management style, corporate culture and company policies.

Spotify has planned for employees to be integral to its success. The office
culture is part of an internal environment that is designed to be fun and
inspiring. At its Australian office, music artists are brought in to play ‘Spotify
Sessions’.

business environment the
surrounding conditions in which
the business operates. It can be
divided into two broad categories:
internal and external.

internal environment factors
over which the business has
some degree of control; it is
sometimes called the micro
environment.

external environment factors
over which the business has little
control. It may be further divided
into two categories: operating and
macro.

operating environment the
The external environment consists of all the elements outside a business specific outside stakeholders
h f busi . his includ with whom the business interacts
that may act as pressures or forces on business operations. This includes in conducting its business; it
legal, political, social, economic, technological, global and corporate social is sometimes called the task
responsibility factors. The external environment may be further divided into the environment.

operating environment and the macro environment. macro environment the broad
conditions and trends in the

economy and society within

The factors that make up the business environment are continually undergoing : _
which a business operates

change and act as pressures on the operations of a business.
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An overview of the internal (micro) and external (operating and macro) business environment

Macro environment

Corporate social

ibilit
Operating environment responsibility

Customers
Global issues

Internal environment

Economic
Competitors conditions

Employees and managers
Legal business structure

Type of business model Legal and
government

Business location .
regulations

Suppliers
Sources of finance

Business support services . .
Societal attitudes

and
behaviours
Special interest groups

Technological
considerations

2.2.1 The internal environment

The internal environment is made up of elements created by the people within the business. Over time, these
forces interact with each other to give each business its unique characteristics.

An overview of the internal business environment

Internal environment

Employees Legal business Type of Business Sources of Business
and managers structure business model location finance support services
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The following are among the main elements that make up the internal environment:

Element Description

Employees These are the people working for a business who expect to be paid fairly, trained properly
and treated ethically in return for their contribution to production.

Managers These are the people who have the responsibility for successfully achieving the
objectives of the business.

Location The location of the business will determine whether or not the business is visible and
accessible to potential customers.

Legal business One of the main decisions that the business owner will need to make is about the

structure most appropriate legal structure to use. The four main structures include sole trader,

partnership, private limited company or public listed company.

2.2.2 The operating environment

A business’s operating environment is made up of stakeholders external to the business which have a direct
impact on the operation of the business.

An overview of the operating business environment

Operating environment

Special interest

Suppliers Competitors Customers
groups

The business has less control over these factors than internal environment factors. The four main
stakeholders are:

Customers The people who purchase goods and services from the business, expecting high quality
at competitive prices

Competitors Other businesses or individuals who produce and sell rival, or competing, goods or
services to the ones offered by the business

Suppliers The businesses or individuals that supply materials and other resources that the business
needs to conduct its operations

Special interest The groups of people who attempt to directly influence or persuade a business to adopt

groups particular policies or procedures, including lobby groups, business associations and
unions

2.2.3 The macro environment

Changes in the macro environment can affect all businesses. This environment comprises the broad forces,
conditions and trends in the economy and society within which the business operates.

An overview of the macro business environment

Macro environment

Corporate. s'o.mal n Economic Legal and Societal attitudes Technological
responsibility Global issues o government h . .
. . conditions . and behaviour considerations
considerations regulations
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The business has no control over these factors. The main factors that make up the macro environment are:

Factor Description

Legal and government regulations

The laws or regulations made by parliaments and courts, which affect
how businesses operate and behave

Societal attitudes and behavior

The factors relating to changes in the attitudes, behaviour, tastes and
lifestyles of communities on a local, national and international scale

Economic conditions

The set of influences that relate to economic activity, including interest
rates, wages, unemployment, exchange rates and inflation

Technological considerations

The issues related to the growing use of tools, techniques or systems

Global considerations

The pressures that arise as a result of businesses operating in worldwide
markets and competing on a global scale

Corporate social responsibility
considerations

The pressures on a business to take into account environmental
considerations to ensure broader social welfare

2.2.4 The ways in which the external environment affects the internal

environment of a business

There are many external influences on the internal
environment of a business. The external environment
has a much greater degree of influence on the
internal environment of a business than the internal
environment has on the external environment of a
business.

Because of this imbalance of influence, a business
often finds itself at the mercy of factors from the
external environment. To increase its chances of
success, a business must take a proactive approach to
planning for, and responding to, such external factors.

Scientists predict that over the next several decades,
climate change will reduce cocoa production and
cause chocolate shortages. This is an external factor
that the Mars business may not be able to control.

4 T N i \ B

CONTEMPORARY CASE STUDY

MANUFACTURING BUSINESS: Mars Incorporated

Factor from external
environment Description Impact on internal environment Mars

Social trends
and customer
preferences

People are becoming

and have an increasing
preference for low-sugar
products. Consumers also
want more sustainable and
ethical products.

increasingly health conscious

Mars has committed to working towards a more
ethical and transparent supply chain that takes
better care of its suppliers, reducing its use of
palm oil as part of its ‘Palm Positive Plan’. Mars
Edge is a new segment of the business that
provides people with nutrition solutions that
incorporate the things they want to eat while
maintaining a healthy and balanced diet.
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Environmental A global shortage of cocoa Mars has committed to developing sustainable

issues will make it increasingly sources of chocolate to meet future demand. It
difficult for Mars to obtain invests in researching and adapting practices
raw ingredients. to make more efficient use of land and water in

cocoa production.

Legal There are different laws Mars must employ an extensive team of legal and
regarding labour, marketing taxation professionals to ensure that the company
and pricing in the 73+ adheres to the laws of each country within which it
countries around the world operates.
in which Mars operates.

Competitors Mars operates in a highly Mars must ensure that it consistently provides its

competitive market in which customers with quality products by fostering a
consumers can easily switch | culture of continuous improvement and ensuring

their consumption habits practices adhere to world-class standards. Mars
between the many substitute | uses advanced technology in its production lines
products on offer. to maximise efficiency and reduce its production

costs. This makes it an industry cost leader, which
allows the company to offer competitive prices to
its customers.

2.2.5 The ways in which the internal environment of a business can
affect the external environment

While the internal environment of a business is

greatly affected by the external environment, it

is not a one-way street. Businesses can have an
impact on the various aspects of their operating
environment and, in rare instances, can even
affect the macro environment to a small degree.
Businesses can affect the external environment in

the following ways:

Factor from the internal
environment

The average Australian spends 5.5 hours a day on their
smartphone, which equates to one third of their waking
hours.

Impact on external environment

Customers Often, the products and how they are marketed can affect a business’s
customers. For example, smartphones and social media applications have
changed the way humans think and behave.

Suppliers Businesses can implement supplier policies that ensure that suppliers source their
raw materials in accordance with the values of the business.

Competitors In the quest for greater market share, competing businesses will regularly respond

to each other’s behaviour. For example, if a business lowers the price of its
products, a competitor may do the same in order to retain its share of the market.

(continued)
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(continued)

Factor from the internal

environment Impact on external environment

The local community How a business operates can have a significant impact on the local community.
While businesses often create jobs for people living in the local community, in
some cases, they can also cause pollution, increased traffic and noise. This may
affect how the community feels about the business.

