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   8.1  Introduction 
 So far in this topic we have discussed only the ‘what’ of management. We have 
examined:  
•   the nature of management: its importance and what skills are needed to be an 

effective manager  
•   achieving business goals: what the manager wants the business to achieve  
•   management approaches: ideas about different ways of performing the task of 

management.   
 However, we now come to the ‘how’ of management: how the task of manage-

ment is actually done. Once a business has established a set of specifi c goals, the 
next step is to determine what needs to be done to achieve the goals.   Strategies   
outline how the business will attempt to achieve its goals. Strategies are the series 
of actions undertaken to achieve an end result. This requires managers to make 
decisions about how best to administer and coordinate the four key business func-
tional areas — operations, marketing, fi nance and human resources. This responsi-
bility of management is often viewed as the ‘doing things right’ responsibility. 

 The focus of management’s strategies is to ensure that the key business functions 
are performing effi ciently and effectively in order to support and implement the 
business’s overall intentions. Specialist managers in:  
•    operations  focus on strategies to improve production processes and to create the 

ideal factory or offi ce layout  
•    marketing  determine the appropriate markets for the business’s products, and 

decide on pricing, product features, promotion and channels of distribution  
•    fi nance  are responsible for the fi nancial requirements, budget allocation and 

fi nancial record keeping  
•    human resources  are concerned with the recruiting, training, employment 

contracts and separation of the employees who are required to run the business 
successfully.   
 For example, imagine if one of Toyota’s goals is to increase its market share of 

hybrid motor vehicles. This would result in changes to the operations 

 BizWORD 
  Strategies   are the actions that a 
business takes to achieve specifi c 
goals.  

 BizFACT 
  Strategies are a number of actions 
to be undertaken to achieve a goal. 
Strategies involve:   
•    what has to be done   
•    who is to do what   
•    when it is to be done   
•    what resources will be needed.    
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function — how the cars are manufactured. The marketing function would need to 
develop plans for pricing and promoting the new type of motor vehicles. Addi-
tional fi nance would be required to fund the extra resources needed. Finally, new 
employees with the necessary skills will need to be recruited and selected, or 
existing employees retrained. 

 In a small business, the key business functions are normally carried out by few 
employees. They are required to undertake numerous tasks that will often overlap 
(see  fi gure 8.4 ). Occasionally, a small business will decide to    outsource   one or 
more key business functions and concentrate on those functions in which it is most 
skilled. In large businesses, whole divisions or departments, such as the fi nance 
department or the marketing department staffed by many people, perform 
one specifi c function. 

 The key business functions are at the core of all businesses regardless of the 
business’s size, location, purpose or length of existence.  

 BizWORD 
  Outsourcing   is the use of external 
sources or businesses to undertake 
business functions or activities for the 
business.  

   FIGURE 8.1  Due to globalisation and increased pressure to reduce costs and be competitive, 
there has been a huge growth in the outsourcing of business functions. The aim is to take 
advantage of specialist skills and to achieve cost savings. 

 In most businesses, the key business functions are grouped to bring closely 
related tasks together. Thus, sales and marketing are grouped, fi nance and admin-
istration are grouped, and operations is grouped with research and development 
(R&D). Consequently, the range of functions is generally reduced to four main 
functions as is shown in  fi gure 8.2 .  

 The importance of the key functional areas is highlighted by the fact that the 
High School Certifi cate Business Studies course is structured around — and exam-
ines in more detail — the four key functional areas. 

 BizFACT 
  For a business to be successful, it is 
crucial that all the goals and strategies 
are linked and working harmoniously.  
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8.2 Different ways of coordinating key 
business functions for a SME
Though a business can separate the key business functions into departments that 
perform their distinct roles, the functions are interdependent — each relies on the others 
to perform effectively. Interdependence refers to the mutual dependence that the key 
functions have on one another. This means that the various business functions work 
best when they work together. A hockey team might have highly specialised players, 
for instance a brilliant left wing, a superb fullback and a dynamic goalkeeper. However, 
despite their individual brilliance, a side will usually win when all players contribute 
to the game, each working with the others in the team, passing, communicating and 
playing for the same victory. In the same way, each section of the business may perform 
its specialised function extremely competently — but if they together do not work as a 
‘team’ and aim for the same business goals, then the business is not likely to achieve its 
objectives. Interdependence occurs when each key function area is committed to the 

BizWORD
Interdependence refers to the 
mutual dependence that the key 
functions have on one another. The 
key business functions work best 
when they overlap, and employees 
work towards common goals. For 
each function area to perform at 
capacity, it depends on the support of 
the others.

Strategic goals of business

Operations Marketing Finance
Human

resources

FIGURE 8.3 Although a business may separate the key business functions, they are all 
interdependent — each relies on the others to perform effectively. The key business functions 
work best when they overlap and employees work towards common goals. Each function area 
depends on the support of the others if it is to perform at capacity.

The four key business functions

Operations

Including:
• operations
   processes
• new product or
   service design and
   development
• inventory
   management
• supply chain
   management
• quality management

Human
Resources

Including:
• acquisition
• training and

development
• maintenance
• separation
• employment

contracts
• resolving
  workplace
  disputes

These key functions are interdependent (i.e. they all overlap) and each relies on the other.
In many businesses, they are separate functions. Synergy means ‘the whole is greater

than the sum of all the individual parts’.

Marketing

Including:
• situational analysis
• market research
• market segmentation
   and target market
• differentiation and
   positioning
• product strategies
• pricing methods
   and strategies
• promotion
• distribution

Finance

Including:
• setting financial
   objectives
• sources of finance
• financial planning
   and implementing
• preparing and
   analysing financial
   statements
• cash flow
   management
• profitability
   management

FIGURE 8.2 The four key business functions
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same business goals as the other key areas, and they each work in a coordinated and 
collaborative way to achieve these goals. Interdependence is always preferred because 
it provides a unified approach by the business as it works to achieve its objectives.

The coordination of key business functions depends on the broad goals of the 
business as well as its size. In large businesses, the key business functions are often 
separated into different divisions or departments headed by separate managers. 
This is because the key functions require quite different skills and knowledge. 
Also, as businesses grow, their needs become more complicated: they require many 
people to carry out each key function. This would mean that each division would 
have its own specialists. For example, in a large business the employment relations 
department would have specialists in salaries and pay, hiring of employees, staff 
training, work health and safety (WH&S), and so on.

The word division is often used by businesses to describe the separation of key 
functions. Division of a business along functional lines enables each part to spe-
cialise, but when the functions are separated, coordination between them becomes 
an important issue. In fact, the greater the divisional separation the more coordi-
nated a business needs to be in order to run smoothly.

Most businesses are not in fact large but small. In the typical small business the 
work areas are not separated but often overlap. This is shown by the example of 
the hairdressing salon in figure 8.4.

• Senior hairdresser and 
 manager (operations)
• All employment relations 
 matters 
• All finance and accounting 
 (also uses an accountant)
• Some administration
 (shared role)
• All stock ordering and supply 
 chain management 
 (operations)
• All rostering and sheduling 
 of maintenance
• Some bookings and 
 reception (shared role)

• All involved in operations (hairdressing)
• In addition, all may manage the reception, 
 update client files, take bookings and 
 participate in stocktakes
• Main duties
 • Hair cutting
 • Hair colouring
 • Hair styling (e.g. for formals, weddings
  and so forth)
   

• Manages her own clientele
 (pays rent to Klassikhair Salon)
• Assists the reception, updates
 client files and takes bookings
 for Klassikhair

Operational and administrative functions overlap

Independent, but functions still
overlap with those of the

hairdressing business

Alain

Owner

Wei

Independent
beautician

HelenNadine Aliq

Klassikhair Salon
(Dundas, NSW)

Part-time workers
(all hairdressers)

FIGURE 8.4 The overlapping of key functions as occurs in small business

BizWORD

Division refers to the separation of 
key business functions into specialised 
units or departments. The business is 
divided into functional areas.
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SUMMARY
• Strategies are a series of actions undertaken to achieve specific goals.
• The four key business functions include:

 – operations
 – marketing
 – finance
 – human resources.

• The key business functions are interdependent — each relies on the other to 
perform effectively.

• All business functions should:
 – work towards the fulfilment of the business’s goals
 – be coordinated so that they have a common purpose.

• In large businesses, the key business functions are often separated into divisions 
or departments.

• In small businesses, the key business functions are not separated but often 
overlap.

EXERCISE 8.1 REVISION
1 Define the term ‘strategies’.

2 Recall the focus of the strategies developed by management.

3 Identify the four key business functions.

4 Examine figure 8.2 in section 8.1. Recall two activities involved in each of the four 
key business functions.

5 Why are the key business functions sometimes outsourced in small businesses?

6 Recount what occurs when there is interdependence between the key business 
functions.

7 Why are the key business functions often separated into different divisions or 
departments in large businesses?

8 Demonstrate what is meant by the overlapping of key business functions.

9 Explain why the key business functions need to be coordinated in a business that 
has separate divisions.

EXERCISE 8.1 EXTENSION
1 Determine why it is impractical to expect small businesses to have distinct 

functional areas.

2 Predict what will happen to a business whose key business functions are not united 
in trying to achieve the business’s overall intention.

8.3 Operations
If you have ever attempted to prepare a meal, you will know that you need 
ingredients and a recipe, or a method, to create a final product. Just like you, 
businesses will follow a recipe when they are producing their good or service. 
The area of management that is responsible for this is known as ‘operations’.

Operations refers to the business processes that involve transformation or, more 
generally, ‘production’. It is a term that applies both to the manufacturing and the 
services sector. As explained in section 8.1, all businesses establish a set of goals. 
Next, the business implements strategies to achieve these goals. The core goal of all 
businesses is to maximise profits. This is often best achieved through the efficient 
production of a good or service. Operations management is the strategy used to 
achieve this goal. The HSC course investigates operations in greater depth, so this 
chapter will provide an elementary understanding of the main concepts.

Operations management consists of all the activities in which managers engage to 
produce a good or service. It is concerned with  creating, operating and controlling 

BizWORD
Operations refers to the business 
processes that involve transformation 
or, more generally, ‘production’.

Operations management consists 
of all the activities in which managers 
engage to produce a good or service.
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a transformational process that takes inputs from a variety of resources, and pro-
duces outputs of goods and services that are needed by customers. When you buy 
a loaf of bread from the supermarket, for example, the bakery will have undertaken 
a number of processes from buying the ingredients, to mixing and blending them, 
baking, cooling then wrapping the finished loaves and, finally, delivering the loaves 
to the retail outlets.

Operations management, therefore, is at the heart of the success of all businesses. 
 Production involves the skilful bringing together of a number of resources, such as 
finance, equipment, management, technology and people, to create finished goods 
and services through a series of operations (see the following Snapshot).

FIGURE 8.5 The operations function 
within any business is shaped 
by the range and types of goods 
and services that are produced. 
Management of operations will differ 
for businesses producing goods as 
opposed to those producing services.

Case study: Visy — Operations

Visy is a provider of recycling, paper and packaging products and services. The 
following is an overview of the main operations strategies that have given the 
company a competitive advantage and enabled it to be a world leader in its industry.

Processes
Visy has eight paper machines across Australia that are used to produce high-quality 
recycled paper for the packaging and building industries. The machinery used to 
manufacture this paper offers flexibility so that they are able to produce a variety of 
different papers using the same machines. In 2015–16, their machines produced 
over 1.4 m tonnes of paper, coated liner and plasterboard liner, and over 670  000 
tonnes of unbleached kraft paper.

Visy’s Reliability and Manufacturing Systems teams ensure that the extensive 
equipment and systems in their mills are reliable, effective and efficient.

Technology
Visy’s Automation team specialises in the engineering and integration of robotic 
handling and packaging equipment solutions in order to achieve their main objectives 
of increased productivity, profitability and safety.

Visy also continuously invests in research and development and leading-edge 
technologies. The company is committed to continuous growth and improvements to 
ensure it offers the best facilities and services to its customers.

SNAPSHOT

❛ . . . increased 
productivity, profitability 
and safety. ❜
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The nature and type of operations vary considerably from one type of good or 
service to another. However, how the operations management function is carried 
out will directly affect a business’s competitive position because it will:
• establish the level of quality of the good or service
• influence the overall cost of production, given that the operations function is 

responsible for the largest part of a business’s capital and human expenses
• determine whether sufficient products are available to satisfy consumer demand.

The operations management function has a considerable influence on the quality, 
cost and availability of a business’s goods or services. These, in turn, have a direct 
bearing on whether the business achieves its other main goals — specifically, to 
maximise profits, to increase market share, to maximise growth or to provide a rea-
sonable return for investors.

BizFACT
Due to the enormous costs involved 
in operations processes, many 
businesses try to gain a competitive 
advantage through cost leadership. 
This involves aiming to have the 
lowest costs in the market. To achieve 
this, operations managers aim to 
continuously find ways of minimising 
costs.

Logistics
The guiding principle for Visy’s logistics team is ‘to make sure we deliver, no matter 
what’. Originally, its logistics team was responsible for transporting Visy’s own 
products. Now, many customers have taken advantage of Visy’s speedy and efficient 
services and use them for their own deliveries.

Quality management
Visy is committed to continuous improvement in both product quality and service. 
Many areas of its business operations are accredited, which is achieved by 
compliance to stringent externally audited standards that are stipulated by 
internationally recognised regulatory bodies. The company also regularly implements 
benchmarking programs to compare its business operations against world’s best 
practice.

Visy offers superior technical back up and support and works cooperatively with 
customers to establish continuous improvement processes to reduce damage and 
waste throughout the entire supply chain.

SNAPSHOT QUESTIONS
1. Outline Visy’s manufacturing processes.
2. Discuss Visy’s investment in leading edge technologies.
3. Explain the importance of continuous improvement.

FIGURE 8.6 Australia Post highly 
values operations. Ahmed Fahou, 
the CEO, stated in a business 
briefing: ‘We have streamlined our 
operations through automation and 
process improvement, which has 
delivered productivity improvements 
of 5 to 6 per cent, per annum. We 
have 3000 less people and run a 
very lean and efficient operation, 
handling 20 million items, 11 million 
addresses and 1 million customers in 
our shops every business day. These 
changes are necessary to provide 
the contemporary services and 
solutions that Australian government, 
businesses and citizens need.’
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8.3.1 Goods and/or services
A manufacturer will transform inputs into goods: tangible products. Tangibles are 
physical products that can be handled and stored before they are sold to the 
consumer, such as bread, clothing or a car. The production process and consumption 
are not linked; that is, there is little customer involvement in production.

A service organisation will transform inputs into services. Services are intangible, 
which means that they cannot be touched. For example, if you attend a training 
course, you cannot physically touch it, but you hopefully benefit from gaining 
knowledge and learning new skills. Services cannot be stored and the customer 
may actually need to be present when the service is being delivered. For example, 
the customer must be present when receiving a haircut.

In reality, many businesses today produce a combination of both manufactured 
goods and services. When you purchase a product such as a car or electronic 
equipment it often comes with a warranty and other services. When a customer 
enters a contract with an internet provider, for example, they will receive a ser-
vice (their broadband connection), plus the modem and other goods necessary to 
enable the connection.

SUMMARY
• Operations management is about producing goods and/or services based on 

business goals.
• The operations management function has considerable influence on the quality, 

cost and availability of a business’s goods and/or services.
• Operations management is responsible for transforming inputs into outputs.
• The characteristics of operations management differ according to whether the 

business is a manufacturer of goods or a provider of services. Manufacturers 
produce tangible products (physical), while service organisations produce 
intangible products (services).

• Most modern businesses produce a combination of both manufactured goods 
and services.

EXERCISE 8.2 REVISION
1 Define the terms ‘operations’ and ‘operations management’.

2 State what operations management is concerned with.

3 ‘Operations management is the part of the business that actually gets the job 
done.’ Demonstrate this concept on a smaller scale by describing the materials 
you would need and the process you would undertake to bake a cake (your 
finished product).

4 How will the operations management function directly affect a business’s 
competitive advantage?

5 Distinguish between a good and a service.

6 Account for why modern large businesses combine goods and services.

EXERCISE 8.2 EXTENSION
1 One strategy to produce goods more quickly is to use better technology. For 

example, if you used a hand beater to bake a cake it may not have been as efficient 
as using an electric beater. Fill in the following table and determine some strategies 
that an operations manager might use to achieve the listed business goals. The first 
entry has been completed for you.

BizWORD
Tangibles are goods that can be 
touched.

Intangibles include services that 
cannot be touched.

 eLesson: Café KitcCh and 
Hudsons Coffee (eles-0837)

Resources
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2 Use the internet or look at the careers section of the newspaper to find a job 
advertisement for an operations manager (sometimes called a factory manager). 
The advertisement will most probably list responsibilities involved in the position. 
Classify these into the four management roles (planning, organising, leading and 
controlling).

3 Anita’s Cosmetic and Beauty therapy is a business specialising in a range of 
cosmetic and beauty enhancement treatments and products. Determine the range 
of operations activities offered in such a business.

4 Demonstrate how an operations manager of a manufacturing plant that produces 
confectionery might use the roles of planning, organising, leading and controlling in 
his or her daily job.

8.3.2 The production process
There are three key elements of the production process in any business: inputs, 
processes and outputs.

Inputs
Inputs are the resources used in the transformation (production) process. Some 
resources are already owned by the business, while others come from suppliers. 
Inputs differ between manufacturing businesses and service businesses. Inputs 
may be divided into those that are transformed and those that are transforming 
resources.

Transformed resources are those inputs that are changed or converted in the 
operations process; they are transformed by the operations process. Transformed 
resources include:
• materials: the basic elements used in the production process.
• information: the knowledge gained from research, investigation and instruction, 

which results in an increased understanding.
• customers: customers become transformed resources when their choices shape 

inputs.
Transforming resources are those inputs that carry out the transformation pro-

cess. They enable the change and value adding to occur. The two main trans-
forming resources are:
• human resources: the people that are employed by the business.
• facilities: the plant (factory or office) and machinery used in the operations 

process.

Transformation processes
The main concept of operations management is transformation, which is the 
conversion of inputs (resources) into outputs (goods or services). Sony, for 
example, takes plastic, metal, glass and electronic parts, and transforms them 
into numerous electronic products using an innovative approach and processes 
of design, manufacturing and assembly. Figure 8.8 illustrates this transformation 
process.

Business goal Operations management strategy

Improve the quality of service provided Introduce quality management

Improve the quality of the product

Reduce production costs

Contribute to the protection of the natural 
environment

Increase profitability

Increase market share

BizWORD
Inputs are the resources used in the 
transformation (production) process.

Transformed resources are those 
inputs that are changed or converted 
in the operations process.

Transforming resources are 
those inputs that carry out the 
transformation process.

BizWORD
Transformation is the conversion of 
inputs (resources) into outputs (goods 
or services).
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 The term ‘transformation’ implies physical changes, but today it also includes 
the conversion of resources into services. Your school takes its main inputs — the 
students, the syllabus, the teaching and ancillary staff, and the buildings and other 
capital — and produces educated, employable graduates. What occurs in this edu-
cational setting is a transformation process. It is the task of the operations manager 
to create, operate and control the transformation process, and  table 8.1  illustrates 
how this happens in a number of different businesses.   

