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CHAPTER 2

Different types of businesses
2.1 Introduction
As explained in chapter 1, any organisation that sells goods and services to 
consumers in order to make a profit is a business.

Businesses may be organised in a variety of ways. Although no two businesses are 
identical, some common features that allow similar business types to be classified 
and grouped together. Figure 2.1 illustrates the four methods commonly used to 
classify businesses.
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FIGURE 2.1 The four methods commonly used to classify businesses

2.2 Classification by size
Like soft drinks, businesses come in three different sizes: small, medium and large. 
Most people usually associate the term ‘business’ with large companies such as 
Woolworths, Commonwealth Bank and Westfield, which employ thousands of 
people across hundreds of locations. However, small to medium enterprises (SMEs) 
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play an especially important role within the Australian economy. As consumers, we 
rely on a large number of SMEs to satisfy our wants and needs. These businesses 
also provide employment for about 7.3 million people.

In recent years, SMEs in Australia have performed better than other sectors of 
the economy. They have created many new jobs, have become more innovative and 
are increasingly entering overseas markets (see chapter 10).

Although no universally accepted definition exists for 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
•	 the number of owners (of the business) — for example, a sole trader is a type of 

business that has one owner
•	 market share — the proportion of total market sales the business has compared 

to competitors
•	 the legal structure — for example, the business is set up as a sole trader, 

partnership or company.
Apart from quantitative measures, such as the number of employees, qualitative 

descriptions also help us to determine the size of a business. These qualitative measures 
are based on personal observation about the business. From a qualitative viewpoint, a 
business may be classified as small or medium-sized if:
•	 the owner makes most management decisions, such as who to hire, what to 

produce and how to advertise a product
•	 the owner provides most of the capital (finance)
•	 the business has little control within the market. Smaller businesses do not 

usually have a large share of the total market sales and therefore have less 
control over such things as price.

•	 it is independently owned and operated (for example, the local hamburger 
shop is run by the owner, who does not answer to a larger organisation such as 
McDonald’s)

•	 the business is locally based. (This does not mean that it doesn’t export, because 
many SMEs do export. It just means that many SMEs are based in the one 
location and, unlike a transnational (multinational) corporation or company, 
do not have offices around the world.)
A comprehensive definition of small, medium and large business usually relies 

on a combination of both quantitative measurements and qualitative descriptions, 
as shown in table 2.1. This table also outlines the features of, and distinctions 
between, the different sized businesses.

TABLE 2.1 Quantitative measurements and qualitative descriptions of small, medium and  
large businesses

Characteristics Small Medium Large

Business type Corner store
Local mechanic
Hairdressing salon

Services club
Motel/hotel
Engineering factory

Woolworths
Qantas
National Australia Bank

Number of employees 
according to the 
Australian Bureau of 
Statistics (ABS) business 
register de�nition

Less than 20 employees 20−199 employees 200 or more employees

(continued)

BizWORD
Market share refers to the business’s 
share of the total industry sales for a 
particular product.

BizWORD
A transnational (multinational) 
corporation is a company that has 
branches in many different countries.
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TABLE 2.1 (continued)

Characteristics Small Medium Large

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 in�uence 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 �nance Owner (usually from own savings 
or a loan); dif�culty 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 
pro�t, sale of shares, and 
loans from domestic and 
overseas institutions

Market share Small, usually local area; not 
dominant in the industry

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

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

There is an additional category of business size called small to medium 
enterprises (SMEs). An enterprise is just another name for a business. SMEs are 
defined by the Australian Bureau of Statistics as firms with less than 200 full-time 
equivalent employees and/or less than $10 million turnover (this usually refers to 
the business’s total sales).

Recent research undertaken by the Australian Bureau of Statistics (ABS) revealed 
that the majority of small businesses are not those that employ 10 to 20 people, but 
those that employ fewer than five people (including the owner). These businesses 

FIGURE 2.2 The number of SOHO 
(small of�ce home of�ce) micro 
businesses has expanded rapidly 
over the past decade.

BizWORD
Small to medium enterprises are 
de�ned by the Australian Bureau of 
Statistics as �rms with less than 200 
full-time equivalent employees and/or 
less than $10 million turnover.
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are referred to as micro businesses. Usually working from home (SOHO — small 
office home office), this group of businesses represents about 88 per cent of the 
entire small-business population.

2.3 Classification by geographical 
spread
Consider the suburb or town in which you live. This area can be classified as your 
local community or neighbourhood — that is, a group of people living and working 
in the same locality. The consolidation of all these local communities is what forms 
the nation of Australia. Now, broaden your scope even further. Australia is just one 
of the 195 independent nations that are part of the global network.

Businesses, too, can be classified as local, national or global according to their 
geographical spread: the presence of a business and the range of its products 
across a suburb, city, state, country or the globe.

Local
A local business, such as a newsagent, corner store, hairdresser, mechanic or 
pharmacy, has a very restricted geographical spread. It serves the surrounding area 
and is in no position to offer a range of products to another suburb or town. Local 
businesses such as these will frequently be used by consumers who live nearby. 
The majority of local businesses tend to be small to medium in size.

FIGURE 2.3 Consumers rely on a wide 
range of local businesses (usually small) 
that serve their surrounding area.

National
As a business grows, it increases its range of products and the area it serves. As it 
does this, it develops into a national business — one that operates within just one 
country. Coles, for example, commenced trading in 1914 as G.J. Coles variety store 
in Collingwood, Victoria. Started by George Coles and his brother Jim, it employed 
six people. Today, Coles is a leader in Australian food retailing, with more than 
100 000 employees and over 11 million customer transactions a week.

BizWORD
A micro business employs fewer than 
�ve people (including the owner).

BizWORD
Geographical spread is the presence 
of a business and the range of its 
products across a suburb, city, state or 
country or the globe.

BizWORD
A local business has a very restricted 
geographical spread; it serves the 
surrounding area.

BizWORD
A national business is one that 
operates within just one country.
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Other well-known Australian businesses that serve the national market include:
•	 Australian Geographic — stores that specialise in Australiana, children’s 

games, gadgets, telescopes, travel and outdoor products. The Australian 
Geographic magazine was started in 1985 by Australian entrepreneur and 
adventurer Dick Smith. Today the magazine operates more than 70 stores 
across Australia.

•	 Sportsgirl — the boutique that became a major Australian fashion brand. 
The company offers a wide range of fashion and accessories, and has over 
110 stores across Australia. Founded in Melbourne in 1948, Sportsgirl today 
holds a dominant place in Australia’s retail fashion market.

•	 David Jones — one of Australia’s oldest department stores. In 1838, just 50 years 
after the First Fleet arrived in Sydney Cove, Mr David Jones opened ‘large and 
commodious premises’ on the corner of George and Barrack streets, Sydney (see 
figure 2.4).

•	 McGrath Estate Agents — one of the most successful residential real estate 
groups. John McGrath began the business in 1988 from a small office in 
Woollahra. Today, the company has expanded to more than 50 offices across the 
east coast of Australia.