Technological While the internal environment of most businesses will have no noticeable effect
developments on the macro environment, there are rare instances where innovations from within
a company can drive widespread change. Many technological developments
come from the internal environment of businesses.

CONTEMPORARY CASE STUDY
SERVICE BUSINESS: Netflix Incorporated

How Netflix affects what we watch and who we are — and it’s not just the algorithm

Netflix’s dystopian Korean drama Squid Game has become the streaming platform’s biggest-ever series launch,
with 111 million viewers watching at least two minutes of an episode.

Out of the thousands of programs available on Netflix globally, how did so many people end up watching
the same show? The easy answer is an algorithm — a computer program that offers us personalised
recommendations on a platform based on our data and that of other users.

Streaming platforms like Netflix, Spotify and Amazon Prime have undoubtedly reshaped the way we consume
media, primarily by massively increasing the film, music and TV available to viewers.

How do we cope with so many options? Services like Netflix use algorithms to guide our attention in certain
directions, organising content and keeping us active on the platform. As soon as we open the app the
personalisation processes begin.

Our cultural landscape is now automated rather than simply being a product of our previous experiences,
background and social circles. These algorithms don’t just respond to our tastes, they also shape and influence
them.

But focusing too much on the algorithm misses another important cultural transformation that has happened.

To make all this content manageable, streaming platforms have introduced new ways of organising culture for
us. The categories used to label culture into genres have always been important, but they took on new forms and
power with streaming.

While Squid Game is labelled with the genres ‘Korean, TV thrillers, drama’ to the public, there are thousands of
more specific categories in Netflix's metadata that are shaping our consumption. The personalised homepage
uses algorithms to offer you certain genre categories, as well as specific shows. Because most of it is in the
metadata, we may not be aware of what categories are being served to us.

Who is in control?

As everyday media consumers, we are still at the
edge of what we understand about the workings
and potential of these recommendation algorithms.
We should also consider some of the potential
consequences of the classificatory imagination.

The classification of culture could shut us out to certain
categories or voices — this can be limiting or even
harmful, as is the case with how misinformation is
spread on social media.

Our social connections are also profoundly shaped by
the culture we consume, so these labels can ultimately
affect who we interact with.
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The positives are obvious — personalised recommendations from Netflix and Spotify help us find exactly what we
like in an incomprehensible number of options. The question is: who decides what the labels are, what gets put
into these boxes and, therefore, what we end up watching, listening to and reading?

Source: Extracts from D. Beer, ‘How Netflix affects what we watch and who we are — and it’s not just the algorithm’,
The Conversation, 15 October 2021.

Resources

Video eLesson Factors in the business environment that affect business planning (eles-2975)

KEY IDEAS

® The external environment is made up of the macro environment and the operating environment.

* The macro environment consists of factors outside the business, over which the business has no control,
such as key legal, political, social, economic, technological, global and corporate social responsibility factors.

® The operating environment consists of factors outside the business, over which the business has little control,
including customers, competitors, suppliers and special interest groups.

® The internal environment consists of factors inside the business, such as employees, managers, location and
legal business structures.

® The internal environment to some extent is influenced by the external environment. Both will have an effect on
the decisions made when planning a business.

* While both environments will affect one another, it is the external environment that has a much greater degree
of influence on the internal environment of a business.

2.2 Exercises learn

Students, these questions are even better in jacPLUS

Receive immediate Access Track your
feedback and access additional results and
sample responses questions progress

Find all this and MORE in jacPLUS C)

2.2 Quick quiz 2.2 Exercise U 2.2 Exam questions L

2.2 Exercise

TEST your understanding

1. Define the term ‘business environment’.

2. ldentify two factors from the external environment of a business.

3. Explain how a factor from the external environment of a business can affect the internal environment of a

business.

Identify two factors from the internal environment of a business.

5. Explain how a factor from the internal environment of a business can affect the external environment of a
business.

&

APPLY your understanding

6. Distinguish between the internal and external environment.
7. Describe one way in which the service offered by Netflix affects its customers.
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8. Explain two ways in which factors from the internal environment have affected the internal environment of
Mars.

2.2 Exam questions

Question 1 (2 marks)
Describe the relationship between the internal and external environment of a business.

Question 2 (4 marks)
Compare the operating and macro environments of a business with the use of examples (include one similarity
and one difference).

Question 3 (3 marks)
Explain what is meant by the internal environment and outline one stakeholder found in this environment.

Question 4 (5 marks)
With reference to a contemporary business that you are familiar with, discuss the ways in which factors from the
external environment of a business can affect its policies and procedures.

Question 5 (5 marks)
With reference to a contemporary business that you are familiar with, discuss the ways in which factors from the
internal environment of a business can affect groups from its external environment.

More exam questions are available online.

2.3 Types of legal business structure

KEY KNOWLEDGE

* Types of businesses such as sole trader, partnership, private limited company, public listed company, social
enterprises and government business enterprises, and the factors affecting the choice of business structure

Source: VCE Business Management Study Design (2023-2027) extracts © VCAA; reproduced by permission.

2.3.1 Different types of legal structure

A number of different legal structures are possible when deciding how to own and operate a business. The three
main types of privately owned business entity are shown in the following figure, and they can be further divided
into:

e unincorporated business entities: sole traders and partnerships

¢ incorporated business entities: privately and publicly owned companies.

Incorporation refers to the process that companies go through to become a separate
legal entity from the owner/s. An incorporated business has its own separate legal
existence. Regardless of what happens to individual owners (shareholders) of the business entity an organisation

company, the business can continue to operate. that exists separately to its owner in
order to produce and sell goods and

An unincorporated business has no separate legal existence from its owner(s), and will senvices

be either a sole trader or partnership. The most common legal structure for businesses incorporated a business that has a
. .. . . R . . separate legal existence apart from
in Australia is the unincorporated enterprise, because this structure is the easiest and its owner(s)

cheapest to establish.
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The three main types of privately owned business entity

Classification by
legal structure

Sole trader Partnership

Unincorporated |

Private Public

Incorporated

2.3.2 Sole trader business

A sole trader (proprietor) business has one person who owns and runs the business. The owner 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 responsibility for the operation of the business.

This type of business is easy to establish, as the only legal requirement for a sole trader is that the name of the
business be registered with the Australian Securities and Investments Commission (ASIC) — but this is only if
the business name is different from the name of 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 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 ,

. fi ial difficulti h has the fi ial bl di M sole trader a business owned
into nancial difficu tle.S, the owner as the nancial problem and is personally and opetated|by one person
responsible for any business debts. This responsibility is known as unlimited unlimited liability when the
liability, and may involve the owner having to sell personal assets, such as business owner is personally

property or motor vehicles, to pay for the liabilities of the business. responsible for all the debts of
their business

The advantages and disadvantages of being a sole trader

¢ Personal (unlimited)
liability for business
debts

* End of business when
owner dies

e Difficult to operate if sick

* Need to carry all losses

® Burden of management

* Need to perform wide

Advantages

e |ess costly to operate

* No partner disputes

* Owner’s right to keep
all profits

® | ess government
regulation

¢ No tax on profits, only
on personal income

Disadvantages
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Factors to consider

When planning, and deciding on the legal structure of a business, a prospective
business owner should carefully evaluate the advantages and disadvantages of operating as a sole trader. Some
key factors for consideration include the following:
¢ [s the owner prepared to risk the unlimited liability of operating their business?
¢ Will the owner have enough finances, skills and expertise to establish and grow the business?
e Is the owner prepared to take complete responsibility of the business in exchange for complete control and
the right to keep all profits?
e Does the lower cost of establishing and maintaining a business as a sole trader outweigh the benefits of
incorporation?