The Baking Process

Weighing ingredients Mixing Dividing Rounding

Checking weightMouldingProvingBaking

De-panning Cooling Slicing and bagging, metal
detecting, weighing

   FIGURE 8.7  Tip Top Bakeries 
currently has over 13 bakeries across 
Australia and New Zealand and 
produces around 1 000 000 baked 
products every day. The main inputs 
include fl our, yeast, water, salt and 
labour. Their transformation process is 
very similar to how you’d bake a loaf 
at home, but on a larger automated 
scale. It relies on four steps: mixing, 
proving, baking and cooling. The 
difference is that their machinery 
speeds up the process and removes 
the need for kneading the dough. 

Manufacturing

Services

Inputs Transformation
(operations)

Outputs

   FIGURE 8.8  The transformation process in a clothing factory and a private hospital 

BizFACT
Businesses can become more 
competitive by looking at their 
production processes. For example, 
the ‘better mango project’ identifi ed 
why so many mangoes were arriving 
at retail outlets bruised or overripe. 
Better handling techniques and 
temperature control have resulted in 
more consistent fruit quality and better 
profi ts.
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Owing to the vastly differing nature of business, the transformation process varies 
from business to business. It is often useful to look at the transformation process 
in a manufacturing business separately from the process in a service-based business 
because the transformation processes in manufacturing are far more  visible and 
more easily quantified.

Transformation process in manufacturing businesses
The manufacturing process may involve different kinds of processing. One type 
takes the most basic resources and transforms them into the final goods for the 
use of consumers. Other types involve a step-like transformation across a range of 
processors and businesses.

TABLE 8.1 The transformation process in a manufacturing and service business

Inputs supplied by existing resources or external 
supplier

Transformation process Outputs — either goods 
or services

Clothing factory
Pattern cutters, designers, drivers, machine 
operators, material, sewing machines, labourers

Computer-based designing, dyeing, hand and 
machine cutting, machining, branding, manual 
random checking

Dresses, shirts, suits, 
trousers etc.

Private hospital
Nurses, doctors, operating theatre, computers, beds, 
drugs, laboratory, X-ray facilities

Consultation, diagnosis, assessment of 
alternatives, treatment (referral to specialist or 
done by a general practitioner, GP)

Patient returned to health

 
• Assembly or

manufacture via
(a) capital intensive
transformation
(mass production)

               or
(b) labour intensive
transformation
(customised)

• mechanised,     
automated or
uses robots/
robotics

 
• Tangible

product
• People
• Skills/expertise
• Vision
• ‘Know how’

(knowledge)
• Capital
• Cash flow
• Enterprise
• Resources/

materials

Inputs Transformation Output

FIGURE 8.9 Operations in the manufacturing process

Inputs

Raw materials — water,
steel and electricity
Capital equipment —
factories, trucks, forklifts
and tools
Labour — process
workers, storepersons,
drivers, machinery
operators, labourers
Information — the use of
advances in technology
and research

Time
Money

Transformation process

Design

Manufacturing

Quality control

Output

Building product

FIGURE 8.10 An operations system for a manufacturing company producing building products
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Transformation process in service businesses
Due to the intangible nature of services, the operations processes are less physical 
or visible. They take the form of knowledge, inputs, expertise and so on (see 
figure 8.11).

BizFACT
Due to the intangible nature of service 
businesses, the operations processes 
are less physical or visible.

Inputs

• Knowledge
• Skills/expertise
• Information
• Specialised work 
 site (e.g. shop/clinic/
 boutique) or mobile
 (transferable on-site
 skills)

Operations

(Transformation,
work-in-progress,
value adding)

• Provision of advice/
 labour/expertise/
 experience/time

Outputs

• Improved quality of
 life
• May be tangible (e.g.
 something made or
 assembled, for 
 instance, by a
 carpenter or plumber)
• May be intangible
 (e.g. advice from a 
 teacher or a
 podiatrist)

FIGURE 8.11 Operations in service businesses

Transformation processes adopted by service businesses differ from those in 
manufacturing businesses for two reasons:
1. Outputs of the service business cannot be physically held in stock. A bank, for 

example, cannot perform transactions on behalf of customers in advance and 
store these in anticipation of use at a future date.

2. Service businesses rely heavily on interaction with the customer in determining 
the output. Before an output is generated, the bank, in the example, needs the 
customer to indicate whether he or she requires a car loan, a deposit, a withdrawal 
or any other particular service.

3. Service businesses are more labour-intensive. Having skilled employees is crucial 
as this will impact on the quality of the service provided.

Table 8.2 highlights the main differences between manufacturing and service 
operations.

Inputs

Raw materials — computer
software and paper
Capital equipment —
security screens,
computers, safes and
of�ce furniture
Labour — tellers, mobile
lenders, managers and
lawyers
Information — provided
by market research
companies to assist in
product design and
delivery
Time
Money

Transformation process

Investment advice

Ensuring good customer
service

Ensuring the computer 
systems work

Establishing banking
systems and procedures

Output

Delivery of
�nancial services
to customer

FIGURE 8.12 An operations system for a bankUNCORRECTED P
AGE P
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Outputs
Essentially, outputs refer to the end result of a business’s efforts — the good or 
service that is delivered or provided to the consumer. So far, a distinction has been 
drawn between service and manufacturing operations, but in many cases businesses 
carry out both types of operation. Toyota, for example, separates its vehicle 
manufacturing operation from its customer service operation, although both 

elements are critical to the business’s overall success. 
All businesses carry out many activities that can be 
isolated from direct involvement with the customer. 
Insurance companies employ mathematicians called 
actuaries who use formulas to determine risk and 
probability in setting the level of insurance 
premiums. Actuaries never deal directly with the 
public, but are instrumental in forming parameters 
or boundaries in which operations will occur.

The operations manager must be able to link 
transformation processes to the activities per-
formed by other areas of the business. Output must 
always be responsive to customer demands. Issues 
of quality, efficiency and flexibility must be bal-
anced against the resources and strategic plan of the 
business.

While the most obvious output of the transforma-
tion process is the goods made or services provided, 
there are other, more subtle outputs. For example, 
customer service (which refers to how well a busi-
ness meets customer expectations) (see figure 8.13) 
and warranties (promises made by a business to 
correct any defects in the goods they produce or the 
services they deliver).

BizWORD
Outputs refer to the end result of a 
business’s efforts — the service or 
product that is delivered or provided 
to the consumer.

FIGURE 8.13 The Australian Business Award for Service Excellence 
recognises small, medium and large organisations that have achieved 
outstanding results and demonstrate leadership to service excellence. 
The Observatory hotel in Port Macquarie won the small business award 
in 2016 due to their commitment to service improvement. The hotel has 
created an extensive framework for reviewing guest feedback. Once 
issues are identified, fortnightly meetings are held to project manage 
improvement initiatives. The hotel also has a loyalty program and uses 
incentives to create staff engagement.

TABLE 8.2 Highlighting the difference between manufacturing and service operations

Manufacturing operations Service operations

Tangible items are produced — they may be customised, but 
generally they are standardised and often mass produced.

Intangible and customised, or made to suit the individual’s 
requirements

Generally located close to supplies of raw materials or inputs 
(transport costs are of major concern)

Must be close to markets — location and proximity to users of 
services is vital

Zoning determines actual siting. Zoning may allow for home-based flexibility.

High capital costs in operations but can achieve some 
economies of scale

High training/education costs but can operate with low capital 
costs

Employs unskilled or technically skilled people, so average cost 
of labour/workforce is low.

Focus is on skilled/experienced/semi-skilled and professional 
staff, so labour costs are relatively higher.

Quality of output is standardised and backed by warranty. Quality varies depending on the strength of industry regulations, 
skill, experience, knowledge and honesty of practitioner. Backed 
by public liability insurance. Customer or client relations are 
‘everything’.

Uses manufacturing technology Uses office automation

Manufacturer generally makes the product and then awaits sale 
(thereby risking unsold stock).

The server only acts once the demand for a service is identified — 
hence less risk.

The goods last beyond the time over which they are paid for — 
they tend to be durable.

Services by their nature are inherently non-durable, though the 
actual work done may have lasting effects.
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SUMMARY
• The three key elements of the production process include inputs, the 

transformation process and outputs.
• Inputs are resources used in the production process and include raw materials, 

capital equipment, labour, information, time and money.
• The transformation process is the conversion of inputs into outputs.

 – Transformation processes in manufacturing businesses are different to those of 
service-based businesses.

• Outputs are the finished goods or services.

EXERCISE 8.3 REVISION
1 Identify the three key elements of the production process.

2 Distinguish between the two types of inputs.

3 ‘The main concept of operations management is transformation’. With reference to 
an example, clarify the meaning of this statement.

4 Why do the transformation processes adopted by service businesses differ from 
those in manufacturing businesses?

5 Using the process of completing homework, for example, construct a diagram that 
describes the operations component (that is, the transformation from no homework 
done to all homework completed).

6 Identify the inputs, processes and outputs of the following businesses:
(a) Hilton Hotel
(b) Four ‘n’ Twenty pies.
Present your answer in table form, as shown in table 8.1 in section 8.3.2.

7 Distinguish between ‘input’, ‘transformation’ and ‘output’.

8 The Rio Tinto Group is an international mining company. Rio Tinto finds, mines and 
processes mineral resources, which are then converted to products such as coal, 
copper, gold and silver. Identify the inputs, transformation processes and outputs 
that Rio Tinto uses to produce its products. The weblink Rio Tinto in the Resources 
tab can help you get started.

9 Discuss the main differences between the operations function in a manufacturing 
business and a service-based business.

EXERCISE 8.3 EXTENSION
1 Use the Cameron Balloons Virtual Factory weblink in the Resources tab to find 

the Virtual Factory link. Go to ‘Factory floor’ and then to ‘Production’. Complete the 
following tasks.
(a) State the stages of production involved in the manufacturing of hot-air balloons.
(b) Identify the inputs, processes and outputs of the balloon factory.
(c) Determine what type of layout is used at the Cameron Balloons plant. Give 

reasons for your answer. (Hint: Examine fixed position layout, product layout, 
process layout.)

(d) Extrapolate why this type of layout would have been chosen.
(e) Propose whether the production of balloons is capital intensive or labour intensive. 

Give reasons for your answer.

2 Contact a manufacturing business and survey its response to a range of 
questions that you, or a small group, have written and emailed regarding the 
operations function in their business. Synthesise your findings and present them to 
the class.

3 Contact a service-based business and survey its response to a range of 
questions that you, or a small group, have written and emailed regarding the 
operations function in their business. Synthesise your findings and present them to 
the class.

 Weblink: Rio Tinto

 Weblink: Cameron Balloons 
Virtual Factory

Resources
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8.3.3 Quality management
Quality management is the strategy which a business uses to make sure that its 
product meets customer expectations. Three quality approaches are quality control, 
quality assurance and total quality management.

Quality refers to the degree of excellence of goods or services and their fitness for 
a stated purpose. Quality is very important to Darrell Lea due to the strong focus 
on customer needs (see figure 8.14). A quality product should have a high degree 
of excellence and should achieve its stated purpose. A quality product should be 
reliable, easy to use, durable, well designed, delivered on time, include after-sales 
services, and have an agreeable appearance.

BizWORD
Quality management is the strategy 
which a business uses to make sure 
that its products meet customer 
expectations.

Quality refers to the degree of 
excellence of goods or services and 
their fitness for a stated purpose.

8.3.4 The benefits of quality management practices
The benefits of implementing quality management practices include:
• reduced waste and defects
• reduced variance in final output
• strengthened competitive position
• improved reputation and customer satisfaction
• reduced costs
• increased productivity and profits.

Operations managers use a variety of approaches to maintain or improve quality. 
Some of the main quality management strategies include quality control, quality 
assurance and quality improvement.

Quality control
Quality control involves the use of inspections at various points in the production 
process to check for problems and defects. Quality control reduces problems and 
defects in the product using inspections at various points in the production process. 
Many businesses have minimised errors and waste by ensuring that standards are 
met. Specifications or benchmarks are set before the physical checks are completed. 
Actual performance is then compared to the established criteria. If the established 
standards are met, it is likely that the business will be meeting customer 

BizFACT
Since they entered the Australian 
market in the late 1990s, Havaianas 
have been the choice of thong for 
many Aussies. While they charged a 
higher price, customers were willing 
to pay more due to their sturdy, long-
lasting rubber and better quality. 
The brand has recently experienced 
a decline in popularity, due to an 
influx of complaints regarding a 
drop in quality and poor longevity. 
While Havaianas offer a six-month 
replacement warranty, this does little 
to address why they’re breaking in the 
first place.

BizWORD
Quality control involves the use 
of inspections at various points in 
the production process to check for 
problems and defects.

FIGURE 8.14 Darrell Lea is 
committed to product quality due 
to its strong focus on customer 
needs. The company prides itself 
in the manufacturing of fine quality 
confectionery and is committed 
to continuous improvement so 
that its products consistently meet 
customers’ needs and comply with 
food safety regulations. Quality 
Systems are an integral part of Darrell 
Lea’s management programs. It 
employs an independent, third party 
auditor to assess its processes on a 
regular basis. Feedback from these 
audits provides valuable input into the 
company’s continuous improvement 
process.
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expectations. Competitiveness increases as the costs associated with waste and 
faulty products are reduced.

In a service business, an inspection of employee performance can be used as a 
means of quality control. A bank might inspect teller accuracy, speed or courtesy. 
In a call centre calls might be monitored for quality assurance and control purposes.

Quality assurance
Quality assurance involves the use of a system so that a business achieves set 
standards in production. This is a proactive approach to quality management that 
aims to prevent defects or problems from occurring.

Quality assurance is an integral part of operations. Most organisations have a quality 
management system in place to ensure that set standards are achieved. The ISO 9000 
series of quality certifications is a widely used international standard. ‘ISO’ stands for 
International Organization for Standardization. Meeting these international standards 
is voluntary, but many businesses comply with their requirements to remain competi-
tive locally and internationally. The ISO provides guidelines on how businesses should 
establish quality assurance systems by adopting specific procedures, controls, and 
recording and documentation measures. An effective quality management system gives 
assurance to customers that a business is able to provide safe and reliable products.

Quality improvement
Quality improvement focuses on two aspects: total quality management and 
continuous improvement.

Total quality management
Total quality management (TQM) is a commitment to excellence that emphasises 
continuous improvement in all aspects of a business’s operation by sharing 
responsibility among all the members of the business. Quality becomes both a 
commitment and the responsibility of every employee in the business. The aim of TQM 
is to create a defect-free production process, and maintain a customer focus in 
operations. The adoption of TQM can improve the price competitiveness of a business, 
but can also improve product quality, allowing the business to attain competitive 
advantage. To achieve TQM objectives a number of approaches may be used, such as 
employee empowerment, continuous improvement and improved customer focus.

FIGURE 8.15 Beneath the grass of the MCG lies five kilometres of PVC drainage pipe that 
stops the surface from becoming waterlogged. This pipe is made by Vinidex Pty Ltd, 
Australia’s leading manufacturer of thermoplastic pipe systems. The high-quality pipes 
produced are also used to pump gas through vast pipelines in NSW and South Australia. 
Vinidex use meticulous quality control, as well as quality inputs, to maintain excellent 
customer service. New materials, as well as the processing technology and manufacturing 
equipment, are carefully examined to make sure that Vinidex continues to achieve high 
standards in the industry.

BizFACT
Samsung continuously upgrades its 
quality management system, in an 
effort to achieve the best quality in all 
products and services that surpass all 
expectations. The quality management 
system consists of four evaluation 
criteria: reliability, functionality, process 
and application. Samsung uses state-
of-the-art facilities and equipment for 
all its tests and analysis in order to 
achieve and maintain the best quality 
at all times.

BizWORD
Quality assurance involves the 
use of a system so that a business 
achieves set standards in production.

BizWORD
Total quality management is an 
ongoing, business-wide commitment 
to excellence that is applied to every 
aspect of the business’s operation.UNCORRECTED P
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W. Edwards Deming was an American quality expert who was known as the ‘founder 
of the quality movement’ and is credited with the development of TQM. Deming 
believed that quality problems would be best solved with an emphasis on employee 
involvement. Many businesses use quality circles as a means of achieving employee 
empowerment. Under this approach, teams of up to 10 workers meet regularly to solve 
problems related to process, design or quality. The groups often make presentations to 
management with their ideas, in order to improve the performance of the business. 
Such programs have resulted in substantial cost savings for organisations — for 
example, at the Northrop Aircraft division that produces Boeing 747s, 55 individual 
quality circles halved the cost of parts within two years. At Chrysler, a quality circle dis-
covered that heating rubber seals before installation could prevent car door leaks.

Continuous improvement
Continuous improvement is a process that involves a constant evaluation of, and 
improvement in, the way things are done. Higher and higher standards are set in the 
continual pursuit of improvement. Kaizen (Japanese for ‘improvement’) emphasises 
continuous improvement in all facets of a business, from the way the CEO manages to 
the way assembly line workers perform their jobs. Although perfection is practically 
impossible to achieve, it is the ‘striving’ that is important to business culture.

BizWORD
Quality circles are groups of workers 
who meet to solve problems relating 
to quality.

BizWORD
Continuous improvement involves 
an ongoing commitment to achieving 
perfection.

BizFACT
The Schaeffler Group is a leading 
worldwide automotive and industrial 
manufacturer. The foundation for 
their sustained success is through 
taking the lead in quality, technology 
and innovation. Their work in all 
areas is based on the objective of 
continuous improvement with the aim 
of achieving ‘zero defects’. They have 
implemented measures to ensure 
defect prevention and minimisation of 
risk. Every employee in the company 
is aware of this commitment to quality 
and must think and act in accordance 
with this principle.

FIGURE 8.16 Kaizen is the heart of 
the Toyota Production System. The 
Toyota mass-production process 
requires that all tasks, both human 
and mechanical, be very precisely 
defined and standardised to ensure 
maximum quality, eliminate waste 
and improve efficiency. Employees 
have a responsibility to not only 
closely follow these standardised 
work guidelines but to also seek their 
continual improvement. The day-to-
day improvements that employees 
make to their working practices and 
equipment are known as kaizen.

 
 

 
 

 
.

SNAPSHOT QUESTIONS
1. Outline the main quality assurance strategies adopted by the LCTC Radiation 

Oncology Unit.
2. Describe between LCTC’s quality assurance and quality control strategies.
3. How does LCTC demonstrate a commitment to continuous improvement?
4. Why is quality management an integral part of this department?

Deming believed that quality should be the responsibility of every employee. The 
TQM approach considers one of the most important questions a business should 
ask: ‘What does the customer require?’ All teams need to realise that they are serving 
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SUMMARY
• Quality management is the strategy that a business uses to make sure that its 

product meets customer expectations. Three quality approaches are quality 
control, quality assurance and quality improvement.