FIGURE 2.4 David Jones originally 
began with one store in Sydney in 1838. 
They gradually expanded over the years 
and now operate 39 stores around 
Australia.

As a national business expands and increases its sales, it will eventually run out 
of new customers to sell to; that is, the domestic market becomes saturated. If the 
business wishes to keep expanding, it can decide to export and sell its products in 
other countries. This allows the business to tap into new markets.

Global
A global business, commonly referred to as a multinational corporation, is a 
large company that has branches in many different countries. The multinational 
corporation represents the highest level of involvement in global business. 

BizFACT
David Jones is not only Australia’s 
oldest department store, but also the 
oldest department store in the world 
still trading under its original name. 
For the 2013 �nancial year, its sales 
revenue was $1.85 billion, down 1.2 
per cent from $1.87 billion in the 
previous year.

BizWORD
A global business, commonly 
referred to as a multinational 
corporation, is a large company 
that has branches in many different 
countries.
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For such companies, national borders do not represent barriers to trade — they are 
merely lines on a map. Consequently, multinationals corporation conduct a large 
percentage of their business outside their home country.

Multinational corporation come in many different forms and sizes. Coca-Cola, 
LG, McDonald’s, CSR, News Corporation, BHP Billiton, Toyota, Unilever, Westfi eld 
and Exxon are just a few of the well-known foreign and Australian multinational 
corporations. However, all multinational corporations have a number of features 
in common. In a fully developed multinational corporation, fi nance, assets, 
technology, information, employees and goods and services all fl ow freely from one 
country to another (see the following Snapshot).

Westfield Group — global expansion

When Frank Lowy and John Saunders � rst came to Australia in the 1950s, there 
wasn’t one shopping centre in the entire country. At the time, most shopping was 
done in large department stores in major cities. In 1959 the pair became business 
partners and opened their � rst shopping centre in Blacktown. They have both 
since grown to become one of the world’s largest shopping centre owners and 
managers. The company they began, West� eld, is now a market leader in Australia, 
New Zealand, the United States and the United Kingdom. Throughout its history, 
West� eld has played a signi� cant role in changing the way the world shops.

West� eld began as a public company listed on the Sydney Stock Exchange in 
1960. In that same year, they built their second shopping centre in Hornsby with the 
money they raised from the � oat.

After opening new shopping centres throughout Sydney in the 1960s, West� eld 
expanded interstate in 1967 with the opening of Toombul in Brisbane, followed by 
Doncaster in Melbourne in 1969. They continued to expand nationally and currently 
have centres in all major metropolitan cities as well as some regional centres 
throughout Australia.

Since the 1950s Saunders and Lowy have made regular trips to the United States 
to learn more about shopping centres. By the 1970s they had become concerned 
that Australia could only accommodate a � nite number of centres due to its limited 
population. This concern led them to begin thinking about expanding into overseas 
markets. In 1980 West� eld expanded globally by acquiring their � rst shopping centre 
overseas in Connecticut in the United States. Within three years, they owned another 
three centres in that market. Since entering the United States market, they have 
continued to expand. Today, West� eld has a portfolio of 47 centres in the United States.

West� eld entered the New Zealand market in 1998 when they acquired St Luke’s 
Group Ltd, which owned 10 centres. Upon taking over this company, they branded 
those centres West� eld. Their expansion into New Zealand has mainly been through 
buying existing shopping centres. They currently have an interest in nine centres in 
New Zealand.

Also in 2000, West� eld entered the United Kingdom with the acquisition of a 
centre in Nottingham. This was followed by the establishment of a joint venture 
interest in other centres in major cities. Today, West� eld has a portfolio of � ve 
shopping centres in this market.

In 2011, West� eld entered two new markets, Italy and Brazil. Their entrance 
into Italy was through a joint venture with Gruppo Stilo. The project involved the 
development of a world class iconic regional shopping centre in Milan. While they 
also entered into a joint venture project with Brazilian company Almeida Junior, 
West� eld sold their 50 per cent share in this venture back to the original partner in 
2013. They are, however, still planning a re-entry into Brazil soon.

SNAPSHOT

❛ Westfield has played 
a significant role in 
changing the way 
the world shops. ❜

(continued)

BizFACT
Some multinational corporations 
have grown so large that their annual 
revenues from worldwide sales exceed 
the GDP of many nations. (GDP, or gross 
domestic product, is the total value of 
all goods and services produced in an 
economy in a given year.)

U
N

CO
RR

EC
TE

D 
PA

G
E 

PR
O

O
FS



28  TOPIC 1 • Nature of business

c02DifferentTypesofBusinesses 28 12 June 2014 8:52 AM

West� eld Group continues to expand their portfolio by either acquiring sites with 
development opportunities in new markets or by redeveloping existing malls.

Snapshot questions
 1. Outline how West� eld enters new markets overseas.
 2. Explain why West� eld decided to expand globally.
 3. Construct a timeline of West� eld’s global expansion.
 4. Explain how West� eld has changed the way the world shops.

Summary
• Businesses can be classifi ed as small, medium or large.
• Their classifi cation will depend on such things as number of employees, market 

share, ownership and who makes the decisions.
• A micro business (usually a SOHO) employs fewer than fi ve people (including 

the owner).
• Businesses can also be classifi ed as local, national or global according to their 

geographical spread.
• A local business has a very restricted geographical spread; it serves its surrounding 

area.
• A national business operates in just one country.
• A global business — a transnational corporation (TNC) — is a large business 

with a home base in one country that operates partially owned or wholly owned 
businesses in other countries.

Revision
 1 Deduce whether the following businesses are small, medium or large, and explain 

the reason for your decision.
(a) Qantas employs approximately 37 000 people.
(b) National Australia Bank is an international � nancial services organisation that 

has customers in Australia, New Zealand, Asia, the United Kingdom and the 
United States.

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

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

 2 Determine whether the following statements are true or false.
(a) A micro business is a business that sells only miniature products.
(b) SME stands for small to medium enterprise.
(c) Small businesses do not usually have a large share of a particular market.
(d) According to the Australian Bureau of Statistics, large businesses employ fewer 

than 200 people.
(e) SMEs do not play an especially important role within the Australian economy.
(f) An enterprise is just another name for a business.

 3 Complete the following statements by determining the correct word from the 
choices given. Write the sentences in your notebook.
(a) According to the ABS, a business with fewer than 200/300 employees is classi� ed 

as a medium-sized business.  
(b) A common feature of all small businesses is that they are independently/

interdependently owned and operated.
(c) Small businesses have a complex/simple management structure with few/many 

rules and regulations.

Weblink
Use the West� eld weblink 
in your eBookPLUS to listen 
to the story of West� eld 
Group.

EXERCISE 
2.1
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(d) The number of employees in a business is a quantitative/qualitative measure.
(e) A small business has a large/small market share and usually serves the Australian/

local market.
(f) An example of a small business is West� eld Limited/Blue Hills Convenience Store.
(g) Most small businesses are sole traders/public companies.