2.3.3 Partnership

A partnership is also an unincorporated business ownership structure. Most partnerships require a minimum
of 2 and a maximum of 20 partners. There are exceptions to this rule, including medical 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 the
owners and the business are regarded as the same — that is, there is no separate legal entity. 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 verbally or in writing, or by implication (i.e. 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

.. artnership an unincorporated
standard set of conditions. 5 P P

business structure with a minimum

.. . . . of 2 and a maximum of 20 owners
Limited partnerships were introduced to allow one or more partners to contribute . -
silent or sleeping partner one who

financially to the business but take no part in running the partnership. In this case, contributes financially to a business
the partner is referred to as a silent or sleeping partner. The main reason for their but takes no part in the running of
investment is to add more capital or finance to an existing partnership. ihelbusiness

The advantages and disadvantages of a partnership

Advantages

¢ Personal unlimited
liability

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

¢ Possibility of disputes

e Difficulty in finding a

suitable partner

dared eSpPO
and workload
® Pooled funds and talent
e Minimal government
regulation
* No taxes on business
profits, only on personal
income
e On death of one partner,
business can keep going

Disadvantages
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Factors to consider

When planning, and deciding on the legal structure of a business, a business owner or owners should carefully
evaluate the advantages and disadvantages of operating as a partnership. Some key factors for consideration

include the following:

e Are the owners prepared to risk the unlimited liability of operating their business?

e Will the prospective partners have enough finances, skills and expertise to establish and grow the business?
¢ Do the individuals believe that their prospective partners will act in the best interests of the business?

¢ Is each individual certain that their prospective partners will not expose them to personal debts?

e Can the prospective partners foresee disputes arising due to a clash of personalities or opinions?

DID YOU KNOW?

A partnership agreement contains many points including:
® how long the partnership will exist

the amount of money that each partner contributes

how the profits and losses will be shared

the duties of each partner

limitations on the authority of the partners

how the partnership may be dissolved

methods of resolving disputes.

2.3.4 Incorporation

Many businesses which have begun as sole traders or partnerships may find that, as their business grows,
there are advantages to changing the ownership structure to that of a company. This process is known as
incorporation. Once incorporated, the company has a separate legal identity to its owners, who are now known

as shareholders.

Incorporation also brings to the shareholders the benefits of limited liability. In limited liability companies, the
most money that a shareholder can lose is the amount that they paid for their shares. If the company goes into
liquidation, the shareholders cannot be forced to sell their personal assets to pay for the debts of the business.
This same protection does not extend to the directors of a company, as they have an obligation to ensure the

company obeys the law and acts in the interests of the shareholders.

The letters ‘Ltd’ signify that a business is a company that has limited liability. A company can be organised as

either a proprietary (private) or public company.

2.3.5 Proprietary (private) companies

A private limited company (or proprietary company) is the most common type
of structure in Australia, and must have at least one shareholder and a maximum
of 50 non-employee shareholders (shareholders who aren’t employees of the
company). A private company must also have at least one director. Therefore, it is
quite possible for a private limited company to be owned by a single shareholder,
who is also the director of the company. Proprietary companies tend to be small to
medium-sized, family-owned businesses, although Mars Inc. is one example of a
private company that is larger than most publicly listed companies. In many cases,
one family owns most of the shares in a proprietary company.

Shares in a proprietary company are offered only to those people whom the
business wishes to have as part owners (or members). Shareholders can sell their
shares only to people who are approved by the other directors. This is why it is

incorporation the process that a
business goes through to become
a registered company and a
separate legal entity
shareholders the owners of a
company who are entitled to a
share of its profits

limited liability when the
shareholders of a company
cannot be held personally
responsible for the debts of the
business

private limited company an
incorporated business with a
minimum of 1 shareholder and a
maximum of 50 non-employee
shareholders
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called a ‘private’ company. It is not listed on, and its shares are not sold through, a stock exchange. A private
company must have the words ‘Proprietary Limited’, abbreviated to ‘Pty Ltd’, after its name.

There are over two thousand public companies listed on the
Australian Securities Exchange (ASX). The ASX is Australia’s share
market but is open to overseas investors. Investors may buy shares
in a company if they feel it is undervalued, driving up the price of
its shares. Rising share prices will show the company as green. If
the share price of a company falls because of a lack of confidence
from investors, it will be displayed as red.

2.3.6 Public listed companies

The shares for a public listed company are listed on the Australian Securities Exchange, and the general public
may buy and sell shares in this type of company. Whereas private companies tend to be small or medium-sized
businesses, most public companies are large in size and market a large range of products — for example, Telstra,
BHP, Woolworths, Virgin Australia and Westpac. Netflix, our contemporary case study business, is a public
company registered on the Nasdaq — an American stock exchange based in New York City.

A public company has:

a minimum of one shareholder, with no maximum number

no restrictions on the transfer of shares or raising of money from the public via share offers
a requirement to issue a prospectus when selling its shares for the first time

a minimum requirement of three directors (of whom two must live in Australia)

the word ‘Limited’ or ‘Ltd’ in its name

a requirement to publish its audited financial accounts each year — the annual report.

Factors to consider

When planning, and deciding on the legal structure of a business, a business owner
should carefully evaluate the advantages and disadvantages of incorporation

public listed company an
incorporated business with a

before choosing to operate as a private or public company. Some key factors for minimum of one shareholder (and
consideration include the following: no maximum), and whose shares

Does the owner need the extra legal security offered by limited liability? are openly traded on the Australian
Securities Exchange

Will the business need public finance, as is possible with a public company? prospectus a legal document that
Will the owners be willing to relinquish control of the company to unknown provides details about investment in
investors by going public? the company

Is it worth the extra costs associated with establishing a company and

preparing separate yearly tax returns?
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The advantages and disadvantages of the company form of business ownership

e Cost of formation
Advantages * Double taxation —
company and personal
* Personal liability for
business debts if directors
knew at the time that the
business could not pay
loans
O * Requirement to publish
0 Of ! 10 o an annual report of

¢ Ability to have only one
shareholder and one Disadvantages
director

DID YOU KNOW?

In 2020-21, companies accounted for 41 per cent of all businesses, the largest of any type of legal business
structure.

m Resources

(é) Weblink Corporations Act 2001

EXAM TIP

One of the Unit 1, Area of Study 2 key skills states that you need to be able to ‘discuss business information and
ideas’. This suggests that you should know the advantages and disadvantages of each type of legal business
structure.

KEY IDEAS

® There are a number of different legal ownership structures available to a person wishing to establish a
business.

* The most common legal business structures are unincorporated businesses, such as sole traders and
partnerships. Each has its own particular legal requirements and responsibilities.

® Incorporation allows a business to become a company, which is a legal entity separate from its owners, and
which provides the benefits of limited liability to those owners.

® Private limited companies and public listed companies are the two major forms of incorporated business
ownership.
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2.3 Exercise

TEST your understanding

1.
2.
3.

Distinguish between an incorporated business and an unincorporated business.