• Quality control involves the use of inspections at various points in the production 
process to check for problems and defects. Performance is measured in relation 
to set standards or benchmarks.

• Quality assurance involves the use of a system where a business achieves set 
standards in production. This is a proactive approach to quality management 
that aims to prevent problems from occurring.

• Quality improvement focuses on two aspects: total quality management and 
continuous improvement.

• Total quality management (TQM) is an ongoing, business-wide commitment to 
excellence that is applied to every aspect of the business’s operation.

• Continuous improvement is a process that involves an ongoing commitment to 
achieving perfection.

EXERCISE 8.4 REVISION
1 Outline the main features of quality management.

2 Why is quality control important for businesses?

3 Describe the ways a business can offer quality assurance to customers.

4 Define total quality management.

5 Summarise the three approaches that make up total quality management.

6 Read the following definitions. If a definition is false, propose a correct definition.
(a) Quality control involves the use of inspections at various points in the production process.
(b) Quality assurance involves the use of a system where a business achieves set 

standards in production.
(c) Total quality management is a commitment to quality that is applied to the 

business’s operations department.
(d) Continuous improvement involves an ongoing commitment to use of inspections.

7 Ganesh is the production manager for IBX technology, a manufacturer of internet 
security software. Recently, the level of product defects has increased, although the 
production process has not changed.
(a) Propose to Ganesh strategies that he should use to determine the cause(s) of the 

defects.
(b) Explain to Ganesh the value of introducing a TQM approach.

a customer. This is as true for the employees that deal directly with external cus-
tomers as for those that simply pass work on to other employees inside the business.

FIGURE 8.17 A robust quality 
management program is critical to 
the overall success of construction 
companies. Calibre Construction 
Group Pty Ltd is a small builder and 
developer based in NSW. They have 
achieved a competitive advantage 
through their guarantee of zero 
defects on handover of the project. 
They achieve this by programming 
and planning their works in 
consultation with the client and whole 
project team and by ensuring that only 
the best contractors are utilised.
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8 The name ‘The Reject Shop’ suggests that it could not possibly sell quality products. 
Is this true? Search the company’s website and see how many references to quality 
you can find. Explain how The Reject Shop ensures that it receives quality products 
from suppliers.

EXERCISE 8.4 EXTENSION
1 Find information online about Australian Standards. Use the Standards Australia 

weblink as a starting point. Assess the practical effects of such standards on industry.

2 Investigate W. Edwards Deming and his development of TQM. Justify whether you 
think he proposed anything extraordinary or he just made businesses more aware of 
their production methods.

8.4 Marketing
Marketing is vital to the existence of the business. Just because someone invents a 
new product or improves an existing one does not guarantee customers will buy it. 
Without some form of marketing, customers may not even be aware of a product’s 
existence regardless of how ‘record breaking’, ‘new and improved’ or ‘revolutionary’ 
it may be. Statistics reveal that more than 70 per cent of new products launched 
on the market self-destruct in the first year of operation, mainly because of 
poor marketing. Businesses make few sales if they do not market their products 
successfully, eventually ending in failure (see the following Snapshot).

Case study: Investorist — importance of marketing

Jon Ellis, founder of Investorist, always knew he wanted to be an entrepreneur. The 
catalyst for him starting his own business came when he was in his 20s and his boss 
slammed his fist on the table and reminded him who paid his wage. This desire to not 
have an individual controlling his destiny and causing him stress is what led him to 
launch his first business, Extension, when he was 26 years old.

A decade later in 2013, Ellis used the money he raised from Extension to begin a 
second business, Investorist; a platform to connect off-the-plan property developers 
with agencies and advisors all over the world. The company has been achieving 
30 per cent quarter-on-quarter revenue growth over the past 18 months and turned 
over $3 million in 2017. Much of this success can be attributed to its marketing.

In the beginning, Ellis’ marketing approach consisted of employing a small group 
of sales people to sell his new software platform. After some time he discovered 
that potential leads weren’t converting into sales. The company’s approach to 
marketing was not very successful; while he generated some sales, it wasn’t 
enough.

After a few months, Ellis scrapped the sales approach and instead opted for a 
marketing approach, which focuses on finding out what customers want and then 
satisfying that need. He undertook extensive market research to find out customers’ 
needs. He feels that market research is especially crucial when entering into new 
markets. Ellis created industry white papers in an effort to educate his market about 
his business. The trackable marketing tool he developed has indicators so that 
Ellis is able to assess the success of his activities; e.g. number of clicks, shares, 
forwards and how much content is consumed prior to purchase. Each quarter, Ellis 
implements new objectives and his marketing budget changes based on those 
goals. This new approach resulted in more than 100 000 people connecting with the 
platform over three years.

SNAPSHOT QUESTIONS
1. Compare the sales and marketing approaches.
2. Why do you think adopting a sales approach is not a very effective approach 

to marketing?
3. Outline the benefits of Ellis’ new approach to marketing.

SNAPSHOT

❛ The company’s 
approach to marketing 
was not very 
successful . . . ❜

Resources

 Weblink: The Reject Shop

 Weblink: Standards Australia
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At the same time, many products that would seem insignificant and unimportant 
have become best-selling ‘essential’ items as a result of a well-managed and pro-
fessional marketing plan. Who would have ever thought that brown, sugary, fizzy 
water with addictive qualities would become the universal product it is today!

Marketing is a powerful business strategy available to all businesses. The HSC 
course investigates marketing in greater depth, so this chapter will provide an ele-
mentary understanding of the main concepts.

8.4.1 Marketing fundamentals
Marketing is not a new subject to you. Over the years you have probably been 
involved in some type of marketing activity. Consider the following examples:
• helping to organise a stall at a local fete
• setting up a raffle for a local sporting team
• persuading your parents to lend you some money to buy a new phone
• coordinating the publicity for the school musical.

Although all these activities are different, they have one thing in common: they 
involve a number of marketing activities. (see figure 8.18)

BizFACT
Research by marketing services 
company Salmat found that, while 
51 per cent of small Australian 
businesses surveyed intended to 
boost their marketing investment, 
many lack the time and money to 
compete against larger companies 
when it comes to effective marketing. 
This is concerning, especially 
considering that failing to attract 
enough customers is a main cause 
of business failure, which could be 
avoided through effective marketing. 
Marketing strategies will help 
businesses better understand and 
meet customer expectations, as 
well as attract and engage potential 
customers.

FIGURE 8.18 The four main marketing strategies are commonly referred to as the four Ps of 
the marketing mix. They include strategies regarding the product, price, promotion and place 
(distribution).
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8.4.2 What is marketing?
Many definitions are used to describe marketing. The most commonly accepted 
definition comes from the American Marketing Association: ‘Marketing is the 
process of planning and executing the conception, pricing, promotion and 
distribution of ideas, goods and services to create exchanges that satisfy individual 
and organisational objectives’.

A more simplified definition of marketing is a total system of interacting activi-
ties designed to plan, price, promote and distribute products to present and poten-
tial customers. At the heart of these activities is the most fundamental question all 
businesses should continually ask: ‘What do customers want to buy — now and 
in the future?’ This is the essence of marketing — finding out what the customers 
want then attempting to satisfy their needs.

Sometimes ‘selling’ and ‘marketing’ are used synonymously. Many people think 
that marketing is just a fancy name for selling; however, there is much more 
involved. Selling is merely getting rid of existing stock, whereas marketing takes 
a much broader view. Successful marketing involves bringing the buyer and seller 
together and making a sale. The current view of marketing is such that it does not 
even have to involve the selling of a product — for example, not-for-profit organi-
sations may want to inform the public of the services they provide.

Some small business owners are excellent ‘technicians’ but dislike marketing and 
inadvertently turn away customers. Other small business owners are so convinced 
of the value of the good or service that they assume it will sell automatically. Unfor-
tunately, this rarely occurs.

Many small business owners feel marketing is not for them. They happily place 
advertisements in local newspapers, display the name of the business on their cars 
and perhaps even advertise on a regional radio or television station. However, such 
advertising is just one part of marketing a good or service.

Small business owners often view marketing campaigns as something only large 
businesses do, and as too expensive, complicated or time consuming for them-
selves. What they do not often appreciate is that they can run a marketing cam-
paign and that it can be simple and inexpensive.

All businesses, regardless of size, need to undertake some form of marketing, 
otherwise customers will not be informed about the business’s products.

BizWORD
Marketing is a total system of 
interacting activities designed to plan, 
price, promote and distribute products 
to present and potential customers.

Case study: Polasports — marketing a new product line

Polasports is an Australian-owned business that manufactures sunglasses designed 
with the everyday sportsperson and outdoor enthusiast in mind. Its sunglasses provide 
a fusion of sports sensibilities with fashionable frames to create an exceptional and 
enduring product. Up until recently, Polasports was quite an unknown brand on a retail 
level. A company may offer the greatest product in the world, but unless consumers 
are aware of it, they may not make a single sale. Products do not ‘sell themselves’. 
Without customers, a product — even one that is superior to its competitors — is 
useless. One of the most important roles of a business is to generate brand awareness 
for their products. To ensure their product gets the best visibility possible, they need to 
consider a wide variety of marketing strategies.

In 2017, Beau Ryan (former National Rugby League star) collaborated with 
Polasports as a brand ambassador to create his own sunglasses range. Celebrity 
endorsement is a powerful marketing tool, especially when the target audience align 
themselves with the ambassador chosen. This endorsement can open up a huge 
following and increase customer engagement. This is exactly what happened at 
Polasports. Getting Beau Ryan on board increased sales, as well as traffic to their 
website, significantly. The greatest advantage, however, was that the partnership 
grew their brand awareness. This, in turn, led to the company gaining new wholesale 
customers wanting to stock Polasports.
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8.4.3 Role of marketing
Marketing has evolved over the past five decades, with new ideas and strategies 
emerging every year. Traditional marketing is a broad category that incorporates 
the wide array of advertising channels we see daily, e.g. print media, billboard, TV 
advertising and radio broadcasting.

Traditional marketing attempted to pull customers to a product, whatever the cost. 
While traditional channels are not necessarily outdated, they do not really consider 
the customer to whom they are selling. Contemporary marketing involves much 
more than placing an advertisement in the local media. It is a way of thinking. Con-
temporary marketing refers to those strategies that stress the  importance of cus-
tomer orientation. Everything the business does is directed towards putting the 
customer at the centre of its thinking. Businesses that adopt this approach base 
their marketing decisions and practices on the needs and wants of their customers 
(see figure 8.19). This is known as the marketing concept approach.

Businesses that adopt the marketing concept approach also focus on relation-
ship marketing; i.e. developing long-term, cost-effective relationships with their 
customers. For these businesses, the customer relationship does not end with the 
sale; it begins there. Businesses using this approach will continuously strive to not 
simply meet but exceed customer expectations. This means that, at every level of the 

Polasports has used social media as its main advertising platform to promote its 
new product range. The company has found that social media advertising has been an 
extremely effective tool for growing its brand awareness. Not only does the company 
use social media, but Beau Ryan and his friends have also been posting about the 
new range. Because they all have such a large social media following, this has greatly 
assisted the business to grow its online presence and increased traffic to its website.

The company has also affiliated itself with two charities to market its business. Recent 
studies suggest that millennials (Polasports’ target market) have driven the social 
responsibility movement and will spend more with brands that support causes. With the 
launch of the new range, Beau Ryan announced that $5 from every pair of sunglasses 
sold would go directly to his charity of choice, the Men of League Foundation, which 
is known for its focus on former players in the rugby league community who are doing 
it tough. This enabled Polasports to get a lot more influencers on board and talking 
about the brand, since the company was giving back to a charity that most people in 
league feel very passionately about. The company also donated $5000 to the Starlight 
Children’s Foundation Australia. This charitable element has been a cornerstone of the 
brand and shows consumers that the company is ethical and trustworthy. Promoting 
these donations on social media generated goodwill by demonstrating to consumers 
that the business is dedicated to charitable causes.

After the launch of the new range, Beau Ryan promoted the sunglasses on the 
NRL Footy Show. This promotion, however, wasn’t as successful as the company 
had hoped. While they did get a television plug, they didn’t see a return on this, 
which could be due to the fact that the demographic that watches the show are a lot 
older and different to the target market.

On the other hand, their radio plug on Nova 969 during Fitzy and Wippa’s show 
had a much greater impact. After the segment, the entire team posted Instagram 
stories about Polasports, which led to an increase in Polasports’ social media 
followers, as well generating more publicity about the new glasses. This segment also 
led to even more publicity in The Sun-Herald.

SNAPSHOT QUESTIONS
1. Recall what is one of the most important roles of a business.
2. How did getting Beau Ryan as a brand ambassador benefit the company?
3. Explain the benefits of social media advertising.
4. How does supporting charities help promote a brand?
5. Determine why the publicity on radio was more effective than the publicity on 

television.

SNAPSHOT

❛ Without customers, a 
product … is useless. ❜
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business, employees should work towards customer satisfaction by establishing posi-
tive relationships with customers. Research has found that businesses that utilise this 
contemporary marketing approach over the long run have seen an increase in sales 
and have become far more prosperous than those who use only traditional channels.

SUMMARY
• For a business to make a profit, it needs to create and market products that 

consumers will purchase.
• Marketing is a total system of interacting activities designed to plan, price, 

promote and distribute products to present and potential customers.
• Successful marketing involves bringing the buyer and seller together and making 

a sale.
• Contemporary marketing refers to those strategies that stress the importance of 

customer orientation.
• Businesses that adopt a customer-oriented approach base their marketing 

decisions and practices on the needs and wants of their customers.
• Businesses should also focus on relationship marketing, i.e. developing long-

term, cost-effective relationships with customers.

EXERCISE 8.5 REVISION
1 Outline the importance of marketing to a business.

2 Why do most new products fail shortly after they are launched?

3 Identify some types of marketing activities you have been involved in.

4 Discuss how the ‘marketing’ definition provided in this chapter differs from your 
previous understanding of the term.

5 Distinguish between selling and marketing.

7. Always deliver
what you promise.

1. Place your customers,
not your products, at the
centre of all you do.

2. Talk to your customers.
Ask them what could be
improved, what they like
and dislike.

3. Think about ways
to build loyalty with
your customers.

4. Differentiate your
product in ways that
will make it special in
the eyes of your
customers.

5. Regularly communicate
with your present and
potential customers.

6. Develop a unique
and recognisable brand
or image that re�ects
the special qualities of
your business.

FIGURE 8.19 Seven tips to becoming a marketing driven customer-oriented business
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6 Recall why all businesses, regardless of size, need to undertake some form of marketing.

7 Why should a business adopt a customer-oriented approach to marketing?

8 Refer to figure 8.19 above. Identify which of the ‘seven tips’ you think is the most 
important. Justify your answer and share it with other class members.

9 Recall the correct response to complete the following sentences.
(a) The main emphasis in marketing today is the __________ -oriented approach.
(b) This means the business wants to __________ customers’ needs and wants rather 

than merely produce products.

EXERCISE 8.5 EXTENSION
1 Construct a presentation containing 10 dot points that reflect key features of your 

new understanding of marketing.

2 ‘Marketing is not the sole responsibility of the marketing manager, but all managers.’ 
Determine the accuracy of this statement.

3 Predict what will happen to a business that neglects the importance of marketing.

8.4.4 Identification of the target market
Very few businesses can afford to market their products to all consumers or all 
businesses in Australia. At the same time, few businesses would want to because it 
is a very rare product that is suitable to all consumers. Until the end of the 1950s, 
Coca-Cola was such a product. But today Coca-Cola offers consumers a range of 
carbonated soft drinks based on its original cola formula including Coca-Cola Zero, 
Diet Coke and Coca-Cola with Stevia, as well as non-cola drinks such as Pump still 
water, POWERADE and Goulburn Valley juices. Most businesses must select 
specific groups of customers on which to concentrate their marketing efforts: their 
target markets. A target market is a group of customers with similar characteristics 
who presently, or who may in the future, purchase the product.

Three broad approaches can be adopted when selecting a target market: the 
mass marketing approach, the market segmentation approach or the niche market 
approach (see figure 8.20).

BizWORD
A target market is a group of 
customers with similar characteristics 
who presently, or who may in the 
future, purchase the product.

Total market

Mass marketing approach Niche marketing approach

Segment
1

Segment
2

Segment
1

Segment
2

Segment
3

Market segmentation approach

Segment
3

FIGURE 8.20 Selecting a market to be the target market

Mass marketing approach
Fifty years ago, marketers commonly spoke about ‘mass market’. In other words, 
there was a large demand for a standard product. In a mass market, the seller 
mass-produces, mass-distributes and mass-promotes one product to all buyers. 
The Model T Ford, for example, was the first motor vehicle to be produced and 
sold to the mass market.

BizWORD
In mass markets the seller mass-
produces, mass-distributes and 
mass-promotes one product to all 
buyers.
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A mass marketing approach seeks a large range of customers. The business develops 
a single marketing mix and directs it at the entire market for the product. This means 
there is one type of product with little or no variation, one promotional program 
aimed at everyone, one price, and one distribution system used to reach all customers.

Few products today, apart from basic food items, water, gas and electricity, are 
marketed to the mass market. As a result of greater choice, higher personal incomes 
and customers seeking more individualised products, the mass market has been 
replaced by segmented or niche markets.

Market segmentation approach
Few businesses can sell their products to the entire market — the market is just too 
big. Therefore, a business will divide the market into distinct segments. A business 
that is marketing motor vehicles, for example, would not direct its marketing 
efforts towards every person in the total vehicle market. Some people might want 
only a sports car; others might want a four-wheel drive. The business would thus 
direct its efforts towards a particular segment of the total market for motor vehicles.

Market segmentation occurs when the total market is subdivided into groups of 
people who share one or more characteristics based on four elements or dimensions: 
demographic, geographic, psychographic and behavioural, as shown in table 8.3.

BizWORD
Market segmentation occurs when 
the total market is subdivided into 
groups of people who share one or 
more common characteristic.

FIGURE 8.21 In America, mass 
market retailers are the most important 
sector in retail, accounting for the 
greatest percentage of purchases 
made by American consumers. 
Australia and many other nations 
rely on smaller stores that sell 
specialised items. The American 
culture of convenience, however, has 
popularised these one-stop-shop 
stores with low prices and lots of 
options. The best known and largest 
example of a mass market retailer is 
Walmart.

A business segments its market so it can better direct its marketing strategies 
to specific groups of customers, rather than the mass market. The ultimate aim of 
market segmentation is to increase sales and profits by better understanding and 
responding to the desires of the target customers.