 4 Compare a micro business with a small business.

 5 De� ne the term ‘geographical spread’.

 6 Distinguish between a local and national business. Provide two examples of each.

 7 Recall another name for a global business.

 8 Identify three examples of multinational corporations.

 9 State what features all multinational corporations have in common.

Extension
 1 Construct a database of seven businesses that you have dealt with over the last few 

months. Copy and then complete the following table. The � rst one has been done 
for you.

Business name Business activity
Size: small, 

medium, large

1. Redback Café Food and drink Small

2.

3.

4.

5.

6.

7.

8.

(a) Calculate what percentage of the businesses are small.
(b) Outline the criteria you used to classify the size of each business.
(c) Compare the percentage with the � gures for Australia.
(d) Account for the similarity/difference between the two � gures.

 2 Critically analyse the following statement: ‘multinational corporations play a crucial 
role in our society. Without them, consumers would not have such a wide range of 
products to select from.’

 3 Look for � ve internet or newspaper articles about SMEs that interest you. Start a � le 
of news clippings or printouts and write an information page to attach to each article. 
On the information page:
(a) summarise what the article is about
(b) examine some background information about the business.

 4 Adidas and Levi Strauss are two multinational corporations that place a great 
deal of importance on their corporate social responsibilities. Both companies 
have taken action against overseas suppliers over human rights issues and 
environmental codes of conduct. Use the Adidas and Levi Strauss weblinks 
in your eBookPLUS and investigate their commitment to their social and 
environmental obligations. Create either an oral or written report and present 
it to the rest of the class.

 5 Arrange to inspect an annual report for one of Australia’s large multinational 
corporations. Investigate the company’s operations. To help you, use the 
Multinational corporations weblink in your eBookPLUS.

Weblinks
Adidas

Levi Strauss

Weblink
Multinational 
corporations
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2.4 Classification by industry sector
Another useful method used to classify businesses is based on the type of activity 
they undertake. When businesses are involved in similar types of production, they 
are grouped together in what is referred to as an industry. Australian companies like 
Woolworths, Wesfarmers, JB Hi-Fi and Officeworks belong to the retail industry.

There are five main types of industry groupings or sectors: primary, secondary, 
tertiary, quaternary and quinary (see figure 2.5).

Secondary Tertiary Quaternary Quinary

INDUSTRY SECTOR

Primary

FIGURE 2.5 The �ve main industry sectors

The relative size of each industry sector is shown in table 2.2. This table shows both 
the percentage of private sector firms and the employment in each industry sector.

TABLE 2.2 Industry size — percentage of �rms and employment by industry sector, 2010

Industry sector
Private sector percentage 

of all �rms by industry
Percentage of total 

employment

Primary
Secondary
Tertiary

 9%
21%
70%

 4%
19%
77%

Primary industry
Primary industry includes those businesses involved in the collection of natural 
resources. Examples of these businesses include all types of farming, mining, 
fishing, grazing and forestry. Even though this sector employs only 4 per cent of the 

FIGURE 2.6 Mining — primary industry

BizWORD
An industry consists of businesses 
that are involved in similar types of 
production.

BizWORD
Primary industry includes those 
businesses involved in the collection of 
natural resources.
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labour force, its role is essential because it provides all of our food requirements. 
As well, approximately 60 per cent of all our exports come from these industries.

Secondary industry
Secondary industry includes all those businesses that take the output of fi rms in 
the primary sector (raw materials) and process it into a fi nished or semi-fi nished 
product. For example, iron ore, coal and limestone are turned into steel — a semi-
fi nished product that is then used to manufacture cars. Steel and car manufacturers 
are both examples of secondary industry businesses.

FIGURE 2.7 Manufacturing cars — 
secondary industry

Tertiary industry
Businesses in the tertiary industry provide a service. Tertiary industry involves 
people performing a vast range of services for other people. Examples include 
retailers, dentists, solicitors, banks, museums and health workers.

FIGURE 2.8 Health — tertiary industry

BizWORD
Secondary industry involves taking 
a raw material and making it into a 
� nished or semi-� nished product.

Weblink
Use the Primary, Secondary 
and Tertiary Industries 
weblink in your eBookPLUS 
to discover more about 
these industries in the past 
compared to what they 
are today.

BizWORD
Tertiary industry involves performing 
a service for other people.
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Quaternary industry
Quaternary industry includes services that involve the transfer and processing 
of information and knowledge. Examples include telecommunication, property, 
computing, finance and education.

FIGURE 2.9 Teaching — quaternary 
industry

Quinary industry
Quinary industry includes all services that have traditionally been performed in the 
home. Examples include hospitality, tourism, craft-based activities and childcare. It 
includes both paid and unpaid work.

FIGURE 2.10 Hospitality — quinary 
industry

BizWORD
Quaternary industry includes 
services that involve the transfer 
and processing of information and 
knowledge.

BizWORD
Quinary industry includes all services 
that have traditionally been performed 
in the home.
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Changes in external influences and the growth 
of Australian industry
Changes in external infl uences have altered the proportion of employees working 
in Australia’s historical industry sectors and contributed to the growth of tertiary, 
quaternary and quinary industries. In 1900, about one in three employees worked in 
primary industries, mainly mining and farming. Currently, the proportion of employees 
working in the primary industry has decreased signifi cantly because of improved 
methods of farming and mining, as well as the increased use of mechanical equipment. 
Today, fewer workers are required to produce our food supply and minerals.

For a while, many workers who left the farms and mines moved to jobs within 
the secondary industries. Recently, however, the proportion of the labour force 
needed to do factory work has also decreased because many jobs have been 
eliminated by technology, especially automation. In addition, increased overseas 
competition, increased trade and changes in government policies have also led to a 
decline in employment in this industry.

In the past there were only three industry sectors: primary, secondary and tertiary. 
Since opportunities for employment in the primary and secondary industries have 
decreased over the past 50 years, the number of businesses and people employed 
in the tertiary industry sector has grown rapidly, to a point where today, about three 
out of every four employees and two out of every three businesses are classifi ed as 
tertiary. Due to this increase in numbers, the tertiary sector has been subdivided 
into two other sectors: quaternary and quinary.

The quaternary sector is expected to undergo dramatic change over the 
next 20 years due to the rapid advances in telecommunications. Expansion in 
e-commerce and internet-based business activity will see an increase in the number 
of people employed in information processing and analysis.

Due to social and lifestyle changes, as well as an increase in the number of two-
income households, the demand for quinary-type services is also estimated to 
expand rapidly during the next two decades. Many small businesses in particular 
have recently begun providing these services, fi lling a niche in the market.

This growth in employment in the service industries is expected to continue 
increasing rapidly due to technological and social changes.