Identify why unincorporated businesses are the most common form of legal business structure.

Outline the factors that a prospective business owner should consider when evaluating sole trader as
apossible legal structure.

Identify what you believe to be the three main advantages and three main disadvantages of a company form
of business ownership. Explain each selection.

Explain the key differences between a proprietary company and a public company.

Outline the factors that a prospective business owner should consider when evaluating the possibility of an
incorporated legal business structure.

APPLY your understanding

7.

8.

What factors should a prospective business owner consider when evaluating a partnership as a possible
legal structure?

You are planning to establish the following types of business. What form of business ownership would be
preferable? In each case, explain why that form of ownership would be best.

a. A bicycle shop offering professional and personal advice

b. A cattle stud specialising in a large-scale breeding program

c. A wheat farm, with a flour mill operated by you and eight other farmers

d. A travel agency that you wish to expand to five outlets within two years

e. A national retailer that would require $467 million to establish

f. A solicitor’s practice offering a range of legal services

Identify the legal business structure/entity for each of the businesses in the following list. You may use ABN
Lookup to assist you.

. Ray Coulton Carpentry
. Fairfax Limited
. Equity Trustees

. Reilly and Sons

. Trammo Fish & Chips
. R&R Antiques Pty Ltd
. Globe International Limited

SQ | |0 |20 |(TT|OQ

. Dan Evans Motors
. Perpetual Limited

. Newcrest Mining Ltd
. Etiko

. Singtel Optus Pty Ltd
. Tynan Motors Pty Ltd
. HanMo Electrical

—

=
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10. Use the Corporations Act 2001 weblink in the resources tab to answer the following questions.
a. Identify which section of the Act relates to proprietary companies.
b. Identify the part of the Act that explains how a company is to be registered.
c. List the powers that a company has as a separate legal entity.
d. Summarise what section 516 of the Act says about the liability of shareholders.

2.3 Exam questions

Question 1 (4 marks)
Outline one similarity and one difference between a sole trader and a partnership between a sole trader and a
partnership.

Question 2 (4 marks)
Analyse how a business owner’s decision to operate as a sole trader may affect the planning for their
business.

Question 3 (4 marks)
Referring to a contemporary business case study business that you are familiar with, outline two benefits of a
partnership business structure.

Question 4 (4 marks)
Analyse how a business owner’s decision to use an incorporated business structure may affect the planning for
their business.

Question 5 (5 marks)
With reference to a contemporary business case study that you have studied this year, explain one cost and one
benefit of going public for a private limited company.

Question 6 (6 marks)
Compare private companies with public companies, providing an example of each.

More exam questions are available online.

2.4 EXTEND YOUR KNOWLEDGE The right legal
structure for the business

EXTEND YOUR UNDERSTANDING OF THIS CONCEPT

® Choosing the most appropriate type of legal structure for the business is an important planning decision.
Whether the business takes on a sole trader, partnership, private limited company or public listed company
structure depends on the requirements of the business and its owner at a certain point in time.

When planning for a business, the owner will need to consider what type of legal business structure is most
suitable. Many businesses have started small, experienced growth and have then gone on to become large
private limited companies or public listed companies. However, many businesses operating as sole traders or
partnerships decide to remain with these business structures. They may do this to maintain control over the
business, remain flexible and sensitive to the needs of customers, minimise costs or keep simple accounting
processes and legal responsibilities.

Choosing the right legal structure for the business when planning is very important. The legal business structure
will affect the owner’s responsibility, their possible personal liability and the ongoing costs.

Many business owners find themselves in the position where they need to consider incorporation when

undertaking business planning. The main difference between a private limited company and a public listed
company is that a public listed company has shares that can be traded publicly on the Australian Securities
Exchange (ASX). A private limited company might become a public listed company by offering shares of
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the company to the public. This is called an initial public offering (IPO) and is sometimes referred to as a
‘float’. However, there are other differences between the two legal business structures and many other factors
to consider. The management of a public company is more focused on meeting the expectations of shareholders
and increasing the value of the company than a private limited company. There is also greater public scrutiny
of public companies. As public listed companies are partially owned by the public, they are obliged to disclose
corporate financial information. They must also observe stringent compliance rules.

On the other hand, a public listed company can access more funds by issuing shares to the public. A private
limited company can only have a minimum of 1 and up to a maximum of 50 shareholders who are not
employees of the company. A private limited company may only offer shares to shareholders of the company
or employees/subsidiaries of the company. This limits the amount of capital the company will have access to,
and therefore also limits the growth potential of the business.

CASE STUDY

Sole traders doing it all by themselves
The sole proprietor is often seen as a lonely figure battling against the elements, doing it all on their own.

But what might surprise you is that many sole proprietors — and small business owners with less than four
employees — prefer it that way because of a combination of factors, such as control, expense and seeking value
for money.

‘I have seen many friends and associates having spent thousands and being left high and dry without the
outcomes the service provider promised,’” Helen D’Silva, a private practising psychologist says.

They are struggling to pay for their own mortgage, rent, food and bills are constantly behind and not paid. For
me, that stress is not worth it and it inspires me to find better ways.

‘l am also mindful of how my money is spent and feel it’s important to be able to have educated conversations
with service providers when the time comes to be able to start paying people to do work for me.’

D’Silva has been in private practice since 2012, when she quit her job due to burnout.
‘Working independently has its pluses and minuses,’ she says. ‘| am and feel in control.’

Soaring number of sole traders

Many sole traders such as Helen D’Silva
make the decision to stay small.

D’Silva is far from on her own when it comes to being a sole
proprietor.

According to the Australian Bureau of Statistics, during the
2021-21 financial year there was a 3.8 per cent increase in the
number of businesses operating in Australia. The highest entry rate
was for sole proprietors, at 20.3 per cent, with 139 559 entries.

‘Time management is difficult,” D’Silva says. ‘| get distracted
easily. | get caught in the love of learning about marketing
and digital marketing specifically. | co-work which makes me
accountable to turn up and be there to do work. Being an
extrovert, | go crazy if I’'m not around people for a long time.’

D’Silva is confident her business will grow substantially in future years despite a slow start.
Source: Adapted from L. White 2017, ‘Sole traders doing it all by themselves’, The Sydney Morning Herald, 11 May 2017.

CONTEMPORARY CASE STUDY
Myer’s struggle

Myer is Australia’s largest and perhaps its best-known department store group. Today, Myer has 60 stores across
Australia and employs more than 14 000 staff. Myer’s merchandise includes womenswear; menswear; Miss Shop
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(Youth); childrenswear; intimate apparel; beauty, fragrance and cosmetics; homewares; electrical goods; toys;
footwear, handbags and accessories; and general merchandise. The business has fluctuated between being a
private limited company and a public listed company.

Sidney Myer and his elder brother opened the first Myer store in Bendigo in 1900. A few years later, Sidney
established a department store that later became the Myer Emporium in Bourke Street, Melbourne. This store is
still trading and is considered to be the flagship in the Myer department store chain.

