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UNIT 3
MANAGING A BUSINESS

Introducing a corporate manager

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

Milgrom is an experienced manager and business woman. In 1999, she bought the then ailing retail chain
Sportsgirl — which had been losing money for five years — and transformed it into a profitable business by
the year 2000, and then to the lucrative business it is today. Milgrom believes the secret to running a successful
business is the people within the business — the employees. She has been quoted as saying, ‘talented people
in the right culture, with the right coaching and development, can provide a competitive edge that a business is
looking for’. She also believes that an autocratic management style is no longer appropriate and managers who
are focused on, and exclusively concerned with, cost and profit (the bottom line) are ineffective. Employees
are important to Milgrom’s business, as is adapting to changes in the economy and consumer trends to keep
the business flourishing.

AREA OF STUDY OUTCOME CHAPTER

1 Business Discuss the key characteristics of businesses 1 The nature of business

foundations and stakeholders, and analyse the relationship
between corporate culture, management
styles and management skills

2 The nature of management

2 Managing Explain theories of motivation and apply them | 3 Human resource management —
employees to a range of contexts, and analyse and motivating employees

evaluate strategies related to the management

of employees

4 Human resource management —
managing employees and
workplace relations

3 Operations Analyse the relationship between business 5 Operations management

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

Source: VCE Business Management Study Design (2017-2021) extracts © VCAA; reproduced by permission.






CHAPTER 1
The nature of business

1.1 Overview
1.1.1 Why it is important

There are approximately 2.2 million businesses in Australia. Of these, the vast majority are sole traders and
partnerships. If you look around your local area you will see plenty of examples of businesses. Some are
considered small because they have fewer than 20 employees. They might be sole traders and partnerships.
There are also companies, social enterprises and government business enterprises. Have you ever heard of
Wesfarmers? It is one of Australia’s largest companies and any one of its 100 000 employees might work for
Bunnings, Officeworks, Target, Kmart or one of Wesfarmers’ coal, energy, fertiliser or insurance interests. All
of these different types of businesses have some things in common. They all have objectives and stakeholders
with vested interests in the business. In this chapter, you will be studying the different types of businesses and
the various objectives and stakeholders they have.
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NBN CO LIMITED — A GOVERNMENT BUSINESS ENTERPRISE

Many of Australia’s businesses are household names. You may have

heard of the National Broadband Network in the media. What you The National Broadband Network,

may not know is that NBN Co Limited, a company established by managed by a government busi-

the government, was created in 2009 to design, build and operate ness enterprise, will benefit all
Australians.

the infrastructure (basic facilities, services and installations) that will
enable advanced digital services to be provided to Australians.

NBN Co is a government business enterprise (GBE). This means
that it is owned by the federal government. Currently, NBN Co
employs over 6000 people and has estimated that thousands of local
jobs will be created as they continue to build the $38 billion network.

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

1.1.2 What you will learn
Key knowledge

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

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

The nature of business

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

These are the skills you need to demonstrate. Can you demonstrate these skills?
* Define, describe and apply relevant business management concepts and terms
* Analyse case studies and contemporary examples of business management
* Interpret, discuss and evaluate business information and ideas
* Apply business management knowledge to practical and/or simulated business situations

Source: VCE Business Management Study Design (2017-2021) extracts © VCAA; reproduced by permission.

Resources

Digital doc: Key terms glossary (doc-29432)
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1.2 BACKGROUND KNOWLEDGE Introduction to
business

BACKGROUND INFORMATION
Businesses can be categorised by size, sector and the industry in which they operate.

A business is any activity that is conducted by an individual or individuals to produce and sell goods and
services that will satisfy the needs of society, with the main objective of making profit. As well as making
profit for owners, businesses make important contributions to the economic and social wellbeing of our
nation. As you study this subject you should realise that businesses can be classified in a variety of ways. Just
like soft drinks, businesses come in different sizes. They also come in different flavours; that is, they can be
classified by the part of the economy that they operate in and also according to the particular good or service
that they produce.

Classifying business

Size Sector Business activity

Businesses can be categorised by size, as well as the sector and industry in
which they operate. Myer, Australia’s largest department store group by revenue
and store count, is a privately owned retailer, employing over 14 000 people.

1.2.1 Business size
While there is no single universally accepted definition of a small, medium or large business, a number of
measurements can be used to determine the size of a business, including:

* the number of employees (those who are hired to do work for the business) — a large number of employ-
ees, for example, will suggest that a business is large. Many small businesses in Australia have no
employees, as the owner or owners operate the business on their own. The Australian Bureau of Statis-
tics (ABS) refers to these businesses as ‘non-employing’. In the past, a small business has been defined
by the ABS as one that employs fewer than 20 people. Many people continue to use this definition.
However, the Fair Work Commission defines a small business as one that has less than 15 employees.
Historically, the ABS has defined a medium business as one that employs 20 or more people, but fewer
than 200 people; a large business has been considered to be one that employs 200 or more people.
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the number of owners (of the business) — for example, if a business is a sole trader (a type of business
that has one owner), it is likely to be small. Medium and large businesses tend to be companies with
many owners (or shareholders).

the legal structure — for example, is the business set up as a sole trader, partnership or company?

the amount of revenue earned — for example, a large business will earn revenue of several million
dollars annually. The Australian Taxation Office (ATO) defines a small business as one that has less than
$10 million in annual turnover (the money received from sales). Large businesses are defined as those
with turnover levels above $250 million.

the amount of assets owned — for example, the Australian Bureau of Statistics (ABS) has historically
defined a large business as one that has assets worth more than $200 million.

market share (the proportion of total sales in a given market or industry that is controlled or held by a
business) — a small market share, for example, may suggest that a business is small.