Once the market has been segmented, the business selects one of these seg-
ments to become the target market (see figure 8.22). For example, a rural supplies 

TABLE 8.3 Common elements or dimensions for segmenting customer markets

Demographic —  
population characteristics

Geographic —  
where people live

Psychographic —  
personality characteristics

Behavioural — loyalty 
to a product

• Age
• Gender
• Education
• Family size
• Income
• Occupation
• Social class
• Religion
• Ethnicity

• Urban
• Suburban
• Rural
• Regional
• City size
• Climate
• Landforms

• Lifestyle
• Personality
• Motives
• Socioeconomic group
• Consumer opinions
• Interests

• Purchase occasion
• Benefits sought
• Loyalty
• Use rate
• Price sensitivity
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business would normally aim its promotion strategies at male, 25 to 60-year-old, 
rural-based farmers with middle to high incomes. An exclusive women’s fashion 
boutique in central Sydney would have a target market of customers who are 
female, 25 to 45-year-old, city-based professionals with high incomes.

This approach allows the business to better satisfy the wants and needs of a tar-
geted group, because the business can:
• use its marketing resources more efficiently
• better understand the consumer buying behaviour of the target market
• collect data more effectively and make comparisons within the target market over time
• refine marketing strategies used to influence consumer choice.

Segment 1

Female, 40+, high income

Segment 2

Female, 40+, middle income

TARGET MARKET

Segment 3

Female, 40+, low income

Promotion strategies and selling techniques

Total market for female fashion retailer

FIGURE 8.22 Selecting a market segment to be the target market is important. In this 
example, the fashion retailer makes clothes for women over 40 years of age. The clothes 
are of a reasonable quality but would not be classed as ‘designer’ clothes. In this business, 
female middle-income earners are the main target market. 

Beau’s Floral Studio — target market

Beau Wilkes is owner–operator of a retail florist store called Beau’s Floral Studio. 
The business provides fresh and dried flowers, and associated product lines for all 
occasions. The business markets to a wide cross-section of the population within the 
surrounding suburbs, but particularly to females aged 15–65 years and males aged 
15–25 years.

Size of target market
Potential
Beau’s potential target market consists of approximately 74 000 people who live in 
the surrounding suburbs.

Actual
Beau’s primary target market consists of females aged 35–65 years who decorate 
their homes with floral displays.

The two secondary markets consist of:
• females aged 15–65 years who purchase flowers for special occasions
• males aged 15–25 years who purchase flowers for their partners.
These target markets are important because they represent repeat customers 

who are essential for the business’s long-term survival. The primary target market 

SNAPSHOT

❛ A positive experience 
produces return 
business. ❜

Sometimes, a business may be able to identify both a primary and secondary 
target market. For example, Lush, a cosmetics retailer, primarily targets women of 
higher socioeconomic class, specifically middle to upper class, aged 18–45 years. 
They also have a secondary target market of men, as well as children. The ability to 
choose the correct target market is an important marketing function because it will 
influence the entire marketing plan (see the following Snapshot). Use the Smiggle 
weblink in the Resources tab to investigate their approach to their target markets. 

BizWORD

The primary target market is the 
market segment at which most of the 
marketing resources are directed.

A secondary target market is 
usually a smaller and less important 
market segment.

BizWORD
Consumer buying behaviour 
refers to the decisions and actions 
of consumers when they purchase 
goods and services for personal 
household use.

 Weblink: Smiggle

Resources
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Niche markets
An extension of the market segmentation 
approach is that of the niche market, which 
is a narrowly selected target market segment. 
In a sense, it is a segment within a segment, 
or a ‘micro market’ (see figure 8.23). For 
example, in any newsagency, you will see 
row upon row of magazines each appealing 
to a specific niche market — male, female, 
young, old, high-income, low-income, 
urban, rural, outdoor lifestyle, indoor 
lifestyle and so on.

BizWORD
A niche market is a narrowly 
selected target market segment.

consists of approximately 21 000 people. It can be further subdivided according to 
the benefits sought by the customer, as shown by the following table.

Subdivision of target market

Target market dimensions
Geographic
Beau’s Floral Studio targets the residents of the local area. Sales to customers 
from outside the surrounding suburbs are only occasional, not regular, and do not 
constitute an important segment for the purposes of her marketing plan.
Demographic
Customer research data collected over the past 12 months reveal that 67 per cent 
of customers were female and 33 per cent were male. Females aged 35–65 years 
were the most common type of customer, making up 83 per cent of the total female 
customer base. Males aged 15–25 years made up 78 per cent of the total male 
customer base.
Purchase decision maker
Predominantly, the purchase of fresh and dried flower arrangements is considered 
to be a gift purchase, for either the individual or another person. The experience of 
a floral purchase should be considered within this context. A positive experience 
produces return business.
Income level
Beau’s Floral Studio caters for the middle to high income groups. These groups 
consist of individuals and households with high levels of disposable income. They 
do not perceive the buying of flowers as an infrequent luxury expenditure, but as a 
regular (weekly or fortnightly) purchase.

SNAPSHOT QUESTIONS
1. Identify the primary and secondary target markets for Beau’s Floral Studio.
2. Recall what four variables Beau Wilkes uses to segment the target markets.
3. Explain the importance of these target markets to Beau’s Floral Studio.
4. Analyse how segmenting the total market helps Beau Wilkes achieve her long-

term business objectives.

Benefits sought by customer Customer characteristics

Comfort (sickness and sympathy) Male and female, aged 15 years and above

Beauty (floral displays) Predominantly female, aged 35–65 years

Happiness (weddings and parties) Predominantly female, aged 15–50 years

Affection Predominantly male, aged 15–45 years

FIGURE 8.23 Mick and Simone 
McGrath are the owners of Moregolf, 
a wholesale business that sells golf 
products to retailers. While they 
started off selling a range of hardware, 
such as golf bags and clubs, they 
found they could not compete 
with larger golf equipment outlets. 
They therefore decided to focus on 
specialised or niche products instead. 
Moregolf now wholesales products 
such as Golf Pride and 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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SUMMARY
• A target market refers to the group of customers to which a business intends to 

sell its product.
• Sometimes a business may be able to identify both a primary and a secondary 

target market.
• Three broad approaches can be adopted when selecting a target market: the mass 

marketing approach, the market segmentation approach or the niche market 
approach.

• A mass marketing approach seeks a large range of customers.
• A business segments its market so it can better direct its marketing strategies to 

specific groups of customers.
• Market segmentation occurs when the total market is subdivided into groups of 

people who share one or more common characteristic.
• A niche market is a narrowly selected target market segment.

EXERCISE 8.6 REVISION
1 Distinguish between mass, segmented and niche markets.

2 Outline the purpose of market segmentation.

3 Recall the different ways a market may be segmented.

4 Why is market segmentation the most common marketing approach used by 
businesses today?

5 How are market segmentation and target market linked?

6 Use an ‘M’, ‘S’ or ‘N’ to determine whether the following products are sold in a 
mass market, segmented market or niche market.
(a) Electricity
(b) Ferrari cars
(c) Australian Financial Review
(d) Avon cosmetics
(e) Fruit and vegetables

7 Determine who is most likely to be the target market for each of the following small 
businesses. (You may think of more than one market for some businesses.)
(a) Convenience store
(b) Mechanic
(c) Accountant
(d) Nursing home
(e) Childcare centre

EXERCISE 8.6 EXTENSION
1 ‘Any business that neglects the role of marketing will almost certainly experience low 

levels of sales and reduced profit levels.’ Evaluate the accuracy of this statement.

2 In small groups, conduct a survey of 30 people to investigate what type of movies 
they watch at the cinema. Using a database, group the respondents by age and sex. 
Present your results in the form of graphs and charts.

3 In small groups, create a customer survey form for obtaining information on a 
business’s level of service, product range, business facilities and suggestions for 
improvement. Compare each group’s survey.

8.4.5 Marketing mix
Once the business owner has established the marketing goals (a statement of what 
the business expects to achieve through the marketing activities) and selected a 
target market, the next step of the marketing plan is to develop marketing strategies 
to achieve the goals. Marketing strategies are actions undertaken to achieve the 
business’s marketing goals through the marketing mix.

BizWORD
Marketing strategies are actions 
undertaken to achieve the business’s 
marketing goals.
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One of the most useful ways of understanding how to develop a marketing 
strategy is to examine each of the elements of the marketing mix. The marketing 
mix refers to the combination of the four Ps — product, price, promotion and 
place (distribution). The business has control over these elements and uses them to 
reach its target market. These four Ps of the marketing mix are considered the basic 
cornerstone of marketing. However, as the service sector within the economy has 
grown, three more Ps have been added that apply especially to the service industry. 
These three extra Ps — people, processes and physical evidence — now form the 
extended marketing mix (see figure 8.24).

BizWORD
Marketing mix refers to the 
combination of the four elements of 
marketing, the four Ps — product, 
price, promotion and place — that 
make up the marketing strategy.

FIGURE 8.24 In recent years, it 
has become more common to add 
three new elements to the traditional 
marketing mix, making a combined 
7 Ps. This is known as the extended 
marketing mix.

Once the four Ps have been established, the business must then determine the 
emphasis it will place on each of the variables. This will largely be determined by 
where the product is positioned or its stage in the product life cycle. For example, 
a product that is being marketed with an image of exclusivity and prestige will 
require a marketing mix totally different from a no-frills, generic item. A different 
marketing mix will also be required for a product in its introductory stage than 
when it reaches the decline stage.

Product
This element of the marketing mix involves much more than just deciding which 
product (goods or service) to market. The business owner needs to determine the 
product’s:
• quality • packaging
• design
• name

• labelling
• exclusive features

• warranty and guarantee.

BizWORD
The product life cycle describes 
the life of a product over four stages: 
introduction, growth, maturity and 
decline.
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FIGURE 8.25 Tip Top recently redesigned their packaging and branding. The objective of 
the new look was to modernise the image and create packaging which stands out, while also 
maintaining quality and trust for the iconic brand. They changed the colours to richer tones, 
modernised the typography, maximised opportunity for brand visibility and added ‘established 
in 1958’ to reaffirm Tip Top’s heritage and experience. Falling wheat, grains and fruit are 
included in the relevant bread packs in an effort to reinforce food cues and add appetite 
appeal and health credibility.

Product packaging
The packaging of a product is sometimes as important as the product itself to 
assist sales. Well-designed packaging will give a positive impression of the product 
and encourage first-time customers to purchase. Tasteful packaging can create an 
image of luxury, sensuality and exclusiveness, helping to promote the product. In 
addition, packaging helps preserve, inform, protect and promote the product.

BizWORD
Packaging involves the development 
of a container and the graphic design 
for a product.

FIGURE 8.26 It takes 2.6 seconds for a consumer to choose one product instead of 
another, so the packaging has to be right. A design student from NSW won the Southern 
Cross Packaging Design Awards in 2015, conducted by the Packaging Council of 
Australia. Each part of her packaging can be used to construct a ramp, a racetrack and 
a garage for the small wooden cars inside.

The product is a combination of all these variables. Customers will buy prod-
ucts that not only satisfy their needs but also provide intangible benefits such as a 
feeling of security, prestige, satisfaction or influence.
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With increasing community awareness of environmental pollution, businesses 
must also be sensitive to the problems caused by throw-away packaging. Approxi-
mately half of all household garbage consists of discarded packaging.

Product branding
An important part of the product development is the brand and associated brand 
logo. Combined, these can be a powerful marketing tool. For example, the three-
pointed star of the Mercedes-Benz and Coca-Cola’s distinctive narrow-waisted 
bottle are famous brand names and symbols. Some businesses encourage the 
instant recognition of their brand symbol rather than their brand name. Perhaps 
the most famous example of this technique is the ‘golden arches’ symbol used by 
McDonald’s. In some advertisements the brand name does not appear at all, only 
the brand symbol. This is a clever and subtle method used to reinforce the meaning 
of the symbol and associate it with a brand name.

Price
Many business owners have difficulty selecting the ‘correct’ price for their product. 
A price set too high could mean lost sales, unless superior customer service is 
offered. A price set too low may give customers the impression of a ‘cheap and 
nasty’ product. Therefore, correct pricing is important. Business owners normally 
choose one of three methods for calculating price.
1. Cost-based: a pricing method derived from calculating the total cost of producing 

or purchasing a product and then adding a mark-up for profit (see figure 8.27).
2. Market-based: a method of setting prices according to the interaction between the 

levels of supply and demand — whatever the market is prepared to pay.
3. Competition-based: choosing a price that is either below, equal to or above that of 

the competitors.

BizWORD
A brand is a name, term, symbol 
or design that identifies a specific 
product and distinguishes it from its 
competitors.

A brand logo is a graphic 
representation that identifies a 
business or product.

BizFACT
A new study of teenagers 
commissioned by Google revealed 
what brands teens regard as cool and 
which ones they regard as daggy. 
The survey, “It’s Lit: A Guide To What 
Teens Think Is Cool” involved 1100 
American teens. According to the 
study, the top 10 coolest brands (in 
order) were YouTube, Netflix, Google, 
Xbox, Oreo, GoPro, Playstation, 
Doritos, Nike and Chrome.

FIGURE 8.27 Cost-based pricing is 
commonly used by large retail stores. 
The cost price is increased by a fixed 
percentage to arrive at the selling 
price. Assume a sporting goods store 
has a mark-up of 100 per cent. A 
soccer ball is bought for $40 and, with 
a 100 per cent mark up, will have a 
selling price of $80.

Promotion
To sell more of its products, a business has to change customers’ behaviour through 
information or persuasion. This is achieved through promotion. The role of 
promotion is to inform, persuade and remind consumers about a business’s 
products, with the aim of:
• attracting new customers by raising awareness of a particular product
• increasing brand loyalty by reinforcing the image of the product
• encouraging existing customers to purchase more of the product.

BizWORD
Promotion refers to the methods 
used by a business to inform, 
persuade and remind customers 
about its products.
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Many people confuse promotion with advertising because of its visibility and 
frequency. However, advertising is just one of the four elements of the promotion 
mix. The main forms of promotion are as follows:
1. Personal selling and relationship marketing: personal selling involves the activities 

of a sales representative directed to a customer in an attempt to make a sale. 
Relationship marketing refers to the development of long-term, cost-effective and 
strong relationships with individual customers.

2. Sales promotion: refers to activities or materials used by the business to attract 
interest and support for the good or service. Examples include free samples, 
coupons and point-of-purchase displays.

3. Publicity and public relations: Publicity refers to any free news story about a 
business’s products. Public relations are those activities aimed at creating and 
maintaining favourable relations between a business and its customers.

4. Advertising: print or electronic mass media are used to communicate a message 
about the product. Advertising is used to attract potential customers, create a 
demand for the product and communicate essential information.
Changes in technology, especially advances in information and communication 

technology (ICT), are having a significant impact on how businesses promote their 
products. The internet, for example, has become an effective advertising tool used 
by businesses to deliver specific messages to its target market. Internet newsgroups, 
ezines, chat rooms, social networking websites and online publications can all be 
used in an advertising campaign. The internet has also provided opportunities for 
many small businesses to undertake more of their own promotional activities. Face-
book, Twitter, LinkedIn, YouTube, blogs, podcasts and online communities are all 
examples of social media channels, and have been behind the recent revolution in 
social media advertising (SMA). Businesses are becoming increasingly aware that 
SMA can have positive results, especially when used in combination with traditional 
advertising methods (see figure 8.28). The main advantages of SMA are that it is:
• inexpensive in comparison to traditional marketing methods
• easy to use and monitor
• an effective method of gaining exposure.

BizFACT
Digital marketing is one of the fastest-
growing marketing channels. Despite 
this, 41 per cent of SMEs have never 
tried any form of digital marketing. 
This is surprising considering that 
this is one of the most cost-effective 
mediums that small businesses 
could benefit from, due to their lower 
marketing budget.

FIGURE 8.28 The Meduri family, 
owners of La Tavernetta Osteria which 
is located in the Leichhardt Italian 
forum, have attracted a great following 
using social media advertising. They 
are very active on social media as they 
find it a very effective way of engaging 
with their clientele. They use social 
media to showcase their delicious 
authentic food, educate users on 
modern Italian cuisine and to promote 
theme nights, specials and giveaways. 
The family also use social channels 
to promote community events which 
they help organise in the forum.
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 Place 
 The fourth ‘P’ of the marketing mix is ‘  place  ’ or   distribution  . This refers to activities 
that make the products available to customers when and where they want to 
purchase them. A   distribution channel   is a way of getting the product to the 
customer. This process usually involves a number of intermediaries or ‘go betweens’, 
such as the wholesaler or retailer. Apart from the retailer, the other intermediaries 
are often invisible; that is, the customer knows little about their role and operation. 
There are three common traditional channels of distribution:  
1. Producer to customer . This is the simplest channel and involves no intermediaries. 

Virtually all services, from tax advice to car repairs, use this method.  
2. Producer to retailer to customer . A retailer is an intermediary who buys from 

the producer and resells to customers. This channel is often used for bulky or 
perishable products such as furniture or fruit.  

3. Producer to wholesaler to retailer to customer . This is the most common method 
used for the distribution of consumer goods. A wholesaler is an intermediary 
who buys in bulk from a producer, then sells in smaller quantities to retailers. 
Producers will use the services of a wholesaler when a large number of retailers 
sell the product and the producer fi nds it diffi cult to deal with them all.

Non-store retailing — that is, retailing activity conducted away from the traditional 
store — is gaining popularity. Two of the most rapidly developing methods are:  

 –   e-commerce, which refers to the buying and selling of goods and services via 
the internet  

 –   mobile commerce (m-commerce), which refers to the buying and selling of 
goods and services through wireless handheld devices, such as mobile phones 
and tablets.      

 BizWORD 
Place   or   distribution   are activities 
that make the products available to 
customers when and where they want 
to purchase them.  

  Distribution channels   are ways of 
getting the product to the customer.  

 Case study: Beau’s Floral studio — the marketing mix  

    Product range — product mix 
 Beau’s Floral Studio presently has a wide product mix, offering a diverse range of 
fresh and dried exotic and native fl owers. Complementary product lines include 
teddy bears, balloons, porcelain ornaments, friendship gifts, plant holders, fl oral 
arrangement materials and instructional books. 

 Beau intends to expand the product mix by introducing a range of aromatic candles, 
fragrant oils and oil burners. This expansion will allow the business to diversify its 
existing products and appeal to new segments in the market. At the core of the 
product range, however, is the belief that Beau’s Floral Studio will stock only products 
of the highest quality. This approach protects the customer base and strengthens the 
business’s image. 

 Branding 
 Given that fl owers cannot be identifi ed as being sourced from a specifi c wholesale 
supplier, Beau will implement strategies to identify purchases from the Floral Studio. 
These strategies include:  

•   Introducing distinctively coloured and environmentally friendly gift wrapping 
paper and packaging. The name of the business, with its logo, telephone 
and facsimile numbers, and the address of its website will be prominently 
displayed.  

•   providing a complementary satchel of Euro Fleur (a special food for cut 
fl owers) with every purchase of fresh fl owers. The satchel will also carry the 
name and all contact details of the business.  