Summary
• An industry consists of businesses that are involved in similar types of production.
• Primary industry — businesses involved in collection of natural resources.
• Secondary industry — production of fi nished or semi-fi nished goods.
• Tertiary industry — performing a service.
• Quaternary industry — services that involve the transfer and processing of 

information and knowledge.
• Quinary industry — services that have traditionally been performed in the 

home.

Revision
 1 Distinguish between a business and an industry.

 2 Refer to table 2.2. Propose reasons why the primary sector accounts for only 4 per 
cent of total employment whereas the tertiary sector accounts for 77 per cent of total 
employment. Discuss what this tells you about future employment prospects within 
the two sectors.

 3 Construct a mind map summarising the � ve industry sectors. Provide examples for 
each sector. The concept map has already been started for you.

BizFACT
The value of e-commerce in Australia 
in terms of goods and services 
purchased was in excess of 
$160 billion in 2014.

EXERCISE 
2.2
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Quaternary

Primary
• Providing something
 that has been
 provided by nature
• Examples – farming,
 mining.

Quinary

Secondary

Tertiary

BUSINESS
CLASSIFICATION ACCORDING

TO INDUSTRY SECTOR

 4 In your notebook construct a table with �ve columns. At the top of the columns put 
the headings Primary, Secondary, Tertiary, Quaternary and Quinary. From the list of 
businesses, determine the correct column for its particular industry group and write 
in its name. The �rst one has been done for you.

Primary Secondary Tertiary Quaternary Quinary

Tallong  
Orchards

Tallong Orchards Data Transfer Computing

S. & W. Legal Centre National Australia Bank

Bowral Bricks Tiggy Wiggles Child Care Centre

Clancy’s Restaurant Hi Plains Merino Stud

Pollards Removalists Southern Tablelands Towing

Moo Moo Pastures Dairy Centretown Motel

Bald Hill Quarry B. S. Plastics Manufacturers

Crookwell Real Estate Country Furniture Constructions

Finlay’s Fine Furniture Pioneer Water Tanks

Creative Hands Craft School Access TV Productions

 5 Outline reasons for the growth in the tertiary sector over the past 50 years.

Extension
 1 (a)  Construct a �owchart showing the industry sectors involved in the production of 

a car.
(b) Analyse the relationship between the various sectors.

 2 (a) Construct a list of tertiary jobs that are essential for the production of a:
  (i) television game show
  (ii) local newspaper
  (iii) hi-� system, bought at an electronics store.

(b) Place the letters ‘Qt’ next to those jobs that would be classi�ed as quaternary and 
the letters ‘Qn’ for those jobs in the quinary sector.

(c) Deduce what your list reveals.

 3 Investigate why the quinary sector has included in it unpaid, voluntary jobs.
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2.5 Classification by legal structure
There are a number of different legal structures to choose from when deciding how 
a business is to be owned and operated. The four main legal structures of privately 
owned businesses are shown in figure 2.11.

CLASSIFICATION BY
LEGAL STRUCTURE

Unincorporated Incorporated

Sole trader Partnership
Private

company
Public

company

FIGURE 2.11 The four main legal structures of privately owned businesses

Incorporated and unincorporated business 
structures
As figure 2.11 shows, the four main legal structures of privately owned businesses 
can be further divided into:
•	 unincorporated businesses, in the case of sole traders and partnerships
•	 incorporated businesses, in the case of privately and publicly owned companies.

The term incorporated refers to the process companies go through to become a 
separate legal entity from the owner/s. This means the business exists in its own right, its 
own legal entity. Regardless of what happens to individual owners (shareholders) of the 
company, the business continues to operate. The business has taken on a life of its own.

An incorporated business has no separate legal existence from its owner(s) and will 
be either a sole trader or partnership. This means the business entity and the owner(s) 
are one and the same. When the owner dies then so too does the business entity.

The most common legal structure for small businesses in Australia is the 
unincorporated business entity (see figure 2.12), because this structure is the 
easiest and cheapest to establish.

Unincorporated enterprise
(sole trader, partnership)

Incorporated enterprise
(privately or publicly owned
companies and cooperatives)

60%

40%

BizWORD
Incorporated refers to the process 
companies go through to become a 
separate legal entity from the owner/s.

FIGURE 2.12 Business structure for 
small businesses in Australia

Source: Data derived from ABS, Counts of 
Australian business operators 2006−07, 
cat. no. 8175.0, table 2.2.
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Selecting the appropriate business structure is one of the most important 
decisions a business owner has to make. Each of the different legal structures is 
covered by different government regulations that must be followed and, as such, 
have an enormous effect on the overall running of the business.

FIGURE 2.13 Some businesses, such as 
Myer, start off small, either as sole traders 
or partnerships; but because they are 
limited in size and growth potential they 
later decide to incorporate and become 
a company.

Sole trader businesses
A sole trader is a business that is owned and operated by one person. 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 in terms of legal requirements. The 
only legal requirement specific to a sole trader is that the name of the business 
be registered if the name is different from that of the owner. For example, if Paul 
Jones operates a lawn-mowing service under the name of P. Jones or Paul Jones, 
then the name of his business does not need to be registered. If, however, he 
calls his business ‘Paul’s Lawn and Garden Service’, he would have to register the 
name. The name must be registered with the Australian Securities and Investment 
Commission (ASIC).

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, or if the business enters into a legal contract then the owner enters 
into the contract. If the business runs into financial difficulties, it is the owner or 
sole trader who has the financial problem and is solely responsible for the finances 
of the business. This responsibility may include selling personal assets, such as 
property or motor vehicles, to pay for the liabilities of the business. This is referred 
to as unlimited liability.

BizWORD
A sole trader is a business that is 
owned and operated by only one 
person.

BizWORD
Unlimited liability occurs when 
the business owner is personally 
responsible for all the debts of his or 
her business.
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The advantages and disadvantages of being a sole trader are shown below.

• Low cost of entry
• Simplest form
• Complete control
• Less costly to operate
• No partner disputes
• Owner’s right to keep 
 all profits
• Less government
 regulation
• No tax on profits, only 
 on personal income

• Personal (unlimited) 
 liability for business 
 debts
• End of business when 
 owner dies
• Difficult to operate if sick
• Need to carry all losses
• Burden of management
• Need to perform wide
 variety of tasks
• Difficulty in raising 
 finance for expansion   

Disadvantages

Advantages

FIGURE 2.14 The advantages and disadvantages of being a sole trader

Summary
• The four main legal structures of privately owned businesses are sole traders, 

partnerships, private companies and public companies.
• Privately owned business structures can be either unincorporated or incorporated.
• A business that is incorporated becomes a separate legal entity from the owner/s.
• A sole trader — an unincorporated business entity — is a business that is owned 

and operated by one person and has unlimited liability.

Partnerships
A partnership is a legal business structure that is owned and operated by between 
two and 20 people. There are exceptions to this number, including medical 
practitioners and stockbrokers (allowed up to 50 partners); veterinarians, architects 

FIGURE 2.15 Partnerships are a common 
form of small business operation.