Growth of the business

The Myer business continued to expand, and in 1925
Myer Emporium Ltd was incorporated and listed on

the Melbourne Stock Exchange. Myer led the way in
regional shopping centres, including Chadstone Shopping
Centre. Following a number of acquisitions, Myer merged
with Coles in 1985 and became Coles Myer Limited —
Australia’s largest retailer at the time and one of the largest
in the world. After a period of under-performance, Coles
Myer sold Myer to a United States consortium (individuals
or businesses that combine finances to achieve a common
goal). This group included members of the Myer family,
who retained a 5 per cent share in the business. Myer was
delisted from the Australian Securities Exchange (ASX) and
became a private limited company (Myer Pty Ltd).

Over the course of its history, Myer has
alternated between being a private limited
company and a public listed company.

Myer stores returned to profitability. In 2009, Myer
announced that it would be floating the business on the
sharemarket; it was listed on the ASX in November that year. The final issue price was $4.10, and Myer’s market
capitalisation (the total value of its shares) was approximately $2.4 billion. Once again, Myer had become a public
listed company.

Profits declined once again, and in 2015 Myer implemented a turnaround plan. The plan known as ‘New Myer’
included online ordering, click-and-collect hubs and new higher value brands. It also included job cuts. The
turnaround plan improved financial performance; however, this hasn’t been sustained. The rise in competition
from online fashion retailers with low overheads is a contributing factor. In 2020, serious concerns were raised
about the liquidity of Myer, with a large number of major insurers reducing their credit limits. In March 2020,
Myer’s share price fell to a historic low of 10 cents but partially recovered to 48 cents by December 2021.

CONTEMPORARY CASE STUDY
The rise of JB Hi-Fi

JB Hi-Fi is a popular Australian-based electronics and
home goods retailer. John Barbuto established the
business as a single store in Keilor East in 1974. His vision
was to deliver a specialist range of Hi-Fi and recorded
music to customers at the lowest prices.

JB Hi-Fi became a public listed company after
it floated on the ASX in 2003.

Barbuto sold the business in 1983; by 1999 the new
owners had expanded JB Hi-Fi by opening another

nine stores in Melbourne and Sydney. In July 2000, the
majority of JB Hi-Fi was sold to private equity bankers and
senior management. Their plan was to grow the business
throughout Australia.

In October 2003, JB Hi-Fi was floated on the ASX, thereby
becoming a public listed company. Its shares were listed
at $2.20. The chairman at the time, Patrick Elliott, said that
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while it was pleasing to see JB Hi-Fi trading strongly, the company was focused on ensuring its core business
remained strong, so that its stores would continue to trade well and that new stores could open according
to plan.

Since the establishment of the business, JB Hi-Fi has diversified to focus on consumer electronics, including
televisions, audio/visual, digital camera photography, portable audio and in-car entertainment, software (including
music, games and movies), whitegoods and appliances. In 2016, JB Hi-Fi acquired one of its competitors,

The Good Guys. The acquisition accelerated the company’s plans to grow by building market share in the
whitegoods, kitchenware and general home appliances sectors. The business now has more than 400 stores
across Australia and New Zealand, including more than 300 JB Hi-Fi stores and more than 100 The Good Guys
stores. The business employs approximately 130 00 staff.

During the COVID-19 lockdown of 2020, JB Hi-Fi boasted bumper sales as consumers stocked up on technology
products for work and entertainment purposes. While the vast majority of retailers saw huge declines in
profitability during this period, JB Hi-Fi’s share price increased to a historic high of $53.96 on 26 March 2021.

CONTEMPORARY CASE STUDY

Kathmandu acquires Rip Curl

Doug ‘Claw’ Warbrick and Brian ‘Sing Ding’
Singer founded Rip Curl in 1969 when they
began manufacturing surfboards in a garage

in the coastal town of Torquay. Rip Curl has
grown to become one of the largest designers,
manufacturers and retailers of board wear in
Australia, New Zealand, Europe, North and
South America, and South Africa. Rip Curl
employs more than 2000 people, with its global
head office remaining in Torquay.

Rip Curl remained a private company until 2019 when it
was purchased by Kathmandu.

Despite having high potential for international
growth, the owners of Rip Curl resisted moving
the company into public ownership. However,
rival businesses Quiksilver and Billabong listed
on the stock exchange in 1998 and 2000
respectively. After financial troubles and a
series of failed acquisitions, Quiksilver filed

for bankruptcy in 2015. It became privately
owned after Oaktree Capital Management (an
American global investment management business) became the majority shareholder. The name of the company
was changed to Boardriders in 2017. Following a string of losses, including a net loss of nearly $300 million in
2012 and an even bigger loss of $860 million in 2013, Billabong’s shares were purchased by Boardriders in 2018.
Quiksilver and Billabong now share the same parent company. Billabong became a private company, which
meant it was taken off the Australian share market.

Rip Curl expanded globally through a licensing system whereby it sells its technology, designs and ideas to
businesses around the world. In 2019, after several unsuccessful negotiations to sell the business, the owners
struck a $350 million deal with New Zealand specialist outdoor retailer Kathmandu. In a statement, Rip Curl’s
founders said the sale was an emotional event, with the company being an ‘integral part’ of their lives for over
50 years.

‘We realise Rip Curl, our baby, has grown into an adult recognised all over the planet and we are proud that we
have created one of the world’s great brands,’ they said.
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2.4 Exercise

TEST your understanding

1. Read the case study ‘Sole traders doing it all by themselves’. Outline the reasons that Helen D’Silva gives for
continuing to own and operate her business independently.

2. Read ‘Myer’s struggle’. Describe Myer’s experience as a private limited company and as a public listed
company.

3. Myer seems to have struggled financially when operating under a public listed company structure. Explain
why you think this might be the case.

4. Read ‘The rise of JB Hi-Fi’. Describe JB Hi-Fi’s experience as a private limited company and as a public listed
company.

5. Read ‘Kathmandu acquires Rip Curl’. Explain how Rip Curl expanded globally while remaining private.

EXTEND your understanding

6. Explain what a business owner needs to consider when planning and deciding on the legal structure of a
business.

7. Effective planning should contribute to a business achieving its goals (i.e. for a company, profit). Shareholders
benefit from this by being paid dividends (part of the company’s profits), and if the company’s share price
rises they can make a capital gain (if they sell their shares). Good company performance, including making a
profit, is just one factor in a company’s share price performance, but it is an important one. The table below
lists the closing share price (closing means the last price the shares sold for at end of the day’s trading) for
Myer and JB Hi-Fi shares on 30 June since 2017.

a. Using online sources, find the most recent closing share price for Myer and JB Hi-Fi, and draw a line chart
of Myer and JB Hi-Fi’s performance.

b. Imagine you had purchased shares in both companies in 2017. Do you think your investment has
performed well? If you cannot find a recent share price for either company, explain why this is the case.

Closing share price for Myer Closing share price for JB Hi-Fi
(code MYR) (code JBH)

30 June 2017 $0.84 $23.37
30 June 2018 $0.37 $22.52
30 June 2019 $0.55 $25.85
30 June 2020 $0.21 $42.24
30 June 2021 $0.36 $50.58

8. Use the internet to research another business that makes use of an incorporated legal business structure. You
could search for either a private limited company or a public listed company. Prepare a report that covers:
¢ the full name of the company
® a brief history of the business
® a description of the company’s product/s
® why the business became a company
® the long-term plans for the company.
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2.4 Exam questions

Question 1 (5 marks)
With reference to a contemporary business, discuss one advantage and one disadvantage of going public for a
private company.