•   placing a distinctively coloured and designed sticker on all items sold  
•   designing a new and distinctive business logo   

SNAPSHOT

 ❛ Setting prices too high 
will result in customers 
being lost to the 
competitors. ❜ 

BizFACT
The Iconic has established a 
competitive advantage in relation to 
their distribution. Their suppliers list 
their products on The Iconic’s site and 
the stock is sent directly to customers 
rather than to their distribution centre, 
cutting delivery times and distribution 
costs. The Iconic is able to offer 
customers three-hour delivery in 
major cities and same-day delivery to 
75 per cent of Australia.
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 Positioning and image 
 Beau’s Floral Studio will continue to develop a high-quality image for the business. All 
other elements of the marketing mix will be used to shape and maintain this image. 
The maintenance of this product positioning is important if the business wishes to 
exploit its differentiation. Successful positioning of the product will allow for increased 
profi t margins without loss of customers. 

 Beau’s Floral Studio will not attempt to compete directly with the other three fl orist 
businesses within the shopping precinct. It will differentiate itself in terms of its quality 
and ‘exclusive’ image. 

 Pricing 
 Beau’s Floral Studio is presently a price follower, being the most recent entrant into 
the fl ower market within the area. Setting prices too high will result in customers 
being lost to the competitors. Prices that are too low will damage the image of the 
business and give the impression that the quality of the product is inferior. 

 As a result of the strategies that make up this marketing plan, Beau’s fl oral 
Studio will be able to raise its prices and thereby increase its profi t margin by 
an average of 35 per cent over the next 18 months. These price rises are not 
expected to lead to a signifi cant loss of customers, given the increased product 
range, product differentiation, accurate positioning and the high quality of the 
products and service. 

 Promotion 
 Presently, Beau’s Floral Studio relies on 
the following fi ve methods of promotion:  
1.   local newspaper advertisements:  
2.   word-of-mouth recommendation  
3.   packaging that displays the business 

name and logo  
4.   a  Yellow Pages  advertisement  
5.   eye-catching window displays.   

 Two new promotional stratergies are 
planned within the next six months:  
1.   the use of the website to promote 

contemporary fl oral arrangements 
and the new product lines  

2.   a personalised direct mail campaign 
to existing account holders, with 
exclusive offers for special occasions 
such as Mother’s Day, Easter, 
Christmas and Valentine’s Day.   

 Expenditure on all forms of promotion 
will be increased by 15 per cent over
the next 12 months and by a further
10 per cent over the following two years. 
This increased promotional expenditure 
is required during the establishment 
phase of the business. 

    SNAPSHOT QUESTIONS  
1.     Why   doesn’t Beau just sell fl owers?  
2.     Summarise   the branding strategies Beau’s Floral Studio has implemented.  
3.     Describe   the positioning of Beau’s Floral Studio.  
4.     Identify   the pricing methods used by Beau’s Floral Studio.  
5.     Predict   the effect of the business’s new promotional strategies.   

A Yellow Pages advertisement is also an 
important promotional tool.
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SUMMARY
• Marketing strategies are actions undertaken to achieve the business’s marketing 

goals through the marketing mix.
• The main marketing strategies are commonly referred to as the marketing mix or 

the four Ps — product, price, promotion and place (distribution).
• As the service sector within the economy has grown, three more Ps have been 

added. These three extra Ps — people, processes and physical evidence — now 
form the extended marketing mix.

• Products are goods or services, and consist of both tangible and intangible 
features.

• Packaging helps preserve, inform, protect and promote the product.
• Product branding is the brand and associated brand logo.
• A business must select the most appropriate pricing method suitable to its product 

and market conditions. Business can choose one of three methods for calculating 
price: cost-based, market-based and competition-based pricing.

• Promotion refers to the methods used by a business to inform, persuade and 
remind customers about its products. Some of the main forms of promotion 
include personal selling and relationship marketing, sales promotion, publicity, 
public relations and advertising.

• Distribution channels (place) are a way of getting the product to the customer.
• The traditional distribution channels are: producer to retailer, producer to retailer 

to consumer, and producer to wholesaler to retailer to consumer. Two new 
distribution channels are e-commerce and m-commerce.

EXERCISE 8.7 REVISION
1 Define the marketing mix.

2 Identify the marketing strategies that form part of the extended marketing mix.

3 Identify four intangible benefits that products may provide.

4 Clarify the importance of customer service.

5 Think of a product you recently purchased. Identify the intangible benefits you gained 
from the product.

6 Why do marketers prefer to use the term ‘total product concept’ rather than simply 
‘product’?

7 Predict what may happen to the level of sales if a product’s packaging does not 
match its position.

8 Explain the relationship between ‘brand’ and ‘brand logo’.

9 Why do businesses spend so much money attempting to establish a brand name?

10 Evaluate each of the following brand names. Indicate the strong points of each 
name.
(a) Nokia mobile phones
(b) Apple computers
(c) LG electronic products

11 Summarise the three main pricing methods.

12 As the manager of a shoe store, you have just received a delivery of new boots that 
cost you $50 a pair. Your usual mark-up is 60 per cent. However, you find out that 
yours is the only store in town that will be stocking this fashionable product. Calculate 
what price you will set for the boots. Explain your decision.

13 Outline the role of promotion.

14 Recall what promotion aims to achieve.
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15 Construct a concept map summarising the four main forms of promotion. The first 
one has been started for you.

16 Recommend a distribution channel for the sale of:
(a) a daily newspaper
(b) a washing machine
(c) an imported motor vehicle.

EXERCISE 8.7 EXTENSION
1 When deciding on a brand name and brand logo, investigate some of the 

considerations that a marketer must take into account.

2 Determine how a business sets its price when it wants to achieve the objective of 
profit maximisation.

3 ‘Some people would argue that “marketing ethics” is a contradiction in terms.’ 
Evaluate this statement.

4 Referring to a business you are familiar with, analyse and evaluate the promotion 
methods used for one of its goods or services.

5 Using magazines, newspapers and the internet, collect and paste into your notes five 
advertisements for small businesses.
(a) Identify the good or service the business is selling.
(b) State what unique features of the business are publicised.
(c) Determine whether you think the advertisement fulfils its function of reminding, 

informing and persuading existing and potential customers. Give reasons for your 
answer.

(d) Rank the advertisements in the order that they appeal to you, from the 
most appealing to the least appealing. Explain how you determined the 
ranking order.

(e) Compare your ranking with other members of the class and discuss similarities 
and differences.

8.5 Finance
A thorough understanding of accounting and finance is essential for business 
managers. Accounting is a management tool that is concerned with providing 
information on the financial affairs of a business, while finance is concerned with 
where the business sources its funding.

Management of business finance is a crucial aspect of business success. 
 Management of finance starts with sourcing — where will the funding come from? 

Personal selling and
relationship marketing
• involves sales
   assistant
•

Sales promotion

AdvertisingPublicity and public
relations

Product promotion
strategies

(Promotion mix)
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Once a business has secured funding, it then needs to ensure that it is applied 
appropriately. All financial managers would be aware of the need to manage the 
cash flow of the business. Cash flow is sometimes described as the ‘lifeblood’ of 
business. The management of cash flow involves anticipating cash expenditure and 
ensuring that enough of the income earned comes in the form of cash. A further 
challenge is to ensure that enough money is saved in the event of unexpected chal-
lenges. Some money for contingencies needs to be put aside. Contingencies are 
unanticipated events that can lead to financial difficulty. For a business to be well 
managed, it needs to have saved money for such events because they can place the 
business under unexpected financial pressure.

In short, business leaders and managers need to have a good understanding of 
accounting and finance, and need to draw on this knowledge and skill when man-
aging all aspects of the business.

The HSC course investigates finance in greater depth, so this chapter will pro-
vide an elementary understanding of the main concepts.

8.5.1 Accounting — introduction and scope
Accounting is a managerial and administrative tool that involves the recording of 
financial transactions, so that a clear summary of what has happened to the money 
coming in and going out can be traced over time. Every financial transaction, from 
the ordering of stock to the sale of an old stock item, is recorded. These records 
(which include delivery dockets, sales receipts, invoices, cash register records and 
e-payment transactions, to name a few) are entered into accounts that may be 
either computerised or manual (in the form of books). The information in these 
accounts is then summarised into financial reports and statements that provide 
very valuable information about the trading period (see table 8.4). The statements 
are set out in a standard format so that they are easy to read and understand. A 
well-trained manager can use these statements to get a very accurate picture of the 
financial status of the business.

BizWORD
Contingencies are unanticipated 
events that can lead to financial 
difficulty. For a business to be well 
managed, it needs to have saved 
money for such events.

BizWORD
Accounting is a managerial and 
administrative tool for recording 
financial transactions, so that a 
summary of what has happened to 
business money can be traced.

FIGURE 8.29 Accounting is more 
than ‘crunching the numbers’. Money 
is the lifeblood of all businesses. The 
rate at which it flows into or out of 
the business determines whether the 
business is expanding and successful. 
There is only one sure way to measure 
the flow of money — develop a 
system of financial records. No 
business, no matter how small, can 
survive without a sound accounting 
system.
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 The three main accounting/fi nancial reports or statements are shown in
 table 8.4 .  

 A business is an economic entity — it trades within society and has responsi-
bility both to its internal and external stakeholders (i.e. the members of society 
who are directly and indirectly affected by the affairs of the business). Accounting 
provides information that is valuable to managers. It also provides information to 
employees, owners and shareholders (if it is a company), suppliers, lenders, cus-
tomers, government (including regulators), competitors and the general public.  

 BizFACT 
  The main purpose of fi nancial 
statements is to summarise 
information in a way that is useful 
for interested parties. Together the 
reports show accurately how the 
business is placed fi nancially.  

  TABLE 8.4  The main accounting fi nancial reports or statements 

  Name of statement/report     Description of the statement/report   

•      Cash fl ow statements     •     Indicate the movement of cash receipts 
and cash payments resulting from 
transactions over a period of time.    

•      Income statements  (also called 
statement of fi nancial performance, 
revenue statement or profi t and loss 
(P&L) statement)    

•     Show the revenue earned and expenses 
incurred over the accounting period with 
the resultant profi t or loss    

•      Balance sheets  (also called statement of 
fi nancial position)    

•     Represent a business’s assets and 
liabilities at a particular point in time and 
represent the net worth of the business    

General public
Competitors

Owners / shareholders

Suppliers Government

Customers EmployeesLenders

Internal
stakeholders

   FIGURE 8.30  The stakeholders interested in the accounting information given by business 

 Accounting is useful, as it provides information in statements about each of the 
following as it relates to the business:  
•   fi nancial status/position  
•   cash status/position  
•   fi nancing or funding information  
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• cash flows
• profitability and return on investment
• trends in earnings, borrowings, sales and so on that together indicate the risks 

the business faces.
The main purpose of accounting then is to provide information that is useful 

and accurate, and presented in a clear and concise form. This information will 
encourage:
• judicious and prudent financial decision making
• planning that is purposeful
• confidence in the business’s management
• accountability, or stewardship.

8.5.2 Finance — introduction and scope
Finance refers to how a business funds its activities — for instance, where it gets 
the money to trade, why it chooses to use certain lenders — as well as the costs, 
risks, terms and benefits of different types of borrowings. Financial knowledge 
requires an understanding of a range of financial instruments. Businesses, even 
very small ones, generally borrow money at some time — usually when they first 
set up.

It is vital for a business to be able to manage its borrowing and to use appropriate 
types of borrowing — namely types that match its earning stream and  capital/asset 
structure. Borrowing represents a useful source of finance — but it is one that 
comes at a price. It is management of the cost and risk of finance that is the key to 
successful financial management.

Cost management is crucial because businesses tend to try to maximise profits. 
In today’s highly competitive markets, in Australia and globally, a business suc-
ceeds when it can minimise cost (while maintaining quality, reliability, high service 
levels and so on). Risk management is crucial because businesses can be uncertain 
regarding their chances of making financial losses. Astute financial management is 
therefore considered indispensable to business.

An understanding of both accounting and finance is absolutely necessary if busi-
ness managers and owners are to make informed decisions. The ability to interpret 
financial information helps with the leadership task — which includes planning 
for future activities; choosing between alternative courses of action when presented 
with business problems; organising the resources required to produce a product 
or service; and then effectively researching and marketing it; and controlling and 
monitoring spending in all aspects of the business.

SUMMARY
• Businesses need to be led by managers with a good understanding of accounting 

and financial management.
• Accounting is a financial management tool that is involved with the recording 

and analysis of all the business’s financial transactions.
• The financial transactions are summarised into financial statements. The main 

ones are:
 – cash flow statement
 – income statement
 – balance sheet.

• Finance details how a business funds its activities.
• It is vital for a business to be able to manage its borrowings and to use appropriate 

types of borrowings.

BizWORD
Accountability occurs when 
a business acts in the best and 
highest interests of its owners. Full 
and complete ‘disclosure’, which 
means to be open and not hide 
the truth, ensures that the books 
of account are kept accurately and 
that the information reflected in 
them, and which is summarised in 
reports, is based on the true and 
actual transactions. Another term for 
accountability is stewardship.

Finance refers to how a business 
funds its activities — for instance, 
where it gets the money to trade, why 
it chooses to use certain lenders — as 
well as the costs, risks and benefits of 
different types of borrowings.
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EXERCISE 8.8 REVISION
1 Distinguish between accounting and finance.

2 Recall what the management of cash flow involves.

3 Clarify why some money for contingencies needs to be put aside.

4 State what a credit rating assesses.

5 Explain why a business would want to have a good credit rating.

6 Why is accounting necessary for business?

7 Identify the main accounting reports and statements.

8 Discuss the role of the internal and external stakeholders who would be interested 
in the financial situation of the business.

9 Recall five reasons why accounting is useful for business.

10 Explain the importance of accountability.

11 Demonstrate why astute financial management is considered indispensable to 
business.

EXERCISE 8.8 EXTENSION
1 Find out more about the Australian Accounting Standards Board (AASB). The 

weblink in the Resources tab is a useful starting point. Investigate how accounting 
standards are developed and implemented.

2 ‘Shrinkage’ refers to the loss of stock from a business. White-collar crime refers to 
the theft or embezzlement of money from a business. Analyse the proposition that: 
‘if employees were paid higher wages, then there would be no need to audit as there 
would be no need for anyone to steal from businesses’.

3 Research an auditing firm. The Count weblink in the Resources tab is a useful 
starting point. Determine the range of financial services the firm offers and present 
an advertisement for the business to the class.

4 Assess the effect of an economic downturn on a business’s financial management.

8.5.3 Financial statements
Introduction to financial statements
All business owners must be able to make judgements about the direction of the 
business at any given time. To help them achieve this, they need to prepare some 
financial statements — reports that summarise transactions over a period of time. 
The main accounting reports and financial statements are cash flow statements, 
income statements and balance sheets. Business owners, for example, will need to 
be aware of whether the cash flow through the business is sufficient to allow the 
business to pay its debts on time, whether or not the business is trading profitably, 
and the financial status of the business.

8.5.4 Cash flow statements
A cash flow statement is a financial statement that indicates the movement of cash 
receipts and cash payments resulting from transactions over a period of time. Cash 
flow statements are vital for the business to assess whether money inflows can 
match money outflows. The term ‘liquidity’ is often used to describe whether a 
business has a good or adequate cash flow. Figure 8.31 summarises the typical 
monetary inflows and outflows. A business is said to be liquid if it has the cash 
available to meet payments as they are due. Generally a business would prefer its 
sales to be in cash for precisely this reason — it has a need for cash to meet its own 
payments. Why do businesses allow credit sales when they prefer cash? This is 
because they need to match their desire for cash with the customer’s ability to pay. 
By allowing customers to purchase on credit, the business will obtain sales it might 
otherwise lose.

BizWORD
Financial statements are reports 
that summarise transactions over a 
period of time.

BizWORD
A cash flow statement is a 
financial statement that indicates the 
movement of cash receipts and cash 
payments resulting from transactions 
over a period of time.

Liquidity refers to the amount of cash 
a business has access to and how 
readily it can convert its assets into 
cash so that debt can be paid.

 Weblink: Australian Accounting 
Standards Board (AASB)

 Weblink: Count

Resources
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  8.5.5  Examine effective cash flow management 
 Cash fl ow statements are closely related to budgets, which are estimates of 
anticipated future cash fl ows. Cash fl ow statements, however, are broader than 
budgets because they are also used to summarise past information. Cash fl ow 
statements are vital for the information they give on the  timing  of payments and 
receipt of income. A business will keep information on cash movements because 
this will help it predict future cash fl ows and hence make provision for payments. 
A typical cash fl ow statement can be seen in  fi gure 8.32 .  

Cash sales

Payments
for stock

Payments for
expenses

(wages, insurance, etc.)

Payments for
non-operating expenses

Credit sales
when paid

Other income
(e.g. interest from investments,
non-operating income)

CASH OUTFLOWSCASH INFLOWS

   FIGURE 8.31  Cash fl ow items for a typical business 

Cash Flow Statement for Plant 1 (fi rst quarter, 2018)
January

$
February

$
March

$

Cash at beginning of year 15  500 26  000 1  119  500

Cash infl ows
Sales:
 retail
 public
 other manufacturers
  A
  B
  C

20  000
33  000

1  000  500
250  000

3  400  000

23  000
36  500

2  560  000
250  000

3  200  000

54  000
123  000

2  600  000
250  000

2  800  000

Total infl ows 4  703  500 6  069  500 5  827  000

Cash outfl ows
Raw materials
Service costs
Leases
 forklifts
 equipment
Wages
Other

3  650  000
23  000

11  000
125  000
850  000

34  000

3  760  000
23  000

11  000
125  000
990  000

67  000

4  720  000
23  000

11  000
125  000
980  000

61  000

Total outfl ows 4  693  000 4  976  000 5  920  000

Cash surplus/(defi cit) 10  500 1  093  500 (93  000)

Cash at end of year 26  000 1  119  500 1  026  500

FIGURE 8.32 Typical cash fl ow statement
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A study of the cash flow statement (see figure 8.32) of a manufacturer shows 
that this business made a cash surplus for two of its first three months of trading 
for the year the report was made. You can see that the business made a small sur-
plus in January and a large surplus in February. However, in March, this business 
experienced a cash deficit. It should be clear now why such statements are nec-
essary. A business can track its inflows and outflows over a period of time. It can 
then use these statements to determine why the inflows and outflows are taking 
the pattern they are. For example, in January, sales to manufacturer A were down 
on the usual $2.5 million average. This may have been due to the normal business 
lull in January. The surplus for February is quite high and an astute manager would 
have ensured that a portion of this surplus was put aside in case it was needed in 
future months. As it turned out, the materials costs for March were very high and 
sales to manufacturer C continued to fall.

The business can see that it needs to take some remedial action. In the short 
term, if these trends continue, the business could cover cash deficits with the large 
surplus it made in February. It would not, however, want the pattern of deficits to 
continue, so managers need to make some decisions. For example, they might ask 
where they can obtain a regular supply of cheaper raw materials. They could also 
look at diversifying their sales base.

By using cash flow statements in this way, a business is able to both control 
finances and plan strategies for financial benefit. Cash flow reporting can be used 
to plan and predict future cash flow inflows. Outflows tend to follow trends, with 
some variations over time.