Weblink
Use the Sole trader weblink 
in your eBookPLUS to � nd 
out more about sole trader 
business.

BizWORD
A partnership is a legal business 
structure that is owned and operated 
by between two and 20 people with 
the aim of making a pro� t.
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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 owner and 
the business are regarded as the same; that is, there is no legal entity. Consequently, 
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; that is, if two 
people set up a business together without a legally binding partnership agreement. 
A written partnership agreement is not compulsory, but it is certainly worthwhile 
in case disputes arise.

A partnership agreement usually has a standard set of contents (see the BizFact at 
left). The size and operations of the partnership are subject to specifi c requirements 
under the Partnership Act 1982 (NSW).

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

There are a number of advantages and disadvantages of a partnership (see fi gure 2.16).

• Low start-up costs
• Less costly to operate
 than a company
• Shared responsibility
 and workload
• Pooled funds and talent
• Minimal government
   regulation
• No taxes on business
 profits, only on
 personal income
• On death of one 
 partner, business can
   keep going

• Personal unlimited
 liability
• Liability for all debts,
 including partner’s 
 debts, even before the 
   partnership has begun
• Possibility of disputes
• Difficulty in finding a
 suitable partner
• Divided loyalty and 
 authority

Disadvantages

Advantages

FIGURE 2.16 The advantages and disadvantages of a partnership

Summary
• A partnership — an unincorporated business entity — is a business that is 

owned and operated by between two and 20 people and has unlimited liability.
• The partnership can be made verbally or in writing or by implication.

Revision
 1 Identify the four main legal structures of privately owned businesses.

 2 Distinguish between an incorporated and unincorporated business.

 3 Clarify why unincorporated businesses are the most common form of legal business 
structure.

 4 (a) Identify three examples of businesses that might suitably operate as sole traders.
(b) Explain why for each case.

 5 Using a telephone directory, identify � ve examples of:
(a) sole traders that would not have to register their name
(b) businesses that would have to register their name.

BizFACT
A partnership agreement contains 
many points, including:
• names and addresses of partners
• how long the partnership will exist
• the amount of money that each 

partner contributes
• how the profi ts and losses will be 

shared
• the duties of each partner
• limitations on the authority of the 

partners
• how the partnership may be 

dissolved
• arrangements regarding a partner 

wanting to leave and start up a 
business in competition

• methods of resolving disputes

EXERCISE 
2.3U
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 6 De� ne the term ‘unlimited liability’.

 7 ‘The advantages of being a sole trader outweigh the disadvantages’. Assess the 
accuracy of this statement.

 8 Distinguish between a partnership and a sole trader.

 9 Identify what you consider to be the two main advantages for a partnership. Justify 
your selection.

 10 Outline the main purpose of a partnership agreement.

 11 In pairs, imagine that you and your friend have decided to go into business together. 
Your business will specialise in designing home pages on the internet. Decide on a 
business name and then create a brief partnership agreement. Refer to the BizFact 
(page 38) for ideas.

 12 The Australian Securities and Investments Commission (ASIC) provides a range of 
regularly updated information about the legal requirements of business names. 
Use the Australian Securities and Investments Commission (ASIC) weblink 
in your eBookPLUS and answer the following questions.
(a) Outline the purpose of a business name.
(b) Clarify whether registering a business name gives you ownership of that name.
(c) Describe the process involved in selecting a business name.

Extension
 1 (a) Explain why limited partnerships were introduced into some states of Australia.

(b) Examine the regulations that apply to limited partnerships.

 2 Suppose you are a part-time employee working for a sole trader. The owner 
has offered you a 35 per cent partnership and you are going to accept. Create 
a list of questions you should ask the owner before you sign the partnership 
agreement.

 3 Arrange to interview a partner of a local business. Investigate the following topics.
(a) The number of people in the partnership
(b) The advantages of the partnership
(c) Contents of the partnership agreement
(d) A brief history of the business.

 4 ‘An effective partnership is one in which the partners always agree on all matters 
related to the business.’ Assess the accuracy of this statement.

2.6 Types of companies
All companies are incorporated enterprises or have gone through the process of 
incorporation. This means that the company has become a separate legal entity 
from its owners (shareholders). The idea of a separate legal entity is referred to as 
the ‘veil of incorporation’. This separate legal entity means that the company can 
sue and be sued; it can lease, sell or own property; and it has perpetual succession 
(this means it will continue to exist even when the owners change).

The process of incorporation is governed by the Commonwealth Corporations 
Act 2001, and is administered by the Australian Securities and Investments 
Commission (ASIC). For a business to become incorporated, a company name 
must be registered with ASIC, who will issue a certifi cate of incorporation and 
an Australian Company Number (ACN). Directors must be appointed to run 
the company on behalf of the owners. Once incorporated, the company has a 
separate legal entity to its owners, who are known as shareholders (referred to in 
the Corporations Act as ‘members’). Incorporation also brings to the shareholders 
the benefi ts of limited liability.

Weblink
Australian Securities and 
Investment Commission 
(ASIC)

BizWORD
Incorporation is the process that 
companies go through to become 
incorporated, i.e. to become a 
registered company and a separate 
legal entity.U
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Limited liability
The Limited Liability Act was passed by the British Parliament in 1855. This 
Act was necessary for the expansion of companies because it offered a degree of 
protection to shareholders.

In limited liability companies, the most money a shareholder can lose is the 
amount they paid for their shares. Therefore, 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. (see BizFact at left).

As well, financial institutions often ask directors to give personal guarantees for 
some business loans. Under some circumstances, therefore, directors can be forced 
to sell their personal assets to help pay for the debts of the business. To offset this 
risk, companies can insure against such an event.

The letters ‘Ltd’ signify that the business is a company that offers limited liability. 
A company can be organised as either a proprietary (private) or public company.

There are a number of advantages and disadvantages to the company form of 
business ownership as outlined in figure 2.17.

Disadvantages

Advantages

• Easier to attract public
 finance
• Limited liability —
 separate legal entity
• Can transfer ownership
 easily
• Enjoys a long life —
 perpetual succession
• Experienced
 management — board
 of directors
• Greater spread of risk
• Company tax rate lower
 than personal income
 tax rate
• Growth potential
• Recent legislation allows
 a company to have only
 one shareholder and one
 director

• Cost of formation
• Double taxation —
 company and personal
• Personal liability for
 business debts if
 directors knew at the
 time that the business
 was unable to pay loans
• Must publish a yearly
 annual report of audited
 accounts
• Public disclosure —
 reporting of certain
 information
• Becomes too large
 resulting in
 inefficiencies

FIGURE 2.17 The advantages and disadvantages of a company

Proprietary (private) companies
A proprietary (private) company is the most common type of company structure 
in Australia, and usually has between two and 50 private shareholders. Private 
companies often tend to be small to medium-sized, family-owned businesses.

Shares in a proprietary company are only offered to those people the business 
wishes to have as part-owners. Shareholders can only sell their shares to people 

BizWORD
Limited liability is a feature of 
corporate ownership that limits 
each owner’s �nancial liability to the 
amount of money he or she has paid 
for the business’s shares.