Question 2 (5 marks)
With reference to a contemporary business that you are familiar with, outline two benefits of staying small (i.e.
not taking on partners or employees) for sole proprietors employing fewer than four people.

Question 3 (4 marks)
Describe two circumstances under which it might be beneficial for a business owner to plan for a private limited
company structure rather than a public listed company structure.

Question 4 (4 marks)
Explain why a business owner might decide to adopt a sole trader structure, rather than any other legal business
structure, when planning their business.

Question 5 (4 marks)
Explain why it might be beneficial for a business owner to plan for a public listed company structure rather than a
private limited company structure.

More exam questions are available online.

2.5 Types of business models

KEY KNOWLEDGE

* Types of business models such as online business, direct-to-consumer business, bricks-and-mortar
business, franchise, importer and exporter

Source: VCE Business Management Study Design (2023-2027) extracts © VCAA; reproduced by permission.

2.5.1 The business models

A business model is the way in which the business will run its operations to generate a profit. It acts as a general
framework for how the business will earn its income and function on a day-to-day basis. In many instances the
business model arises in the earliest stages of planning for a business. As the business grows and circumstances
change, the business model may need to be adapted to reflect changes in the way in which the business operates.

The following key elements may be considered as part of planning a business model:
e What is the main goal of the business?
e What type of goods or services will the business offer?

How will the business sell these goods/services?

Who are the target customers?

What types of costs will the business expect to incur?

Will a new business be established or will a franchise agreement be entered into?

There are countless different types of business models in operation today, reflecting

the diverse nature of business in the twenty-first century. Some business models are

based on traditional practices that have been in operation for centuries, while others business model the way in which
are completely new. Let’s look at the main types of business model that a business Igegzzz';f:zv;'ruﬁn its operations
may choose as part of its planning.
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The main types of business model

Direct-to-
consumer Franchise
businesses

Online Bricks and
businesses mortar

Import and
export

2.5.2 Online business

Since the rapid growth of the internet in recent decades,
the world of business has changed dramatically. Some of
the fastest growing and most successful businesses of the

The rapid advancement of internet technology
and infrastructure, such as fibre-optics and
5@, has allowed for much greater access to

twenty-first century do not have factories, warehouses, high-speed internet. This has created a far larger
shops or face-to-face customer contact. They exist solely market for streaming services, such as Netflix,
on the internet, with a small number of offices to support as compared with previous years.

their online presence. Facebook, Google and YouTube are
just some examples of small web-based business models
that have grown to become some of the most successful
businesses in the world.

The increased accessibility of the internet through

the use of smartphones has also opened the door to
entrepreneurs who are able to take advantage of new
business opportunities through smartphone applications.

Online businesses have a distinct advantage over
physical bricks and mortar stores because they are
able to reach customers across the globe via the internet. They also avoid many of the expenses associated with
having a physical store, such as rent and wages for shop staff.

A disadvantage of an online business model is that customers are not able to physically see, touch or try an item
before purchasing it. Furthermore, some online businesses may expose customers to the risk of credit card theft

when making payments online.
bricks and mortar the traditional

Within the broad category of online businesses there are many different types of business model that is based on a
models under which businesses operate. What is common among them is that iocrr? ;Vs'tgzs‘;hésc':ig'f:e”ce’
they often rely on a relatively small number of highly skilled workers to run their shopping strips and in shopping
technical operations. centres

Descriptions of different types of online business models

Advertising-based websites Many websites offer free access to people on the internet and generate
revenue through advertising. Other businesses will pay the website to feature
their advertisements because it reaches their target markets. This is how
many blogs have grown into successful businesses. After attracting enough
followers, a blog becomes an attractive space for advertisers.

Freemium Some websites or applications, such as Spotify, attract a large customer base
with their free service offers. They generate income through advertisements or
the offer of a subscription premium service option.

Brokerage Websites such as eBay bring buyers and sellers together in exchange for a
brokerage fee when sales are made.

Merchant Merchants are online sellers that operate through their own independent
website or through the use of platforms such as eBay. These online retailers
generally buy in bulk directly from manufacturers or wholesalers and sell the
products to customers for a profit.
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2.5.3 Bricks and mortar

Bricks and mortar is a term that refers to
businesses that have a physical location, such as

a store in a shopping centre. Bricks and mortar
business models have been around for many years
and are the chosen business model for many of
the biggest retail, manufacturing and wholesale
businesses in the world.

Bricks and mortar retailers offer face-to-face e
customer interaction as well as the security that

comes with being able to physically inspect or

test goods prior to purchase. However, bricks

and mortar businesses are far more expensive to

establish and maintain than online businesses, and

this can make it difficult for them to remain /
competitive on price.

It is important to note that many traditional bricks

Traditional bricks and mortar businesses such as
Woolworths have also adapted to offer consumers
the option of grocery shopping online with home delivery.

and mortar businesses have had to adapt their business model and establish an online presence to complement

their physical stores. Such models are sometimes referred to as bricks and clicks.

2.5.4 Direct-to-consumer businesses

Direct-to-consumer businesses (DTC), also known as business-to-consumer
businesses (BTC), are businesses that sell their products directly to consumers without
any intermediaries, such as retailers or wholesalers. These businesses can take the
form of bricks-and-mortar, clicks-and-mortar and, most commonly, online retail
businesses.

Although DTC businesses, such as Dollar Shave Club, BarkBox and Blue Apron, are
becoming increasingly common thanks to advances in internet technology, the DTC
business model is not a new idea. In fact, prior to industrialisation, most businesses
sold directly to consumers in their local community.

As with other business models, the DTC business model has its advantages and
disadvantages. DTC businesses have a strong focus on and connection with their
customers, which tends to build customer loyalty. They also tend to have lower costs
when compared with models that rely on more complicated networks to reach their
customers, particularly as they often don’t require expensive real estate for shops and
warehouses. These lower costs allow the business to be more competitive in terms
of price. The model does have problems, however. The business must master all the
steps required for each product to reach the customer, which can be time consuming
and less efficient than selling to retailers that specialise in selling. Furthermore,

if the business relies on online selling, it is exposed to the risks associated with
cybersecurity and data protection.
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retail a business that operates by
selling goods and services to the
customer at a price higher than the
cost to produce or purchase the
goods in bulk. Examples include
Kmart and Target.

manufacturing a business that
produces physical goods, often in
a factory. These goods are then
sold to wholesalers or directly to
retailers who then sell the good on
to customers at a marked-up price.
wholesale a business that sells
large volumes of goods to retailers.
While wholesalers are increasingly
selling direct to the public, they offer
heavily discounted prices on bulk
purchases such as those made by
retailers.

bricks and clicks the business
model that offers customers the
choice of online shopping as well as
shopping at the physical store



CONTEMPORARY CASE STUDY

Farmers are tapping into subscription model to sell farm fresh produce

direct to consumers

In the last few years consumer shopping habits have
changed in many ways. While consumers have moved

to streaming services for entertainment, they have also Alicia Kidd and Adam Burrows left their lucrative
become more frequent users of subscription delivery jobs in the mines to follow their dream of growing

services for groceries. fresh produce.