Cash flow statements for larger businesses
While the cash flow statements previously shown are very detailed, they are more 
suited to small to medium-sized businesses. The format of cash flow statements 
used by large businesses and public companies is shown in figure 8.33.

Reflections Images Ltd  
Cash Flow Statement for the year ended 30 June 2018

$000

Cash flows from operating activities
 Sales
 Payments for stock
 Wages and salaries
Net cash flow from operating activities

600
(200)
(150)
250

Cash flows from investing activities
 Sales of non-current assets
 Purchase of non-current fixed assets
Net cash flow from investing activities

500
(200)
300

Cash flows from financing activities
 New borrowing and currently raised debt
 Changes in share capital
Net cash flows from financing activities

0
100
100

Net cash increase/(decrease) from all activities 650

Opening cash balance (340)

Closing cash balance 310

FIGURE 8.33 The format of cash flow statements for large businesses and public companies

It can be seen from figure 8.33 that there are various classifications of cash 
that derived from operating, investing and financing activities. These terms are 
 distinguished below:
• Cash from operating activities — these are the cash inflows and outflows relating 

to the main activity of the business; that is, the provision of goods and services.
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• Cash from investing activities — these are the cash flows related to the purchase 
and sale of non-current assets and investments.

• Cash from financing activities — these are cash flows related to the acquisition 
and repayment of both debt and equity finance.

Case study: SME and cash flow

One of the biggest causes of failure among small businesses is running out of cash. 
Xero launched its Small Business Insights research in 2017, which was based on 
data from over 500 000 small businesses. Their research found that in recent years 
in any given month, about half of Australian small businesses are cash flow negative, 
with more money going out the door than coming in. In fact, in June 2017, only 
50.7 per cent of small businesses had a positive cash flow.

Their research also demonstrated that the percentage of businesses operating 
in the red is tied to how quickly they get paid by their customers. Late payments 
have continued to impact small businesses, who are currently waiting an average of 
44.9 days for payment.

Almost a quarter of small businesses that don’t insist on upfront payments have 
to wait more than a month to be paid, despite the fact they offer 30-day credit 
terms. This can be hugely disruptive to cash flow. Many small business owners 
have revealed that they spend on average 12 days a year chasing unpaid invoices. 
Research has also found that 27 per cent of small businesses that don’t insist on 
upfront payments have been forced to take out loans or use credit to pay for their 
own expenses such as wages, rent or other outstanding bills.

Fed up with late payments, John Franji and Anthony Daoud who own Flowrite 
Plumbing decided to dump 30-day payment terms and replace it with 14 days. This 
has assisted them in managing their cash flow. Since their own suppliers offer them 
30 days credit, they are able to purchase the materials they need to complete a job 
on credit and, by giving their customers only 14 days credit, they usually don’t need 
to use any of their own money to make their repayments. Reducing the payment 
terms has resulted in an improvement in debtor collections; however, around 
50 per cent of their invoices still exceed those terms at any one time and need 
chasing. Some of their customers pay their debts on average 45 days late. ‘Cash 
flow and collecting payments is vital for us. If debt starts to build up, it can start to 
snowball and cause problems. We communicate our payment terms up front and 
chase payments as soon as they are overdue. Throughout the process, we aim to be 
friendly and helpful as we want the customer to continue with us. We’ve found that in 
our industry, it’s pretty standard to be chasing late invoices. This is one of the biggest 
burdens on our business and takes up a lot of our time.’

Chasing late payments is time-consuming and frustrating, and has become a 
major issue for many small businesses, which affects their cash flow. The Small 
Business Ombudsman, Kate Carnell, revealed that the number one problem small 
businesses tell her about is the negative impact late payments have on cash flow. 
As a result, she conducted an inquiry and in 2017 she released the findings of her 
Inquiry into Payment Times and Practices in Australia. The inquiry found that almost 
half of all the small businesses surveyed were owed more than $20 000 from late 
payments and 14 per cent had more than $100 000 owing. Approximately one in two 
small businesses reported more than 40 per cent of their invoices were paid late in 
the 2016–17 financial year, which had a big impact on their cash flow.

SNAPSHOT QUESTIONS
1. Identify the percentage of businesses that are cash flow negative in any given 

month.
2. Outline the main factor that contributes to this negative cash flow.
3. How do John Franji and Anthony Daoud manage their cash flow?
4. Explain how late payments affect small businesses.

SNAPSHOT

❛ . . . about half of 
Australian small 
businesses are cash 
flow negative . . . ❜
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SUMMARY
• There are three main financial statements created by accounting processes: the 

cash flow statement, the income statement (also called revenue statement, profit 
and loss (P&L) statement or statement of financial performance), and the balance 
sheet (or statement of financial position).

• A cash flow statement shows the movement of cash receipts (inflows) and cash 
payments (outflows) over a period of time.

• Liquidity is used to describe whether a business has a good or adequate cash flow.
• Cash flow reports are vital for the information they give on the timing of payments 

and receipts of income.
• Cash flow statements are divided into three categories: cash flows from operating 

activities, those from investing activities and those from financing activities.

EXERCISE 8.9 REVISION
1 Outline what a cash flow statement is used for.

2 Define the term ‘liquidity’.

3 Why do businesses allow credit sales when they prefer cash?

4 Explain the effect (short-term and long-term) of a bank loan on a business’s cash flows.

5 Classify each of the following items as either a cash inflow or cash outflow, stating 
your reason for each item.
(a) Credit sales (b) Purchases of stock (c) Payments of wages
(d) Tax on income earned (e) Sales returned (f) Debtor payments
(g) Creditor payments

6 Why might a retailer have a variable cash inflow depending on the time of year?

7 How can a cash flow statement be used to give a detailed insight into the financial 
situation facing a business?

8 Distinguish between the following cash flow items: those arising from operations, 
those arising from financing, and those arising from investing activities.

9 Juanita owns a craft shop. During July the business sold $8200 of craft goods and 
received $200 in bank interest. She paid her sales assistant a monthly wage of 
$1350. During this month, the business spent $2800 on craft equipment, $350 on 
rent, $750 on insurance and $150 on electricity.
(a) Construct a cash flow statement for the month of July for Juanita’s business.
(b) Calculate the business’s closing cash balance for July if the opening cash balance 

was $3500.

10 Given the following information for June 2018, construct a cash flow statement for 
Play Safe Pty Ltd.
• Closing cash balance end of May: $19 300
• Monthly wages: $3300
• Weekly sales: $2200
• Weekly rent: $650
• Proceeds from sale of equipment: $8700
• Monthly interest received: $50
• Fortnightly loan repayment: $950
• Dividends paid: $23 000
• Proceeds from issue of shares: $8900

11 The table below shows an extract from a cash flow statement for a business. The 
opening balance for January is $4000.

(a) Calculate the opening cash balance for April.
(b) Identify the month in which the business started with a negative cash balance.

Jan Feb March April May June

Cash in ($) 5000 4000 2000 3000 3000 5000

Cash out ($) 2000 3000 6000 5000 6000 4000
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EXERCISE 8.9 EXTENSION
1 Cash is often referred to as the ‘life-blood’ of any business. Analyse the effects on 

a business of carrying too little cash, and outline the problems that could arise if a 
business carries too much cash.

2 Creditors, or accounts payable, are liabilities owed by the business that are due 
and payable. Debtors, or accounts receivable, are monies owed to the business by 
customers. Assess how delays in the receipt and payment of cash can have a large 
effect on a business’s cash flow.

3 Research the terms ‘liquidity’ and ‘profitability’. Distinguish between these 
terms and explain how sometimes a business will seek greater liquidity for lower 
profitability (Hint: You might like to consider factoring, sale and leaseback, and 
inventory controls).

8.5.6 Income statement
The income statement has also been called the statement of financial performance. 
This alternative title makes the intent and the content of the statement clear. It has 
had other names including revenue statement, and profit and loss (P&L) statement.

The income statement is a summary of the income earned and the expenses 
incurred over a period of trading. It helps users of information see exactly how 
much money has come into the business as revenue, how much has gone out as 
expenditure and how much has been derived as profit.

As outlined in chapter 1, profit refers to money earned by a business in the 
course of operating that is in excess of costs; that is, money left after expenses are 
covered. Mathematically, it is simply the income (or revenue) from all sources less 
all costs (or expenses).

BizWORD
The income statement, 
or statement of financial 
performance, is a summary of the 
income earned and the expenses 
incurred over a period of trading. It 
helps users of information see exactly 
how much money has come into the 
business as revenue, how much has 
gone out as expenditure and how 
much has been derived as profit.

Income statement for year ended 30 June 2018
$

Revenue from sales
Less cost of goods sold (COGS)

2  000  000
1  000  000

Gross profit
Less expenses

1  000  000
500  000

Net profit 500  000

BizFACT
Good record keeping is essential in 
order for business owners to be able 
to complete their financial statements 
and meet their tax obligations. 
Businesses who do not keep accurate 
records will face significant penalties.

FIGURE 8.34 Typical income statement (or statement of financial performance) format 
(simple)

Figure 8.34 is a simple income statement that enables you to see the general 
format. There are several important features to note. First, the statement must have 
a heading that states the period of time over which the business was operating for 
the purposes of the statement. Usually this is one year, but it may be half yearly, 
quarterly, or even every month or six weeks.

Second, there are only five main categories of items:
1. revenue or income
2. cost of goods sold (COGS)
3. gross profit
4. expenses
5. net profit.

Third, the income earned (or revenue) is always stated at the top of the report. 
If the business had absolutely no expenses then this would be the profit figure. 
This is not realistic. In truth, the business would have had costs that arose from 
selling. So, we then deduct the expenses that occurred while the income was 
being earned.

BizFACT
Occasionally a business will 
receive money from non-trading 
sources. Such income is termed 
 ‘non-operating’ income and includes 
money from investments that provide 
a return whether or not the business 
trades.
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This is done in three steps:
1. Calculate the total revenue or operating income.
2. Calculate cost of goods sold (COGS) and calculate the gross profit.
3. Itemise all other expenses (which may be classified into administrative, selling 

and financial expenses).
4. Calculate net profit.

Step 1. Calculate operating income/revenue
Revenue generally means income from sales. Net sales refers to the amount of 
revenue a business has earned from sales when the effects of sales returns are 
deducted.

Sometimes the business will offer discounts to customers who pay outstanding 
amounts quickly. Such discounts reduce the business income and must be deducted 
from the calculation of profits. Similarly, when customers return goods, the cost of 
those goods must be deducted from sales figures. This is the way to work out net 
sales in the revenue statement:

Step 2. Calculate cost of goods sold (COGS) and gross profit
Gross profit is the term given to the revenue less cost of goods sold (COGS) or, 
mathematically:

The gross profit calculation is important as, essentially, it tells the business how 
much its mark-up is on the cost price of the goods it has sold. This varies some-
what from business to business but is generally between 50 and 100 per cent. If 
the mark-up was enormous (say 800 or 1000 per cent), then it would attract other 
businesses to compete in the market.

The cost of goods sold is an expense to the business. However, it is not grouped 
with other expenses. This is because the mark-up (or ‘contribution margin’) on 
the cost of goods sold determines the level of overall income. In a service-based 
business, there is no stock and therefore no mark-up. Therefore, income and gross 
profit are the same. Cost of goods sold affects only businesses that on-sell items 
they have purchased.

The calculation for COGS is determined as shown below:

Opening stock is the value of stock (or inventory) that the business has at the 
start of the financial year. Closing stock is the value of stock on hand at the end of 
the financial year. Here is an example showing how COGS is calculated:

BizWORD
Gross profit is the term given to 
the revenue less cost of goods sold 
(COGS).

The cost of goods sold (COGS) is 
the value of stock that a business has 
sold to its customers.

BizWORD
Opening stock is the value of stock 
(or inventory) that the business has at 
the start of the financial year.

Closing stock is the value of stock 
on hand at the end of the financial 
year.

Gross profit = Revenue − COGS

COGS = Opening stock + Purchases − Closing stock

  $

Sales 100 000

Less discounts allowed to customers 2 000

Less returns of sold items 3 000

Net sales 95 000
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Step 3. Itemise and calculate the total expenses
Expenses are simply costs. Specifically, expenses are the costs incurred in the 
process of acquiring or manufacturing a product or service to sell, and the costs 
(direct and indirect) associated with managing all aspects of the sales of that good 
or service. Expenses must always be subtracted from income to work out net 
profit. Although not always shown, it is very useful to separate the expenses by 
type because this helps users of the financial information to target problem areas 
quickly. In this part of the statement, all the expenses that do not form part of the 
cost of goods are listed.

The expenses are broken down specifically into three types. These are shown in 
figure 8.35.

Net profit = Gross profit − Expenses

BizWORD
Expenses are simply costs. 
Specifically, expenses are the costs 
incurred in the process of acquiring 
or manufacturing a good or service to 
sell and the costs (direct and indirect) 
associated with managing all aspects 
of the sales of that good or service.

$

Opening stock (stock at start of period) 2500

Purchases (during the period) 10 250

Closing stock (stock at end of period) 3400

COGS = Opening stock ($2500) + Purchases ($10 250) − Closing stock ($3400)

= $12 750 − $3400

= $9350

Expenses
Selling Administrative  Financial

•  Commission
•  Salaries
•  Wages
•  Advertising
•  Delivery expenses

•  Stationery
• Electricity
•  Office salaries
•  Rent
•  Rates
•  Telephone
•  Depreciation on buildings
•  Audit fees
•  Accountant’s fees
•  Insurance payments

•  Interest payments
•  Lease payments
•  Dividends

Selling expenses:       These relate to the process of selling the good or service 
and can be directly traced to the need for sales.

Administration expenses:  Costs directly related to the general running of the business.
Finance expenses:         Costs associated with borrowing money from outside 

people or organisations and to minimising business risk.

FIGURE 8.35 Income statement (or statement of financial performance) expense breakdown 
by type

Step 4. Calculate the net profit
The final step in the completion of the income statement is to determine the net 
profit. Net profit is the amount remaining when operating and non-operating 
expenses are deducted from gross profit.

Net profit is shown mathematically as:

BizWORD
Net profit is the difference between 
the gross profit and operating and 
non-operating expenses.

If all this information is combined, we can draw a much more realistic income 
statement (see figure 8.36).
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The income statement is always the first one to be compiled at the end of 
the accounting period. This is because the figures from it are used in the next 
 statement — the balance sheet (or the statement of financial position).

When compiling the income statement, the manager should be mindful of sev-
eral things — the proportion of gross and net profit to sales and also the level of 
expenses that accrue to selling, administration and finance. Because the reports 
collect and summarise a large amount of information, they also provide insight into 
how the business is both earning and spending. This insight is extremely valuable, 
especially when analysing the statements at the end of the accounting or operating 
period. The manager would also be aware that the ‘bottom line’, or net profit, 
figure, provides more important information than gross profit, which is really only 
a measure of the mark-up or contribution margin.

BizFACT
The word ‘net’ means all expenses 
have been deducted.

U Win Pty Ltd income statement for year ended 30 June 2018

$ $ $

Sales
Less COGS

5  000  000
3  200  000

Gross profit 1  800  000

Less expenses
Selling expenses
 advertising
 sales salaries
 depreciation on cars
 delivery
 telephone

200  000
300  000

10  000
3000
9000 522  000

Administration expenses
 office salaries
 depreciation on fixtures
 stationery
 security
 rent
 insurances

400  000
5500
1500

12  000
62  500

3500 485  000

Financial expenses
 interest
 insurances
 leases

125  000
6 000
6000 137  000 1  144  000

Net profit 656  000

FIGURE 8.36 Typical income statement (or statement of financial performance) format 
(complex)

SUMMARY
• The income statement is a summary of the income earned and the expenses 

incurred over a trading period.
• The main classification of items in the income statement are revenues, cost of 

goods sold (COGS) and expenses.
• Gross profit = Revenue − Cost of goods sold (COGS)
• COGS = Opening stock + Purchases − Closing stock
• Expenses are simply costs and can be broken down into selling, administrative 

or financial.
• Net profit = Gross profit − Expenses
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EXERCISE 8.10 REVISION
1 Identify the different names given to the income statement.

2 Define each of the following terms and, where relevant, write down the 
mathematical equation that would help in calculating the figure.
• Sales
• Cost of goods sold
• Gross profit
• Net profit

3 Calculate the cost of goods sold (COGS), given the following information:

4 Using the figures from question 3, calculate gross profit.

5 Using your workings from questions 3 and 4, calculate the value of net profit (or 
loss) if expenses for the period totalled $80 000.

6 Anita Toparis owns and operates Petal’s Florist. Last year Anita had a sales revenue 
of $285 000. Her cost of goods sold totalled $115 000. Her operating expenses were: 
electricity $5000, advertising $11 000, interest charges $5000, salaries $62 000 and 
rent $25 000. Construct an income statement (statement of financial performance) 
for Anita and tell her whether she has made a net profit.

7 Distinguish between selling, administrative and financial expenses, giving examples 
for each.

8 Explain how an income statement can provide useful information to a business and 
its stakeholders.

9 Refer to the income statement below and answer the questions that follow.

Income statement for Bella Wedding Accessories 
for the period ending 30 June 2018

$

Sales 700 000

Stock (opening) 100 000

Purchases of stock 400 000

Closing stock   50 000

Sales

Less cost of goods sold 
 Opening stock
 Purchases
 Closing stock
Cost of goods sold

Gross profit

Less expenses
Selling expenses:
 Advertising
 Cartage
Administrative expenses:
 Rent
Financial expenses:
 Insurance
 Bad debts

Net profit

$

40 000
 ?

15 000

35 000
8 400

    ?

7 000
2 500

$
550 000

95 000

?

75 900

?
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(a) Calculate the value of purchases for this period.
(b) Calculate the value of the gross profit for this period.
(c) Calculate the value of rent for this period.
(d) Calculate the value of the net profit for this period.
(e) If the expenses increased by $10 000, outline the impact this would have on both 

the gross and net profit.
(f) Identify an alternative administrative expense for this business.

EXERCISE 8.10 EXTENSION
1 Research each of the following items that can be found in an income statement, 

define each, and determine where it would be found (under revenue, cost of goods 
sold, or expenses).
(a) Cartage inwards
(b) Cartage outwards/freight
(c) Commissions
(d) Bad debts
(e) Depreciation
(f) Interest
(g) Security

2 Use the information below to construct an income statement (statement of financial 
performance) for Sathya’s Skatehouse:

8.5.7 Balance sheets
The balance sheet, sometimes called the statement of financial position, is used to 
help owners keep a watch on their debt and equity levels, compare their overall 
financial position with that of previous periods, and assist with the process of 
financial decision making. It is a report that shows the overall financial stability of 
the business. A typical balance sheet is shown in figure 8.37.

There are several things to note about the balance sheet. First, its heading 
denotes that it is a snapshot of the business’s financial position as at a particular 
point in time. Second, if a line is drawn between the two columns of figures, the 
sum of items on the left-hand side ‘assets’ is equal to, or balances, the sum of items 
on the right-hand side (liabilities and owner’s equity). This format for a balance 
sheet is called the ‘T-format’ because we can draw a line down the middle and 
separate the report into two halves by using the letter T. An alternative format, the 
narrative format, is explored in Year 12.