BizFACT
If directors make false and misleading 
statements or omissions in a prospectus, 
if they fail to appoint a company 
secretary or if they recklessly borrow 
money knowing that the debts probably 
will not be repaid, then the protection 
offered by the company in being a 
separate legal entity will not cover the 
directors. Directors accused of such 
unlawful behaviour may face common 
law suits and criminal charges.

BizWORD
A proprietary (private) company is 
an incorporated business and usually 
has between two and 50 private 
shareholders.
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approved of by the other directors. This is why such a company is 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. The main advantage of a private company is that shareholders 
have limited liability protection.

Sometimes, the decision is taken to close a business. However, closing a proprietary 
company is much more complex than closing a sole trader business or partnership. 
All shareholders of the company must agree to the company being wound up. A 
liquidator will manage the process of selling the company’s assets, paying its debts 
and distributing funds from the asset sales among the shareholders.

FIGURE 2.18 A proprietary (private) 
company has an identity of its own — 
separate from its owners’ identity.

❛  .  .  .  a company 
structure is just 
one way to move a 
business forward. ❜

SNAPSHOT

Structure your business for success

Many businesses start small and stay small. For some, the opportunity to take 
the next step and give a business its own identity, as a company, is a tempting 
proposition.

Taking the leap and transforming a company into an incorporated entity requires 
thought and careful planning. There are several tax and legal implications to consider.

Commercial law � rm Kelly & Co says personal asset protection and tax savings 
are often the triggers for sole traders to change the structures of their growing 
businesses.

Kelly & Co taxation partner Marc Romaldi says many SMEs outgrow their original 
individual structure.

‘Once a sole trader business gets to a certain size, the argument to move into a 
company structure becomes more compelling for the owner’, Romaldi says.

‘However, it’s important to fully understand the taxation and legal implications 
before making the change.’

Protection of assets is high on the priority list.
‘Sole traders generally own all the business assets and are personally responsible 

for the business’s liabilities’, Romaldi says. ’We � nd that often business owners 
also have signi� cant personal assets which they no longer want to expose to the 
potentially unlimited liability of the enterprise as a sole trader.’

‘By moving to a company structure where they become a director, they are, for the 
most part, absolved of that personal liability. The liability is limited to the company 
and its assets.’

Romaldi says the directors can only be held personally liable in limited 
circumstances, such as if they breach the Corporations Act.

Tax issues can be complex and vary between different organisations, so it is 
important to seek specialist advice.

But, Romaldi adds, a company structure is just one way to move a business forward.
‘Partnerships, trusts and joint ventures also have their advantages and 

disadvantages’, he says. ‘Ultimately, the structure that best suits your business 
will come down to how you want to position it for the future, involve others in its 
management, spread risk and manage the related tax implications.’

(continued)
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KPMG national managing partner Peter Siebels says the decision to move to a 
company structure is in most cases largely tax driven. ’Obviously when you become 
reasonably successful and pro� table as a sole trader you are subject to tax rates that 
can be 47.5 per cent’, he says.

‘The same pro� t in a company structure is taxable at 30 in the dollar. With the mining 
tax, that will be reduced even further and by 2013–14 it will be as low as 29 per cent.’

A key issue to be considered is income tax and stamp duty implications. ’If you just 
go and change off your own bat, you can get (charged) capital gains tax’, Siebels says.

Another reason why company structures can prove to be bene� cial for the 
business is succession planning.

‘If you have got an eye to transferring the business to the next generation, it is 
easy to transfer shares.’

Construction � rm McMahon Services has chosen to stay privately owned so it can make 
decisions for the long term rather than satisfy the immediate desires of shareholders.

The business, owned by brothers David and Andrew McMahon, now employs 
400 people in � ve states.

‘We enjoy the freedom and � exibility of being a private company’, managing 
director David McMahon says.

‘It enables us to be quick on our feet and our decision-making is quick. The type of 
work we do means that you need that � exibility.’

‘A lot of the opportunities . . . we have been able to take advantage of are 
because we have responded very quickly.’

McMahon says remaining private is also cost effective because the business does 
not incur costs that the large companies do, such as stock exchange fees.

Source: Alexandra Economou, t/c

Snapshot questions
 1. Outline the factors that compel some sole traders to change to a company 

structure.
 2. Describe the advantages of a company structure.

Public companies
The shares for public companies are listed on the Australian Securities Exchange, 
and the general public may buy and sell shares in those companies.

FIGURE 2.19 Most of Australia’s best known 
large businesses are public companies.
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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, Woolworths, Telstra, BHP Billiton and Westfi eld.

A public company has:
•	 at least one shareholder, with no maximum number
•	 no restrictions on the transfer of shares or raising money from the public by 

offering shares
•	 to issue a prospectus when selling its shares for the fi rst time
•	 a minimum requirement of three directors (two must live in Australia)
•	 the word ‘Limited’ or ‘Ltd’ in its name
•	 to publish its audited fi nancial accounts each year, its annual report.

Government enterprises
Government enterprises are government-owned and operated. (They are also 
known as government business enterprises — GBEs.) Although only small in 
number — approximately 5000 — they are typically large, and include some of the 
largest employers of people in Australia. GBEs are owned and operated by all levels 
of government: federal, state and local. Examples include NSW Trains, Country 
Energy, Medibank Private and Australia Post (see the following Snapshot). They 
are often referred to as public sector businesses and provide essential community 
services such as health, education, roads and welfare.

Government business enterprises are established by an Act of Parliament to carry 
out a function specifi ed in detail in that Act. The Act defi nes the GBE’s powers and 
functions. The government either wholly or partially owns GBEs.

Beginning in the early 1980s, a wave of privatisation — the selling of 
government controlled businesses to private investors — began to take place in 
most industrialised economies. Australia followed this trend. During the 1990s, 
the federal government privatised a number of public sector businesses including:

•	 AUSSAT — domestic satellite operator (now called Optus)
•	 Qantas — international airline carrier
•	 Commonwealth Bank — fi nancial services
•	 Telstra — telecommunications.

Due to the process of privatisation, these organisations changed their legal 
structure from GBE to public company. The rationale behind this practice is 
that economic effi ciency is increased by transferring enterprises away from 
the  public sector to the private sector. It is argued by some that privately 
owned and organised business enterprises will be more effi cient and profi table 
than GBEs.

FIGURE 2.20 Over the past 20 years, there 
has been a worldwide trend to privatise GBEs. 
Telstra, Qantas and the Commonwealth Bank 
were all privatised during the 1990s.

BizFACT
More than 2000 public companies 
are listed on the Australian Securities 
Exchange. The share price for each 
company changes according to 
demand and supply. If a company is 
considered a ’good buy’, its share 
price is likely to rise.

Weblink
Use the Australian 
Securities Exchange 
weblink in your eBookPLUS 
to browse the public 
companies listed on the ASX.