— - -

Alicia Kidd and Adam Burrows left their lucrative jobs
in the mines to follow their dream of growing fresh
produce on their Eungella block in north Queensland.
They sell the fresh fruit and vegetables that they grow
directly to the consumer.

For them a subscription model helps save on potential
food waste, filling boxes with the first crop of their
market garden.

‘Whatever is good in the paddock that week all gets put
into a pre-purchased box, and it’s delivered to their [the
consumers’] door,” Ms Kidd said.

‘The model we are following is minimising handling and buying directly through the farmer, so it doesn’t go

through three different sets of hands before it’s distributed,” Mr Burrows said.

Mr Burrows said consumers were looking for a direct connection with their growers, providing transparency in the

food chain.

The couple studied permaculture before starting their farm and encourage their consumers to learn about their

practices.

Source: Adapted from M. Groves, T. Major and O. Wykeham, ‘Farmers are tapping into subscription model to see farm fresh

produce direct to consumers’, ABC Online, 13 August 2020.

2.5.5 Franchise

Franchising is the fastest area of business growth in Australia. Subway (sandwiches and salads) is an example of

a franchise. Other well-known franchises include McDonald’s, 7-Eleven, The
Coffee Club, Mad Mex, Roll’d and Gelatissimo.

Under a franchise agreement a person buys the rights to use the business name
and distribute the goods or services of an existing business. The business that
grants the right to others to use its name and products is known as a franchisor,
while the business that buys those rights is known as a franchisee. The franchisor
supplies a known and advertised business name, the required training and staff
development, a method of doing business, management skills and materials. The
franchisee supplies the start-up money and labour, operates the franchise business
and agrees to abide by the terms and conditions of the franchise agreement.

People choose to buy a franchise in the hope of avoiding many of the problems of
starting a new business. For a set fee, the business owner receives the benefits of a
successful business formula, a well-recognised name and established trademarks.
Franchising has a success rate of almost three times that of independent
businesses, largely because it involves an established business name backed up

by managerial expertise.

franchise when a business sells
to others the rights to distribute
its goods and use the business
name

franchise agreement an
agreement whereby the franchisor
grants the franchisee the rights

to use its business name and
distribute its goods or services
franchisor the owner of the
original business concept that
licenses another business to use
its name and distribute its goods
or services in exchange for royalty
payments and fees

franchisee a business that is
licensed to operate under the
name of an existing business and
distribute its goods or services
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That being said, there are several disadvantages of entering into a franchise agreement. The franchisee has little
scope for making independent decisions as the franchisor has control over much of the operations. The share of
the profits and fees can be quite favourable to the franchisor, and the franchisee’s business forgoes the possibility
of expanding an original brand as a franchisor.

Many well-known businesses operate under a franchise agreement.

Y &".r—r

| McDonala

CONTEMPORARY CASE STUDY

Gelatissimo — a successful franchise business model

Domenico and Marco Lopresti founded Gelatissimo in 2002 as a single store on King Street in Sydney. The
business has since become Australia’s biggest chain store selling gelato (ice-cream that originated in Italy). The
brothers were already running a wholesale gelato business when they saw an opportunity to open a retail store.
Word of mouth spread and the popularity of the business meant that it soon opened other stores.

Initially, the owners had chosen a company-owned model for Gelatissimo. However, in 2004 they started
franchising. They trialled franchising with a particular franchisee — he was given the opportunity to turn a
company-owned store around and was able to do so.

The Lopresti brothers also saw franchising as an ideal
way to grow their business quickly. Furthermore, as
product quality and product presentation are critical for
the business, the owners felt that Gelatissimo was best
suited to a franchising model. The franchisees could
then bring passion and commitment to their own store.

The founders of Gelatissimo decided to adopt a
franchise business model because they saw it as
an ideal way to grow the business quickly.

Gelatissimo now has stores in more than forty locations
across Australia, as well as in China, the Philippines,
Singapore, Saudi Arabia, Kuwait India and Bangladesh.
With close to fifty gelato flavours, some of which

have won awards, the business is well known for its
quirky flavours. It often adds new ones, particularly
limited-edition flavours, such as the ‘Hugh Chocman’
— named in honour of Hugh Jackman.

Domenico and Marco have since left the business, but
the decision they made to pursue a franchise business
model clearly influenced the ultimate success of Gelatissimo.
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Resources

Weblinks Franchise Council of Australia
Franchise business

2.5.6 Import and export

The import and export business model involves businesses generating sales revenue by trading goods
internationally. Consumers are more aware than ever of international products. It is this demand combined with
reductions in trade barriers between nations, advances in technology and continued industralisation of nations
with cheaper labour resources that enables import and export businesses to prosper.

Imports are goods and services that are produced
overseas and sold to Australian consumers. There are a
number of advantages afforded by adopting an importer
business model. Importers source goods from overseas
that will be competitively priced on the Australian

market due to their superior quality, cheaper cost of
production or lack of viable alternatives. An importer

may be able to provide goods to customers that are not
readily available locally. The importer business model

can therefore provide the prospective business owner

with the opportunity to grow and further expand their
business. Import business models need to factor in the cost
of purchasing the goods from international manufacturers,
shipping, distribution and taxes on imports known as
tariffs. Importers also need to ensure that the goods

they are importing meet Australian consumer standards for health, safety and quality. Today, the majority of
manufactured goods available for purchase in Australia are produced overseas.

Approximately 97 per cent of Australia’s
international trade takes place through shipping,
while only 3 per cent occurs via aeroplane.

Exports are goods and services that are produced in Australia to be sold overseas. Although Australia imports
more than it exports, some Australian products such as iron ore and beef are competitive internationally.

There are a number of advantages afforded by adopting an exporter business model. Like importing, exporting
provides the prospective business owner with the opportunity to grow and further expand a business. Exporting
allows a business to reduce its dependence on local markets and open new

markets. This can extend the life cycle of the business’s products, as well as imports goods and services that

increase competitiveness. This is because the business can sell its products are produced overseas and sold

overseas to a greater number of customers. Exporters need to ensure that they are i IR consumers

aware of the legal requirements of the nation to which they are exporting. Other exports goods and services that
. . . L. R . .. are produced in Australia to be

risks involved in exporting include foreign exchange, political, shipping and cald evarEeEs

quarantine issues.

KEY IDEAS

* A business model is the way in which the business will run its operations to generate a profit. The business
owner will select a business model that meets the goals of the business.

® Business models include online business, bricks and mortar business, importer and exporter.

® Buying a franchise to use an existing brand name and reputation is also a popular business model.

® Direct-to-consumer businesses sell their products directly to consumers without any intermediaries, such as
retailers or wholesalers.
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2.5 Exercises learn

Students, these questions are even better in jacPLUS

Receive immediate Access Track your
feedback and access additional results and
sample responses questions progress

Find all this and MORE in jacPLUS C)

2.5 Quick quiz 2.5 Exercise U 2.5 Exam questions

2.5 Exercise

TEST your understanding

1. Outline what is meant by the term ‘business model’.
2. ldentify three things that should be considered when developing a business model.
3. Complete the following table to summarise the different types of business models.