We’ve looked at a number of measurements for distinguishing the size of a business, but there are many
other factors that can help us to make a final judgement about the size of a business, such as:

who makes most management decisions, such as who to hire, what to produce, how to advertise a
product? — if it is the owner, then the business is most likely small. By comparison, managers working
on behalf of the owners typically make the decisions in medium-sized and large businesses.

who provides most of the capital (finance)? — the owner of a small business is likely to provide most
of the capital. Medium-sized and large businesses are able to raise large amounts of capital, perhaps by
taking on more debt, such as through a bank loan, or by issuing more shares.

is the business independently owned and operated? — small businesses tend to be owned and operated
by the same person, with the owner able to make independent decisions. For example, the owner of
a local hamburger shop will be able to decide independently what food he or she will serve, while a
large business like Coca-Cola will have entire teams of individuals developing products in line with the
company’s strategic goals.

how many locations does the business have? — a business that is locally based is likely to be small. Note
that this does not mean that the business will only trade locally, as many small businesses are able to
export products to overseas markets. Small businesses will be based in the one location whereas a large
multinational corporation (or company) may have offices around the world.

The table below summarises the features of, and distinctions between, the different sized businesses.

DID YOU KNOW?

In June 2017 there were more than 2 million small businesses in Australia, which represented 97 per cent of all
businesses. Most small businesses employ fewer than five people, including the owner, and are often referred to
as micro businesses. Almost 1.4 million of these businesses are non-employing — they have no employees.

Common classification of businesses based on size

Business type Corner store Services club Woolworths

Local mechanic Motel/hotel Qantas

Hairdressing salon Engineering factory National Australia Bank
Number of employees | Fewer than 20 20-199 200 or more

according to the ABS
business register
definition
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Type of ownership

Independently owned and
operated by usually one
or two people

Owned and operated by a
few people and/or private
shareholders

Owned usually by
thousands of
public shareholders

Most common legal
structure

Sole trader
Partnership

Partnership
Private company

Public company
(numerous)

Decision-making

Owner responsible for
majority of decisions;
simple and quick
implementation of
decisions

Owner basically
responsible for majority of
decisions; more
complicated
decision-making with
slower implementation, due
to influence of directors

Complex decision-making,
due to division of
responsibilities among
directors, senior and middle
management; possibly slow
implementation of
decisions, due to the layers
of management

Sources of finance

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

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

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

Market share

Small, usually local area;
not dominant in the
industry

Medium-sized, due to
dominance within a
geographic region; some
market dominance

Large, especially for
multinational corporations
that dominate the markets
of many countries

Australia Post is a large business because it employs more than 34 000 people and earned revenue of
$6.8 billion in 2016-17. As of June 2015, the business owned assets of more than $5.5 billion. Australia Post is
also a government business enterprise (GBE), as the Commonwealth Government is its sole shareholder. As a

GBE it operates in the public sector, but it also

operates in the transport, postal and warehousing industries.

1.2.2 Public or private sector

According to the ABS, just over 2.2 million businesses were operating in the private sector in June 2017. The
private sector is the part of Australia’s economy that is operated by private individuals and companies usually
for the purpose of making profit. Businesses such as sole traders, partnerships and companies make up the
private sector. The public sector is the part of Australia’s economy that is operated by government. Businesses
operating in the public sector are the least common type of business, according to the ABS. It estimated that
in 2016-17, there were only 393 public sector businesses actively trading goods and services. Businesses
operating in the public sector are referred to as government business enterprises (GBEs); these are businesses
that are owned and operated by the government.
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The top five public listed companies in Australia in relation to total revenue in 2017 were Wesfarmers (includ-
ing Bunnings, Target and Kmart), Woolworths, Commonwealth Bank of Australia, BHP and Westpac Banking
Corporation.

\ U

Woolworths (@ @@ '}

A —

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

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

Number of businesses by industry in Australia, 2016—17

Number of businesses Number of businesses
Industry division operating June 2017 Industry division operating June 2017

Agriculture, forestry and 176140 Financial and insurance 202110

fishing services

Mining 7853 Rental, hiring and real 246664
estate services
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Number of businesses Number of businesses

Industry division operating June 2017 Industry division operating June 2017

Manufacturing 83789 Professional, scientific 270654
and technical services

Electricity, gas, water and 6591 Administrative and 85760

waste services support services

Construction 371599 Public administration and 7427
safety

Wholesale trade 78989 Education and training 29724

Retail trade 130387 Health care and social 128543
assistance

Accommodation and food 92757 Arts and recreation 27248

services services

Transport, postal and 149544 Other services 94220

warehousing

Information media and 21017 Currently unknown® 27283

telecommunications

All industries 2238299

@This category consists of those businesses that are yet to be coded by the ATO to an industry.
Source: Table 1 Businesses by industry division, from ABS 8165.0, Counts of Australian businesses, including entries and exits, June
2013-June 2017.

The industry sector in which a business operates is determined by the goods or services it produces. Arnott’s
is Australia’s largest producer of biscuits (secondary sector), while Optus is Australia’s second-largest
telecommunications company (tertiary sector).

1.2 Activities
TEST your understanding

1. Distinguish between revenue and assets.
2. State whether the following businesses are small, medium or large, and the reason for your decision.
(@ Qantas employs approximately 27 000 people.
(b) National Australia Bank is an international financial services company that has customers in
Australia, New Zealand, Asia, the United Kingdom and the United States.
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