BizWORD
Government enterprises are 
government-owned and operated 
businesses.

Privatisation is the process of 
transferring the ownership of 
a government business to the 
private sector.
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Australia Post  — the oldest surviving 
government enterprise in Australia

The Australian Postal service began in 1809. The 
Postal Act 1925 allowed the NSW Governor to � x 
postage rates and appoint postmasters outside of 
Sydney, enabling the � rst organised postal service. 
Gradually, postmasters were appointed and post 
of� ces were established in the different colonies of 
Australia. The Commonwealth Post and Telegraph 
Act was passed in 1902 when the six colonial 
and telegraphic departments merged to form the 
Postmaster General (PMG). The PMG was responsible 
for the nation’s communication network, including 
all postal, telegraphic and telephone services across 
Australia.

In 1975, after the government launched a 
commission of inquiry, the PMG was split into 
statutory bodies: the Australian Postal Commission 

(Australia Post) and the Australian Telecommunications Commission (formerly 
Telecom, now Telstra).

In 1989 the Australian Postal Commission changed its name to the Australian 
Postal Corporation (although it still trades as Australia Post). Australia Post is a 
government business enterprise (GBE) owned by the Commonwealth of Australia. 
The company was established under the Australian Postal Corporations Act 1989 
(Cwlth), which corporatised the company and meant that it would be subject to the 
same taxation and regulatory requirements of other private sector businesses. As a 
GBE, it is subject to the requirements of this Act.

Even though it is a government enterprise, Australia Post is a fully self-funding 
business and is independent of government funding. Australia Post achieves substantial 
pro� ts each year ($312m in 2013). However, it is required to pay a large share of this 
pro� t ($244m in 2013) as a dividend to its sole shareholder, the Federal Government.

In recent years, Australia Post has been transforming its business under a Future 
Ready strategy to take advantage of the digital economy. While its traditional 
revenue sources are declining — for example, letters — its package and express post 
services are growing. Acquisitions such as StarTrack are part of this strategy, making 
Australia Post predominantly a parcels business.

Snapshot question
 1. Discuss the legal structure of Australia Post.
 2. Explain how Australia Post is adjusting to the digital economy.

❛ they are required to 
pay a large share of 
this profit  .  .  .  to the 
Federal Government ❜

SNAPSHOT

Summary
• All companies are incorporated enterprises.
• In limited liability companies, the most money a shareholder can lose is the 

amount they paid for their shares.
• A proprietary (private) company usually has fewer than 50 shareholders and 

must have the words ‘proprietary limited’ (Pty Ltd) after its name.
• The shares for a public company are listed on the Australian Securities Exchange.
• A public company must have the word ‘limited’ or ‘Ltd’ in its name.
• Government enterprises are government-owned and operated and provide 

essential community services.
• Due to privatisation some government enterprises have become public companies.

Weblink
Use the Australia Post 
weblink in your eBookPLUS 
to � nd out more about 
Australia Post.
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Revision
 1 Explain the legal steps required to incorporate a business.

 2 Outline why you think companies need to have perpetual succession.

 3 Explain why the Limited Liability Act of 1855 was important for company 
expansion.

 4 Recall under what circumstances a director might be personally responsible for debts 
incurred by a company.

 5 Clarify why new legislation was introduced to penalise company directors who made 
misleading statements about the business’s ability to repay its debts.

 6 Examine � gure 2.17 (page 40). Identify what you believe to be the three main 
advantages and the three main disadvantages of a company form of business 
ownership. Explain why you chose each one.

 7 Construct a concept map highlighting the main features of a proprietary company 
form of business structure.

 8 Construct another concept map highlighting the main features of a public company 
form of business structure.

 9 Outline the ways a private company is ‘private’ and a public company is ‘public’.

 10 Recall the main role of government enterprises.

 11 You are planning to establish the following types of businesses. Justify what form of 
business ownership you would prefer.
(a) a bicycle shop that will offer professional and personal advice
(b) a cattle stud specialising in a large-scale breeding program
(c) a national retailer that would require $467 million to establish.

 12 Identify the most appropriate terms from the list to complete the following 
sentences.

  public minimum stock exchange
  sole trader Ltd twenty
  formal liability limited
  share Proprietary Limited private
  unlimited personal
  Pty Ltd shares

  A business entity with one owner is called a . This person faces 
 liability, which means the owner can be forced to sell his or her 
 assets to pay for the debts of the business.

   Partnerships normally consist of between two and  partners. 
Partners  the pro� ts and losses and usually operate under a 

 agreement. Partnerships have unlimited .

   There are two types of companies, private and . A 
 company usually has between two and 50 private 

shareholders. A private company has the words , abbreviated 
to , after its name. Public companies are listed on the 

 and the general public may buy and sell  
in them. These companies must have a  number of one 
shareholder and have the abbreviation  in their names. 
Companies have  liability.

 13 In your notebook, draw up a table with four columns. At the top of each 
column put the headings Sole Trader, Partnership, Private Company and Public 
Company. From the list of businesses shown below, determine the correct 
column for its particular legal structure/entity. The � rst one has been completed 
for you.

EXERCISE 
2.4
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Sole trader Partnership
Private  

company
Public  

company

Jacinta’s 
Newsagency

Fairfax Limited
M & M Communications
Tip Top Bakeries Pty Ltd
Paul Banwell Motors

Ozemail Limited
David Tyler and Sons
Con Chipprio Plumber
Tynan Motors Pty Ltd

Jacinta’s Newsagency
Newcrest Mining Ltd
Southcorp Ltd
R & R Cook Antiques Pty Ltd

Extension
 1 Select a public company from the share page of a newspaper or the internet. Purchase 

a ‘virtual’ parcel of 5000 shares in this company and plot the price movements over a 
two-month period. Evaluate the performance of your share parcel over this period.

 2 Arrange to interview the owner of a local private company. Create a report outlining 
the information listed below.
(a) The full name of the business
(b) A brief history of the business
(c) The business’s main activity
(d) Why the owner decided to incorporate
(e) The expenses involved in setting up and operating a private company
(f) The main problems involved in operating the business
(g) The long-term plans the owner has for the business
(h) What changes the owner would like to make to the organisation and operation of 

the business.

 3 A friend has decided to establish a new restaurant. She asks you to advise her on the 
most appropriate legal structure.
(a) Construct a list of questions that you would ask her.
(b) Recommend the most appropriate legal structure suitable to your friend’s situation 

and justify your recommendation.

 4 In small groups, investigate the arguments for and against privatisation. Present your 
arguments to the rest of the class. Compare the group’s answers.

2.7 Factors influencing choice 
of legal structure
One of the most difficult decisions a business owner must make is what type of 
legal structure to select. This will depend on a number of particular circumstances 
influencing the business at certain times. These factors will change as the business 
expands. Therefore, the legal structure may need to be altered to reflect these 
changing circumstances.