Balance sheet items
You will notice that the balance sheet is divided into two parts as shown in figure 8.37. 
On the left-hand side are recorded the assets — the things the business owns. On 
the right-hand side are recorded the liabilities and owner’s equity — the sources of 
funds.

BizWORD
A balance sheet represents a 
business’s assets and liabilities at a 
particular point in time, expressed in 
money terms, and represents the net 
worth of the business.

 $  $

Revenue from cash sales 500 000 Closing stock 20 000

Purchases for the period 50 000 Telephone 15 000

Salesperson’s wages 80 000 Rates 3500

Insurance 2000 Revenue from credit sales 50 000

Opening stock 100 000 Depreciation 4 000

Rent 20 000 Electricity 2100

Advertising costs 10 000 Water 3500

Interest costs 2500 Lease costs (machinery) 5500

UNCORRECTED P
AGE P

ROOFS



Management process • CHAPTER 8  249

c08ManagementProcess.indd Page 249 17/05/18  5:47 PM

Balance sheet for Real Quest P/L as at 30 June 2018

Assets
Current assets
Cash
Accounts receivable
Prepaid expenses
Stock

$
4000
6000
6000

10  000

Liabilities
Current liabilities
Accounts payable
Bank overdraft
Credit cards
Accrued expenses

$
550

1200
6 200

550

Total current assets 26  000 Total current liabilities 8500

Non-current assets
Land and buildings
Fixtures and fittings
Intangibles

50  000
10  000
44  000

Non-current liabilities
Mortgage 65  000

Total non-current 
assets

104  000 Total liabilities 73  500

Owner’s equity
Owner’s capital
Retained profits

35  000
21  500

Total owner’s equity 56  500

Total assets 130  000 Total liabilities and owner’s equity 130  000

Note format of the heading.

Assets 
are on the 
left. These 
are items 
of value 
owned 
by the 
business.

Liabilities 
are on the 
right (owed 
to outside 
parties).

Owner’s 
equity is 
on the right 
(owed to the 
owners — 
also called 
net worth).

This side 
represents 
the business’s 
sources of 
funds; i.e. 
where they 
got the 
money from.

FIGURE 8.37 Typical balance sheet (or statement of financial position) showing division into main parts

Assets
Assets are items of value owned by the business that can be given a monetary 
value. Assets can be divided into several different types: current and non-current, 
tangible and intangible.

Current assets are assets that a business can expect to use up, or turn over, within 
12 months. Examples include cash, accounts receivable (also called debtors) and 
inventories (stock).

Non-current assets are those assets that have an expected life of longer than 
12 months. These include large physical items such as buildings, land, machinery, 
technology, vehicles, furniture, fixtures and fittings.

Intangible items are also included here. Intangible items are things of worth that 
have no physical substance. Examples include goodwill, trademarks, designs, copy-
right and patents. A good name or reputation (‘goodwill’) or an easily identifiable 
logo obviously has worth — but how do you value in dollar terms something like 
good product design, a creative staff or reputation? Nevertheless, intangible assets 
are a resource that the firm owns and must be recorded in the accounts.

Liabilities
Liabilities are items of debt owed to outside parties and/or other organisations (like 
suppliers or the banks) and include loans, accounts due to be paid by the business, 
mortgages, credit card debt and accumulated expenses. The business will divide 
the liabilities into current and non-current items.

Current liabilities are those in which the debt is expected to be repaid in the short 
term (12 months or less) and include bank overdrafts, credit card debts, accounts 
payable (also called creditors) and accrued expenses.

Non-current liabilities are long-term debt items such as mortgages, leases, deben-
tures and retirement benefit funds (money owed to employees upon their retire-
ment from the business). Some of these non-current liabilities can last up to 
30 years.

BizWORD
Assets are items of value owned 
by the business that can be given a 
monetary value.

BizWORD
Liabilities are items of debt owed to 
other organisations (e.g. suppliers, 
banks) and include loans, accounts to 
be paid by the business, mortgages, 
credit card debt and accumulated 
expenses.

BizFACT
Intangible assets, such as goodwill, 
are very hard to value in dollar 
terms. After ASIC reviewed Nine 
Entertainment Corp’s 2016 full-year 
financial report, they raised concerns 
regarding the value of goodwill relating 
to the Nine Network. In response, 
Nine reviewed the value of their assets 
and reduced the value of goodwill 
from $422 million to $162 million 
in 2017.
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Owner’s equity
The owners give a business money for it to acquire resources and begin operating. 
This money is called owner’s equity (capital). As the business operates, it should 
start to earn an income to cover its costs and then later earn a profit. The business 
can hold or retain these profits to target money for a particular project or it may 
put money into ‘reserves’ for distribution later. The business could also choose to 
repay the owners who invested their money in the business at the outset.

Over time, a successful business will have its owner’s equity amount increase in 
value. This means that the owner’s claim on the business will also increase. This 
is the owner’s reward for risking their money — and is also the reason for people 
investing in the stockmarket long term.

BizWORD
Owner’s equity is the funds 
contributed by the owner(s) to 
establish and build the business. It is 
also called ‘capital’.

A = L + OE

Assets = Liabilities + Owner’s equity

FIGURE 8.38 The proportion of liabilities (debt) compared to equity is referred to as gearing. 
Gearing measures the relationship between debt and equity. A business that has more 
debt than equity is said to be highly geared. The higher the gearing, the greater the risk the 
business has of not being able to meet its long-term financial commitments.

You will immediately see that the balance sheet is set out in a way that mirrors 
the accounting equation, with assets on the left, and liabilities and owner’s equity 
on the right.

The balance sheet equation
The balance sheet is called the balance sheet for a good reason — it should always 
balance. This means that the sum of items on the left-hand side (the assets) must 
total the sum of items on the right-hand side (liabilities and owner’s equity). This is 
summarised in the balance sheet equation below.

UNCORRECTED P
AGE P

ROOFS



Management process • CHAPTER 8  251

c08ManagementProcess.indd Page 251 17/05/18  5:47 PM

Example 1

Assets
Liabilities
Owner’s equity
Since

$

145 000
110 000

?

A = L + OE then we can say $145 000 + $110 000 + OE.
Therefore owner’s equity must be $35 000.

Example 2

Accounts receivable
Cash at bank
Mortgage
Capital
Accounts payable
Visa Card debt
Land and buildings

   $
   12 000
   65 000
  250 000
  230 000
    3000
     6500
     ?

Step 1: Identify all assets, liabilities and owner’s equity items and group them as shown 
(into the format of the balance sheet).

Assets
A/cs Rec.
Cash

$
12 000
65 000

Liabilities
A/cs Pay.
Visa Card debt

$
3000
6500

Land and buildings ? Mortgage 250 000

77 000 259 500
    $

Owner’s equity
Capital

 
230 000

Step 2: Apply the equation and find the unknown quantity.

A = L + OE
$77 000 + ? = $259 500 + $230 000
$77 000 + ? = $489 500

? = $489 500 − $77 000 = $412 500 (value of land and buildings)

By applying the equation we can find the missing item. In general, whenever 
you see a balance sheet, it is wise to quickly do this equation to satisfy yourself that 
it is correctly drawn.

SUMMARY
• The balance sheet shows the overall financial stability of the business.
• The main items in the balance sheet are assets, liabilities and owners’ equity.
• Assets are items of value to the business and can be either current or non-current.
• Liabilities are debts or business borrowing and can be either current or  non-

current.
• Owner’s equity items refers to the owners’ claims and is considered a liability 

from the point of view of the business.
• The balance sheet should always balance.
• This means the assets must equal the liabilities.
• The balance sheet equation is: Assets = Liabilities + Owner’s equity or A = L + OE.

EXERCISE 8.11 REVISION
1 Identify the alternative title used for a balance sheet.

2 Outline the purposes of a balance sheet.

 Weblink: Balance sheet

Resources
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3 Identify what is meant by the term ‘T-format’ used to describe the balance sheet.

4 Account for the fact that the balance sheet is called a ‘balance’ sheet with reference 
to both sides of the statement.

5 Define, with examples, what is meant by the term ‘assets’.

6 Distinguish between current and non-current assets, with examples of each.

7 Outline the intangible items of a balance sheet.

8 State what liabilities are, and distinguish between those that are current and those 
that are non-current.

9 Explain how the business owes owners both their investment and also a return for 
their investment.

10 The balance sheet below as at 30 September has been badly prepared. Construct 
the balance sheet correctly.

Balance sheet as at 30 september

11 Calculate the missing figure for each of the following:
(a) Assets = $245 000, Liabilities = $43 000, Owner’s equity = ?
(b) Assets = $342 000, Owner’s equity = $152 000, Liabilities = ?
(c) Assets = ?, Liabilities = $63 000, Owner’s equity = $212 500

12 Using the following balance sheet, calculate the value of the mortgage.

13 Calculate the total value of assets, owner’s equity and liabilities from the balance 
sheet in question 12.

14 If retained profits and owner’s capital totalled $23 000, instead of $35 000, calculate 
the new value of the mortgage.

15 An artist, Candice Wahler, has asked you to help her construct a balance sheet.
(a) Briefly explain to her how a balance sheet is set out.
(b) Construct a balance sheet for her as at today’s date from the following information: 

cash at bank $1500, motor vehicle $10 000, accounts payable $6000, equipment 
$8200, accounts receivable $3000, bank loan $13 500 and stock $3000.

Assets $ $ Liabilities $ $

Bank 3400 Motor vehicles 30 000

Creditors 2500 Debtors 2 000

Capital 46 000 Stock of 
materials

1 600 33 600

Loan 10 000 Owner’s equity

Equipment 23 000

+ Drawings 4 000

27 000

− Net profit 5 500 21 500

61 900 55 100

Balance sheet for Muggers Cups P/L as at 30 June 2018

Assets Liabilities
Current assets $ Current liabilities $
Cash at bank 7000 Creditors* 1250
Debtors* 3400 Bank overdraft 2200
Stock 11 000 Credit cards 4 800
Non-current assets Non-current liabilities
Land and buildings 150 000 Mortgage ?
Fixtures and fittings 12 300

Owner’s equity
Owner’s capital 35 000

*Note: Debtors are accounts receivable; creditors are accounts payable.
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16 Answer the following questions based on the balance sheet below.

(a) Calculate the value of the stock (a).
(b) Identify what another name for stock is.
(c) Identify what another name for creditors is.
(d) Calculate the value of the building (d).
(e) Calculate the value of the bank loan (e).
(f) Calculate the value of total liabilities.
(g) If this business decided to pay back $1000 to their creditors, identify the two 

items on the balance sheet that would be affected.

EXERCISE 8.11 EXTENSION
1 Determine why increases in business wealth add to the owner’s equity amount and 

thereby increase the wealth of those investing in business.

2 Account for the fact that the income statement will always be drawn up before the 
balance sheet.

3 Intangibles are subjectively valued, whereas tangible assets are more easily 
objectively valued. Extrapolate why the value of intangibles — such as goodwill, 
trademarks, designs, copyright and patents — are very hard to value, while the value 
of buildings and vehicles can be easier to determine.

4 In accounting, the true value of assets — such as buildings and land (which may 
be revalued upwards), vehicles (which may be valued downwards) and goodwill — 
is reflected in accounts as ‘depreciation’, ‘amortisation’ or ‘revaluation reserves’. 
Research these terms and analyse how they are used to find a truer picture of the 
value of a business’s assets.

5 Goodwill is sometimes determined by the following two methods:
• method 1 — the difference between the total value of a business’s assets and the 

selling price of the business
• method 2 — a proportion (e.g. 20 per cent) of the average of the past three years’ 

trading profits.

Application of method 1

A business is offered for sale for $250 000, but the valuation of the assets and stock 
at cost is $200 000. Thus, the goodwill is $50 000. This reflects the good trading 
reputation of the business, the stable client base and stable supplier contracts.

Application of method 2

A business records the following profits in the years 2015–2017. Calculate its 
goodwill if goodwill is set at 40 per cent of the average three-year trading profits.

Goodwill = ($45 000 + $65 000 + $50 000) × 0.40 = $160 000 × 0.40 = $64 000

2015 2016 2017

Net profit $45 000 $65 000 $50 000

Balance sheet for Michael’s Café as at 30 June 2018

ASSETS $ $ LIABILITIES $ $
Current assets Current liabilities
Cash in bank 5600 Overdraft 3200
Debtors 3300 Creditors 4600
Stock (a)  15 000

Non-current liabilities
Bank loan (e)

Non-current assets
Building (d) OWNER’S EQUITY
Equipment 17 000 Capital 61 550
Furniture 13 500 130 600 Retained profits 10 000
Total Total
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Use the information below to determine the value of goodwill in the various 
scenarios provided:
(a) Ben’s Bowling is a business that is up for sale. The selling price is $150 000. The 

value of the assets totals $120 000.
(b) Leon’s Laser Toys has recorded annual profits for the last three years averaging 

$100 000. The goodwill calculation rate to apply is 33 per cent.
(c) Tina’s Video and Film Corporation has assets worth $40 000 in total. Profits 

are $3000 annually on average, but she has put the business up for sale at 
$200 000. What should the goodwill be, assuming a goodwill calculation of 
30 per cent of average profits over three years? What goodwill is Tina asking? 
Analyse the problems this raises for the valuation of intangible assets.

6 When a Qantas airline skidded off the end of the runway in Singapore, its perfect 
safety record was tarnished. No longer could it claim to be the ‘world’s safest airline’. 
Predict the effect this incident could have had on Qantas’s goodwill.

8.5.8 The role of the income statement and 
the balance sheet in describing the financial 
performance of a business
The income statement helps business owners and other stakeholders see exactly 
how much money has come into the business as revenue, how much has gone out 
as expenditure and how much has been derived as profit.

Analysis of the income statement can also reveal the effectiveness of a business’s 
planning policies concerning pricing, sales, discounts and the valuation of stock, as 
well as how effective the funds contributed by the owners have been in generating 
profit.

The balance sheet shows the financial stability of a business. Analysis of the bal-
ance sheet can indicate whether: 
• the business has enough assets to cover debts
• any money borrowed can be repaid
• the assets of the business are being used to maximise profits
• the owners of the business are making a good return on their investment.

The balance sheet can also reveal the return on the owners’ investment, the busi-
ness’s ability to meet both its short-term and long-term financial commitments, 
whether the business has sufficient assets to continue to make profits in the longer 
term and how the year’s figures compare with previous years, as well as those of 
competitors.

8.6 Human resources
Employees can make or break a business, so the management of staff has to be top 
priority for every business owner. Human resource management (HRM), in its 
simplest terms, is defined as the effective management of the formal relationship 
between the employer and the employees.

Successful business owners recognise that they rely on the quality of their 
employees to achieve their goals of improved profit, growth and increased market 
share. For a business to make best use of its employees, it should:
• take care to hire the best people
• develop cooperative and effective working relationships
• motivate staff to do their best in the workplace
• provide employees with opportunities for training and development.

Also, when an employee turns out to be an excellent worker, retaining that 
employee may be crucial to ongoing business success. Without dedicated, trained 
and motivated employees, the best organised plans will never be achieved. The 
human factor is crucial in all businesses.

BizWORD
Human resource management 
(HRM), in its simplest terms, is 
defined as the effective management 
of the formal relationship between the 
employer and the employees.
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Most businesses that are successful in the long term maintain a balance between 
concern for success (expansion or profit) and regard for their employees. Better 
work and employment relationships, therefore, begin with the business recruiting 
and selecting appropriate staff members (see the following Snapshot).

FIGURE 8.39 Atlassian has been 
named the ‘Best Place to Work’ in 
Australia by Business Review Weekly 
(BRW) for five years in a row. The 
company adopts a collaborative 
approach to management and gives 
employees the autonomy and freedom 
to take some chances and innovate. 
Some of the perks include a fully-
stocked kitchen with beer taps, a pool 
room, a gamers’ lounge and a ping 
pong table. They also offer free yoga, 
Pilates and boot camp. Although 
Atlassian doesn’t provide monetary 
bonuses, it gives employees a free 
holiday for their five-year anniversary.

Case study: PwC — Australia’s Top Company to work for

A radical change to this company’s notoriously draconian office rules 
transformed it into our most popular employer

Meditation rooms, flexible hours and casual clothing: it’s all part of working for a big 
corporation in 2017.

Even Australia’s most conservative employers are taking their cue from the tech 
industry by throwing out the old rule book for workplace decorum, allowing staff to 
come and go as they please, and wear what they want.

It’s how professional service giant PricewaterhouseCoopers — which until recently 
was known for its draconian dress code — came to be ranked number one on 
LinkedIn’s Top Companies list, released on Wednesday.

The global firm made headlines last year when it sent a London staffer home 
without pay for not wearing heels to work.

Its former, admittedly ‘outdated’ workplace apparel rules demanded that male 
employees wear suits, ties and business socks, while women had to don ‘tailored’ 
trousers or dresses and “business-style shoes or boots”.

These days, staff are free to dress in whatever way makes them feel ‘comfortable 
and confident’ for the day’s activities, with jeans and sneakers a perfectly acceptable 
choice for a day at the office — and it’s upped their appeal to job seekers.

At the company’s new waterfront HQ at Barangaroo in Sydney, there are plenty of 
suits and ties on display when news.com.au visits.

But there are signs of a workwear revolution in the breakout meeting spaces 
that can be found throughout the airy, light-filled office, especially among younger 
employees.

Sneakers, ripped jeans and edgy haircuts take their place alongside more 
conservative attire, with those staff members hosting client meetings more likely to 
dress up.

Sue Horlin, PwC’s managing partner for human capital, said the new clothing rules 
were a powerful symbol of the firm’s culture.

‘We hire super smart people to do really hard jobs, and I don't think they need an 
organisation to tell them what to wear every day,’ Ms Horlin told news.com.au.

SNAPSHOT

❛ . . . small perks … all 
add up to create strong 
employer brand . . . ❜
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‘It’s not a dress up or down policy; it’s just ‘get up in the morning and think about 
what you’re doing that day and dress so you feel comfortable and confident’.’

The new rules came into effect a year ago, and the company has transitioned its 
east coast employees into updated offices in the same time frame.

Walking around the building, it feels more like a trendy hotel than a bean counter’s 
haven.

A smartly-dressed man with a full beard stands at the front desk, against the 
backdrop of a green-planted feature wall.

Staff arriving for the day tap on touch screens to discover which space their team 
members have decided to work from — assigned desks being a thing of the past, of 
course.

Baristas hand out free coffee and there’s an open window looking into the kitchen 
of the in-house restaurant.

Treadmill meetings, ping pong tables and ‘activity based working’ have been 
introduced in a bid to foster creativity.

‘We wanted to make it a fun, energising open place to work and create an 
environment to let people show up and work how they want to,’ Ms Horlin said.

There’s a library where mobile phones and talking are banned, for those who wish 
to eliminate distractions, while vast open-plan collaboration floors are littered with 
whiteboards and movable dividers set up as makeshift meeting rooms.