Bricks and Direct-to- Importer and

mortar consumer Franchise exporter

Description

Advantages

Disadvantages

Examples

4. Distinguish between a retail business model and a wholesale business model.
5. Read ‘Farmers are tapping into subscription model to sell farm fresh produce direct to consumers’ and
answer the following questions.
a. Explain two advantages to businesses of using a direct-to-consumer model.
b. Explain one reason why customers choose to buy produce directly from the farm.
6. A franchise agreement is a popular business model.
a. Outline what the franchisor receives in a franchise agreement.
b. Outline what the franchisee receives.
c. Outline what each party provides.
7. Suggest why businesses operating as a franchise have a success rate three times that of independent
businesses.
8. Explain one main benefit of franchising for the:
a. franchisor
b. franchisee.
9. Read ‘Gelatissimo — a successful franchise business model’ and answer the following questions.
a. Explain why the founders of Gelatissimo decided to adopt a franchise business model.
b. Did franchising create a successful business for the founders of Gelatissmo? Justify your response.

APPLY your understanding

10. Identify four different franchise businesses that operate in your suburb or town.

11. Briefly describe the type of business model you would expect the following businesses to operate under:
a. the local fish and chips shop
b. ‘OZ game shop’, which sells video games through a website
c. the European deli, which buys products from overseas to sell in its Melbourne-based store
d. a blogger named Joshua Becker who writes about ‘becoming minimalist’ and has attracted thousands of

followers.

12. Identify five businesses that you interact with on a regular basis and describe the type of business model
that they operate under.

13. Identify one example each of a retail, wholesale and manufacturing business in Australia.
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2.5 Exam questions

Question 1 (7 marks)
Kahinde has developed a new pizza recipe that he believes will sell strongly. He is trying to choose the most
appropriate business model for his idea.
a. Describe a business model that would be suitable for Kahinde’s business. 3 marks
b. Explain the advantages and disadvantages of the business model you identified in part a. 4 marks
Question 2 (4 marks)
Analyse how a prospective business owner’s decision to use an ‘importer’ or ‘exporter’ model may affect the
planning for their business.
Question 3 (4 marks)
With reference to a contemporary direct-to-consumer business that you are familiar with, explain how this
business model differs from other business models.
Question 4 (5 marks)

Distinguish between an importer and exporter as types of business models. With reference to a contemporary
business that you are familiar with, explain one advantage of adopting an importer business model and one
advantage of adopting an exporter business model.

Question 5 (5 marks)

Explain what is meant by the term ‘franchise’ as a business model. With reference to a contemporary franchise
business that you are familiar with, outline one advantage and one disadvantage of operating a business under a
franchise model.

More exam questions are available online.

2.6 Purchasing an existing business or establishing a
new business

KEY KNOWLEDGE

* Costs and benefits of purchasing an existing business compared with establishing a new business

Source: VCE Business Management Study Design (2023-2027) extracts © VCAA; reproduced by permission.

When planning a business, a prospective business owner will need to consider whether to purchase an existing
business or to establish a new business. This decision will affect business planning, and ultimately the success of
the business, because each option has a number of advantages and disadvantages.

2.6.1 Purchasing an established business

When an established business is purchased, the business is already operating and everything associated with
the business is included in the purchase — that is, the stock and equipment, business premises, employees, an
existing customer base, and reputation and goodwill.

When purchasing an existing business it is essential for the potential purchaser to know why the business is for
sale. If the business has been struggling, it may not be a good purchase. Not only should the prospective owner
find out why the current owner is selling, but also they should examine detailed accounts for at least the previous
three years to determine the financial health of the business. One aspect of the financial statements that is often
hard to estimate is the true value of goodwill. The seller of the business may

overestimate the value of the reputation of the business, so consultation with an goodwill the monetary value
accountant is important to confirm the accuracy of the value placed on goodwill ?ta_"hed to the reputation of a
usiness

by the seller.
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The benefits and costs of purchasing an existing business

Benefits Costs

® Sales to existing customers generate instant income. ® The existing image and policies of the business may

® A good business history increases the likelihood of be difficult to change, especially if the business has a
business success. poor reputation.

* A proven track record makes it easier to obtain ® The success of the business may have been due to
finance. the previous owner’s personality and contacts, so

® Stock has already been acquired and is ready for may be lost when the business is sold.
sale. ® |t may be difficult to assess the value of goodwill,

® The seller may offer advice and training. with the likelihood of the new owner paying more

® Equipment is available for immediate use. than the goodwill is worth.

® Existing employees can provide valuable knowledge ® Some employees may resent the change to the
and assistance. business operation.

CONTEMPORARY CASE STUDY
MANUFACTURING BUSINESS: Mars Incorporated’s acquisitions

In 1935, Forrest Mars Sr. saw an opportunity to

enter a market with very little competition and

bought Chappell brothers, a business that produced
canned dog food. Soon after, Mars launched its pet
food business, Pedigree. In recent years, Mars has
continued to acquire businesses it believes it can add
value to, such as chewing gum manufacturer Wrigley
and pet care business VCA, which it acquired for
US$7.7 billion in 2017.

2.6.2 Starting a new business from scratch

The most common reason for setting up a new business is the recognition of a gap in the market — where it
is clear that existing providers are not catering to the demand for particular goods or services. Another reason
for setting up a new business is the development of new goods or services — when a person who has created
something unique chooses to go into business to market their innovation or invention. Attempting to enter

a market that is already well served by existing businesses involves having to attract customers away from
competitors.

The benefits and costs of setting up a new business

Benefits Costs

® The owner has the freedom to set up the business ® There is a high risk and a measure of uncertainty.
exactly as they wish. * Without a previous business reputation, it may prove
® The owner can determine the pace of growth and difficult to secure finance.
change. ® Time is needed to develop a customer base, employ
® There is no goodwill for which the owner has to pay. staff and develop lines of credit from suppliers.
e |f funds are limited, it is possible to begin on a smaller | ® If the start-up period is slow, then profits may not be
scale. generated for some time.
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DID YOU KNOW?

A business can choose to avoid many of the problems of starting up a business from scratch by entering into
a franchise agreement. Under a franchise agreement a person buys the rights to use the business name and
distribute the goods or services of an existing business.

Resources

Video eLesson Purchasing an existing business or establishing a new business (eles-2977)

Weblink Steps for starting up

KEY IDEAS

® A person wishing to go into business has a choice of either purchasing an existing business, with all its
existing strengths and weaknesses, or commencing a completely new business.

e Establishing a new business is likely to benefit a business owner who has recognised a gap in the market or
who has developed a totally new product.

® Purchasing an existing business is likely to benefit a business owner who is seeking instant income and a
proven track record.

2.6 Exercises learn

Students, these questions are even better in jacPLUS

Receive immediate Access Track your
feedback and access additional results and
sample responses questions progress

Find all this and MORE in jacPLUS @

2.6 Quick quiz ‘ 2.6 Exercise u 2.6 Exam questions L

2.6 Exercise

TEST your understanding

Describe the circumstances in which someone might choose to start a business from scratch.

Identify and explain the two most significant benefits and costs of starting a new business from scratch.
Explain what a franchise agreement is.

Explain why operating as a franchise addresses some of the problems associated with starting a business
from scratch.

PoODbD=
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APPLY your understanding

5. Bianca was tired of working for someone else and decided to start her own business. She lives in a small
Victorian country town with a population of approximately 2500. The town has no major shopping centre and
no established franchises. Bianca decided to open a café in the town. Her mother provided the funding for th