Of all the factors that influence the business owner when deciding upon the 
most appropriate legal structure, the three most important are the:
1. size of the business
2. ownership
3. finances.

In reality, these three factors will all be interrelated and act together in influencing 
the choice made by the business owner.

BizFACT
Whatever legal structure is �nally 
selected is, however, just the 
beginning. The structure should be 
reviewed as the business expands and 
develops, as the business environment 
evolves and as new laws are passed.
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Size of the business
As sales increase and the business operations grow to meet this higher level of 
customer demand, the business owner may need to select a more appropriate 
legal structure. Therefore, some broad generalisations can be made concerning 
the relationship between the size of a business and the most appropriate legal 
structure.

Most businesses begin their life as small or micro business enterprises. Therefore, 
the legal structure that is most suitable at this stage would be either a sole trader 
or partnership. If sales continue to increase, and the business keeps on growing, 
then further expansion will be needed and the business becomes a medium-sized 
one. The business will need to purchase new plant and equipment, which requires 
the injection of more money. Therefore, a partnership or private company may be 
formed with the new partners or private shareholders bringing with them extra 
finance, skills and expertise. If expansion is rapid, then the owners may wish to 
seek the protection of limited liability, in which case the private company legal 
structure will be chosen.

As the business continues to grow, it now becomes a large national or multinational 
corporation.

To finance this level of expansion, it will be necessary to draw from a large pool 
of available finances. The business will now decide to raise this money from a 
sharemarket float. A �oat is the raising of capital in a company through the sale of 
shares to the public.

A prospectus is issued (see figure 2.21), the business is listed on the Stock 
Exchange and shares are offered for sale. Also, an established public company can 
raise additional money from existing shareholders.

Of course, there is no rigid formula as to what legal structure best suits 
a particular size of business. Some businesses may establish themselves 
as public companies from the beginning, while others remain a private 
company even when the business has reached an international level. 
Each business owner will make a personal decision that best suits the 
conditions at the time, his or her own personal preferences and the overall 
business environment.

Ownership
If a business owner wishes to have complete control and ownership of a 
business, then becoming a sole trader is the only realistic option. On the 
other hand, if the owner wishes to share the ownership with other people, 
then a partnership is the ideal legal structure. Of course, a private company 
would also allow the owner to maintain a high degree of control and it 
would also offer the protection of limited liability. This is because a private 
company structure provides the owner with a large degree of control over 
who can become a shareholder of the business. As well, in most cases the 
maximum number of shareholders is restricted to 50.

Once a company floats and sells shares to the public, ownership will 
be divided among thousands of small, individual shareholders and a few 
institutional shareholders. The degree of ownership, then, is directly related 
to the number of shares owned: more shares, more ownership. Therefore, if 
the original owner/s wished to retain ownership and control of the business, 
they would need to hold more than 50 per cent of all the shares sold.

BizWORD
A �oat is the raising of capital in a 
company through the sale of shares to 
the public.

A prospectus is a document giving 
details of a company and inviting the 
public to buy shares in it.

FIGURE 2.21 Myer, Australia’s 
largest department store, �oated 
in November 2009. The prospectus 
provided details about the company to 
existing investors.
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Finance
As mentioned earlier, when a business expands it will require injections of fi nance. 
This money will be used to purchase new equipment, undertake research and 
development, hire more staff, exploit new markets and open new outlets.

Sole traders and partnerships, because of their exposure to risk (unlimited 
liability) with few business assets, can sometimes fi nd it diffi cult to obtain adequate 
fi nance, especially for research and development. Traditional sources of fi nance, 
especially banks, perceive this type of fi nance request as high risk. One possible 
source of fi nance for R&D is venture capital. Venture capital is money that is 
invested in small and sometimes struggling businesses that have the potential to 
become very successful. The investors take an equity position in the business (own 
part of it) and provide supplementary fi nance.

To overcome the diffi culty of raising fi nance from banks or fi nancial institutions, 
the business owner may decide to sell shares in the business. Therefore, the 
business will be incorporated and either a proprietary or public company formed. 
Of course, this legal structure does not guarantee the necessary fi nance will be 
obtained. Some fl oats fail to generate interest and are undersubscribed; that is, 
not all the shares are sold. However, because of the protection of limited liability 
offered through incorporation, individuals are more often prepared to invest in this 
business structure.

Summary
• The most appropriate legal structure to select will depend on many variables 

including size, ownership and fi nance.
• As a business expands, it normally moves from an unincorporated structure to 

an incorporated structure.

Revision
 1 Explain the general relationship between the size of a business and its legal structure.

 2 Recall the purpose of a sharemarket � oat.

 3 De� ne the term ‘prospectus’.

 4 Outline the reasons a sole trader would be motivated to alter the legal structure to 
become either a partnership or public company.

 5 Assume you wish to establish a landscaping business. Determine which legal 
structure/s you would choose if you wanted to:
(a) retain complete control
(b) share ownership with no more than 20 people
(c) share ownership with no more than 50 people.
Give reasons for your answers.

 6 Recall the percentage of all the shares sold that a person needs to hold in order to 
own and control a company.

 7 Outline how the legal structure will change as the business requires greater injections 
of � nance.

 8 Investigate the possible advantages and disadvantages of venture capital as a source 
of � nance. Share your answer with the rest of the class.

 9 Explain why the legal structure a business starts out with may not suit its needs as it 
grows.

 10 Create a diagram showing the life cycle of a hypothetical business that expands from 
small to large.

BizWORD
Venture capital is money that is 
invested in small and sometimes 
struggling businesses that have the 
potential to become very successful.

EXERCISE 
2.5

Digital doc:
Test your knowledge of key 
terms by completing the 
Chapter crossword in your 
eBookPLUS.

Searchlight: DOC-1197

BizFACT
The need for injections of � nance is 
crucial for the long-term success of 
any business.

FIGURE 2.22 When Jonathon 
Sciola of Jonno’s Car Wash wanted to 
expand, he was able to � nd a venture 
capitalist to invest in his business.
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Extension
 1 ‘The majority of small individual shareholders have virtually no say in the running 

of a public company. The institutional shareholders have the game to themselves.’ 
Evaluate the accuracy of this statement.

 2 Construct a list of 20 businesses that opened around two or three years ago in your 
local area.
(a) Place a cross next to the name of each business that is no longer in operation.
(b) In your opinion, propose some reasons these businesses failed.
(c) Propose some reasons for the success of the other businesses.
(d) Arrange to interview a person whose business succeeded. Have them explain to 

you the reasons for the business success.
(e) Compare the reasons you gave with those provided by the business owner.

 3 Use the ASX weblink in your eBookPLUS to � nd a new company � oating on the ASX. 
Follow the link to the company’s website. Investigate the history of the company and 
write a brief report that examines the likely reasons for its decision to change its 
legal structure and become a public company.

Digital doc:
Use the Chapter summary 
document in your 
eBookPLUS to compile your 
own notes for this chapter.

Searchlight: DOC-14111

Weblink
ASX
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