It’s an approach that draws inspiration from the tech companies that make up part 
of the firm’s clientele — and aims to lure talent that might otherwise go to work for 
Apple, Google or one of the big banks.

Small perks add up
Employees at PwC enjoy floating public holidays, allowing them to switch their day off 
to another date. Even better, no-one at the firm is expected to work on their birthday.

New employees are assigned a buddy to help them settle in, and managers get 
$1200 a year to spend on the development opportunity of their choosing.

Performance is based on ‘outputs, not inputs’, Ms Horlin said, with more than half 
of staff members taking advantage of PwC’s work-from-home policy. Employees’ 
comings and goings at the office are not monitored, she said.

LinkedIn Australia’s director of talent, Jason Laufer, said financial services firms 
were looking to create ‘a sense of belonging and fun’ in order to secure the best 
talent.

‘We know that a company’s culture and purpose are key drivers for attracting great 
talent, but also retaining employees,’ Mr Laufer said.

‘It definitely helps when organisations offer these small perks, because they all add 
up to create strong employer brand.’

The corporate social media giant ranks Australian companies on their popularity 
with job seekers on the platform, with LinkedIn’s algorithms taking in job seeker reach 
and engagement, plus data on employee retention rates.

Source: Dana McCauley, ‘PwC named Australia’s top company to work  
for by LinkedIn’, news.com.au, 19 May 2017.

SNAPSHOT QUESTIONS
1. Outline the strategies employed by PwC that make it one of the best places 

to work.
2. Explain the benefits to the business of being viewed as one of the best places 

to work.

The main functions of staffing are to attract and acquire, train and develop, 
reward, maintain, and separate the people — the human resource/employment 
cycle — needed to achieve the business’s goals. It is crucial for all businesses to 
select employees whose business approach complements that of the business. How 
well these functions are managed will largely determine the success of any business. 
Once a person is selected for a position they must be ‘maintained’ in the workplace. 

BizWORD
The human resource/employment 
cycle covers all stages in the process 
of employing staff, from initial planning 
through to recruitment, selection, 
induction, training and development, 
performance management, and 
eventual separation of employment.
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Training and development, as well as ongoing feedback on work performance, will 
assist both the employer and employee. Separation (termination) of employment is 
the final phase of the human resource cycle; it must be managed to ensure 
employees are treated fairly and within the law.

The dynamic nature of business means that staffing needs will change over time. 
As the business expands, or existing employees resign or retire, new positions will 
be created, so business owners need to constantly monitor their staffing needs. 
However, at the heart of staffing is the employee. Hiring the ‘right’ person for the 
‘right’ position is of crucial importance to all businesses.

The HSC course investigates human resources in greater depth, so this chapter 
will provide an elementary understanding of the main concepts.

FIGURE 8.40 It’s important to hire the ‘right’ person for the ‘right’ position. Employees are 
often one of the most untapped aspects of a company’s ‘brand’. Not only are they the face of 
the business and living representatives of a business’s brand, they also differentiate one brand 
from its competitors. They therefore need to be projecting the right image to the outside world. 
If an employee’s behaviour is not in sync with the image of the business, the consequences 
can be detrimental.

BizFACT
Gerry Harvey of successful retail chain 
Harvey Norman said, ‘Businesses 
are made by people. We’ve proven 
time and again that you can have a 
wonderful shop, and put a bloke in 
there who’s no good, and he’ll stuff 
it up. Put a good bloke in, and it just 
turns around like that.’

8.6.1 Human resource cycle
The human resource cycle involves a business determining its employment needs in 
line with its business strategy. As the name suggests, human resource management 
begins with acquisition — recrui ting and selecting people to work for the business. 
Next, plans and procedures need to be put into place to train and develop these 
employees. As well, steps must be taken to keep — that is, maintain these valuable 
resources. Finally, there are times when employees will separate from the business, 
either voluntarily, through retirement or resignation, or involuntarily, through 
retrenchment or dismissal.

Figure 8.41 summarises the four main elements of the human resource cycle/
staffing process: acquisition, development, maintenance and separation.

Each of these elements consists of related activities (see table 8.5) that are carried 
out by the human resource department. Each of the four elements complements the 
other, with the desired outcome being a productive and efficient workforce.
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If handled correctly, ‘human resources’ can provide a business with a competitive 
advantage; if mishandled, this key area can generate many problems.

No longer can a business rely on a constant supply of homogeneous employees 
prepared to join a company for a lifetime. Businesses today must accommodate 
working parents with daycare needs, the middle-aged employee who has to care for 
an elderly parent or an increase in people from culturally diverse backgrounds.

Therefore, businesses today are taking their human resources function, espe-
cially the staffing process, more seriously than in the past.

BizFACT
Developing a team approach within 
the workplace can bring about many 
benefits including enhanced employee 
morale, higher levels of productivity 
and more satisfied workers.

TABLE 8.5 Elements of the human resource/staffing process and their related activities

Element Activities

Stage one
Acquisition
• Hiring new employees • Planning: identifying staffing needs; job analysis 

(determining the exact nature of the position to be filled)
• Recruitment: attracting people to apply for the position 

in the business; internal and external recruitment
• Selection: choosing and hiring the most qualified; 

testing and interviewing

Stage two
Development
• Improving employees’ 

skills and abilities
• Induction and training: teaching employees new skills 

and helping them learn tasks associated with their jobs
• Development: the process of improving the skills, 

abilities and knowledge of staff

Stage three
Maintenance
• Motivating employees to 

remain with the business
• Monetary benefits: rewarding employees’ efforts 

through financial compensation; pay rates
• Non-monetary benefits: rewards such as conditions; 

fringe benefits

Stage four
Separation
• Employees leaving the 

business
• Voluntary: employees leaving on own accord; 

retirement, resignation
• Involuntary: employees being asked to leave; 

retrenchment, dismissal

1. Acquisition

• Identifying staffing needs
• Recruitment
• Selection

3. Maintenance

• Monetary and 
 non-monetary benefits

2. Development

• Training
• Development

4. Separation

• Voluntary and involuntary

FIGURE 8.41 The four main elements of the human resource cycle/staffing process
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SUMMARY
• Employees are the most important resources for business success.
• Human resource management is the effective management of the formal 

relationship between the employer and the employee.
• Most successful businesses maintain a balance between concern for success and 

regard for their employees.
• The main functions of staffing are to attract and acquire, train and develop, 

reward, maintain and separate the people needed to achieve the business’s goals.

EXERCISE 8.12 REVISION
1 ‘People are the business’s most valuable resource.’ Outline what is meant by this 

statement.

2 Define the term ‘human resource management’.

3 Recall what a business should do to make the best use of its employees.

4 Identify the main functions of staffing.

5 Explain why good staff management is vital to a business’s success.

6 Identify the main functions of the staffing process.

7 Why is the staffing process referred to as a ‘human resource cycle’?

8 Construct a concept map summarising the four main elements and the related 
activities of the staffing process/human resource cycle.

9 Predict what problems can arise if a business employs a person unsuited to a 
particular position. Share your answer with the rest of the class.

EXERCISE 8.12 EXTENSION
1 Demonstrate the relationship between the human resource cycle and business 

goals.

2 Traditional human resource management (HRM) practices were developed and 
administered by the business’s human resource department. A recent study of HRM 
practices revealed that line managers — people responsible for the management of 
staff contributing to the main function of the business — are playing a greater role in 
developing and implementing human resource (HR) practices. Assess the value a 
line manager can bring to developing and implementing HR practices.

3 ‘The future is unpredictable. The business environment changes so rapidly that it 
is impractical to make relevant plans for future staffing requirements. HR plans are 
therefore largely irrelevant.’ Evaluate the accuracy of this statement.

8.6.2 Recruitment
As mentioned above, the first stage of the human resource cycle is acquisition. 
Acquisition refers to the process of attracting and recruiting the right staff for roles 
in a business.

Prior to recruitment, a business must undertake a job analysis. There is no sense 
in hiring people unless the business is clear about what it is hiring them to do. In 
other words, the business must determine the exact nature of a job before it can 
recruit the right person to do it. Job analysis is a systematic study of each employ-
ee’s duties, tasks and work environment.

A job analysis examines:
• actual job activities
• equipment used on the job
• specific job behaviours required
• working conditions
• degree of supervision necessary.

BizFACT
If a business forecasts a greater 
demand for employees than the supply 
available, it will adopt a strategy of 
attracting new employees. If, however, 
supply of employees is forecast to be 
greater than demand, it will plan for a 
reduction of the workforce.

BizFACT
Over the next decade, the workforce 
will age considerably (often referred 
to as the ‘greying’ of the population) 
as the post–World War II, ‘baby 
boomer’ generation grows older. Take, 
for instance, the nursing profession. 
In 2001, the average age of both 
registered and enrolled employed 
nurses was 42.2 years. Now the 
average age of a nurse is around 
50 years. It is therefore not surprising 
that in recent years there has been a 
recruitment drive to attract more people 
to become nurses, and many nurses 
from overseas have been employed.

BizWORD
Acquisition is the process of 
attracting and recruiting the right staff 
for roles in a business.

Job analysis is a systematic study 
of each employee’s duties, tasks and 
work environment.
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GRAPHIC DESIGNER (Artists)

Job
description

Job
speci�cation

John Wiley & Sons Australia, Ltd, a leading educational publisher,
wishes to appoint an experienced Graphic Designer for its busy
Art studio in McDougall Street.

This full-time position involves creating �yers, brochures, posters,
catalogues, advertising, stationery and web pages, along with
book interior and cover designs.

The successful applicant will have excellent design skills and can
format supplied text both quickly and accurately. A thorough
knowledge of Adobe CS6 studio software package for the Mac
is vital. GoLive, PowerPoint, or website design experience, as
well as strong English skills, would be very advantageous.

Remuneration will be based upon experience. All applications
should  be  sent  in writing  by Tuesday, 3 October 2017 to:
Manager, Design, John Wiley & Sons Australia, Ltd, PO Box 1226,
Milton QLD 4064. Work samples/copies would be appreciated.

We are also calling for expressions of interest from Mac artists
with a thorough working knowledge of Illustrator to perform
casual or freelance work for our Art Dept.

John Wiley & Sons Australia, Ltd  A.C.N. 009 673 081 is an
Equal Opportunity Employer which supports Af�rmative Action.

FIGURE 8.42 An example of a job description and a job specification

FIGURE 8.43 In an effort to engage 
with young people and attract new 
employees, McDonald’s launched 
Snaplications in 2017, which gives 
Australians the chance to apply for a 
job at McDonald’s through a Snapchat 
lens. Snapchat users can select a 
lens which sees them in a McDonald’s 
uniform and from there, they are able 
to send a 10-second video outlining 
why they want to work at the fast-food 
chain to the McDonald’s Snapchat 
account, @Maccas.

The job analysis for a particular position typically consists of two parts:
1. Job description: a written statement describing the employee’s duties, tasks and 

responsibilities associated with the job (see figure 8.42).
2. Job specification: a list of the key qualifications needed to perform a particular 

job in terms of education, skills and experience (see figure 8.42).
Once the job description and specification have been completed, it’s on to the 

process of recruitment and selection.
Recruitment involves finding and attracting the right people to apply for a job 

vacancy using advertisements, employment agencies and word of mouth. When an 
organisation decides to recruit staff, it may choose internal or external recruitment 
methods.

Internal recruitment occurs when a business decides to appoint someone already 
within the business to a vacancy. This usually involves an opportunity for a person 

BizWORD
A job description is a written 
statement describing the employee’s 
duties, tasks and responsibilities 
associated with the job.

A job specification is a list of the 
key qualifications needed to perform 
a particular job in terms of education, 
skills and experience.

Recruitment is the process of finding 
and attracting the right quantity and 
quality of staff to apply for employment 
vacancies or anticipated vacancies.

Internal recruitment involves filling 
job vacancies with present employees, 
rather than looking outside the 
business.
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to take on different duties, and can mean a promotion to take on greater responsi-
bilities within the business. Internal recruitment is popular and involves less risk, 
because the employer already knows the person who will be filling the vacancy. Of 
course, the person recruited internally may then have to be replaced by external 
recruitment. Table 8.6 outlines the advantages and disadvantages of internal 
recruitment.

TABLE 8.6 Advantages and disadvantages of internal recruitment 

Internal recruitment

Advantages Disadvantages

Employees are already known to the employer, so choice 
may be easier.

There may be no-one suitable from within the business.

Applicants are already familiar with the business and its 
objectives, culture and processes.

If there is more than one internal applicant, it can lead to 
conflict or jealousies between those employees.

If the position is a managerial or supervisory position, it creates 
a career path within the business to reward valued employees.

Applicants may be set in their ways and not open to new ideas.

Costs of advertising the position are reduced, and no external 
agencies need to be paid.

The successful applicant from within may have to be replaced, so 
an external recruitment process may be necessary anyway.

TABLE 8.7 Advantages and disadvantages of external recruitment

External recruitment

Advantages Disadvantages

There is a wider range of applicants to choose from. The applicants are all unknown, so the choice may be more 
difficult.

Outside applicants may bring new ideas and fresh approaches 
to tasks.

There are costs associated with advertising the position.

Different qualifications or experience from those already within 
the business can be specified in the advertising process.

The field of applicants may be larger, so the process of 
selection may become more time-consuming.

This method allows for rapid growth of the business because it 
allows for an increase in actual staff numbers.

Qualified employess from within the business may resent 
outsiders coming in, particularly if it is a managerial or 
supervisory position.

External recruitment is used to find suitable applicants from outside the busi-
ness, because staff planning has identified the need for a new position, an existing 
employee has resigned or retired, or the person previously performing the duties 
has been transferred or promoted to a new position within the business. Table 8.7 
outlines the advantages and disadvantages of external recruitment.

BizWORD
External recruitment involves 
filling job vacancies with people from 
outside the business.

The recruitment method chosen will depend on the size of the business, the type 
of position available and the nature of the labour force in the business’s particular 
area. The main sources of employees available to a business include:
• advertisements in the media
• private employment/recruitment agencies
• schools, TAFE colleges or universities
• government employment agencies — for example, Australian Job Search
• internal searches
• online services
• temporary/casual agencies
• word of mouth
• family members.

Most businesses will want to advertise as widely as possible to attract the greatest 
number of applicants, so they will often use more than one avenue. Many busi-
nesses use employment agencies to handle the recruitment of staff. Some agencies 
specialise in particular industries and will handle all the advertising of vacancies. 
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Many jobs are advertised online. Businesses, such as Seek Limited, provide 
an efficient way for job seekers to search online for jobs that meet their quali-
fications and expectations. Employers and recruiters use businesses like Seek to 
advertise positions online and therefore reach a wide audience, although some 
still choose the traditional method of advertising in the newspaper. Advertising 
in the general media means that a business has to screen applicants and then pro-
ceed with interviews. This is often time consuming if the business receives a large 
number of  applications; however, it does prove effective in many cases and small to 
 medium-sized businesses often use this method.

FIGURE 8.45 Job-seekers today are 
much more likely to search online job 
advertisements than to use traditional 
newspaper advertisements. Andrew 
Bassat, Paul Bassat and Matt 
Rockman founded Seek Limited, 
Australia’s largest online employment 
agency, in 1997. In any given month, 
over 180 000 job advertisements are 
posted on seek.com.au, with over 
4.6 million unique browsers visiting 
the site.

 Weblink: SEEK

Resources

This is an expensive, but effective, method — the agency does the preliminary 
screening of candidates and presents potential employees who fit all the criteria of 
experience, education and training (see figure 8.44).

FIGURE 8.44 Many businesses 
outsource the recruitment process 
and hire recruitment agencies to find 
them suitable employees as a way 
of decreasing the time involved in 
searching for a new employee. They 
pay an agency to interview applicants 
and recommend a short list of 
potential employees suitable for the 
available position.
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Once potential candidates have been selected, the business must then choose the 
best person for the job. Employee selection is the means by which the employer 
chooses the most suitable applicant for a vacancy. This involves identifying the skills, 
qualifications and experience of each applicant, and relating them to the skills, 
 qualifications and experience listed in the job specification, to achieve the closest 
possible match.

Selecting the most appropriate candidate can involve all or any of the following 
options:
• Written or online application. Some employers make use of either a printed 

application form or an online application form to be completed by the applicant, 
requiring basic personal information, details of qualifications and experience, 
and names of referees. Alternatively, prospective employees may be able to 
submit a written application in any form they wish. This will usually include a 
curriculum vitae or résumé as well as any other relevant information. Applicants 
will often try to indicate how their own qualifications and experience match 
those included in the job specification. The employer usually shortlists a realistic 
number of suitable applicants.

• Testing. Employers may apply a number of different tests to prospective 
employees. These can include psychological tests or personality tests, which 
attempt to measure an applicant’s personal characteristics; or aptitude tests, 
which attempt to measure the skills that might be relevant to the job description. 
Tests may be written, or may require the applicant to perform a number of 
different tasks.

• Interviews. The interview is perhaps the most important procedure in the 
selection process. Interviews should be well structured and cover a set of 
common questions to ensure consistency between applicants.

• Background checks. Referees can be contacted to verify the accuracy of an 
applicant’s previous experience, and to gain an assessment of their performance 
in a previous position.
After the successful applicant has been notified and has accepted the position, 

the other applicants are notified.

BizWORD
Employee selection involves 
gathering information about each 
applicant for a position, then using 
that information to choose the most 
appropriate applicant.

A curriculum vitae or résumé is 
a summary of a person’s previous 
employment experience.

BizFACT
A lot of employee turnover in Australia 
occurs among newly recruited staff 
who have spent less than one year 
in the job. This reinforces research 
that suggests that most Australian 
management selection processes 
are unplanned, subjective, highly 
susceptible to error and not supported 
by effective induction programs.

BizFACT
The cost of a poor recruitment 
decision is believed to be around two 
or three times the annual salary of the 
person recruited.

FIGURE 8.46 Hiring the ‘wrong’ 
person for the job can be a costly 
exercise. This is why potential 
candidates need to prepare well and 
demonstrate to the employer why 
they would be the best person for 
the job.
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SUMMARY
• Acquisition refers to the process of attracting and recruiting the right staff for 

roles in a business.
• A job analysis is a systematic study of each employee’s duties, tasks and work 

environment. It comprises a job description and job specification.
• After the planning stage, the recruitment of staff commences to find the best 

person for the job.
• Recruitment involves finding and attracting the right people to apply for a job 

vacancy.
• A business can recruit from staff within the business or seek new applicants from 

outside sources.
• Once job applicants are found, the process of selecting the right applicant 

begins.
• Employee selection is the means by which the employer chooses the most suitable 

applicant for the vacancy.

EXERCISE 8.13 REVISION
1 Outline the process of acquisition.

2 Explain the relationship between a job analysis, a job description and a job 
specification.

3 In each of the following cases, the employer did not plan appropriately. For each 
example, construct a job specification that would have prevented the problem.

Case study: NAB ditches CV and résumé

National Australia Bank (NAB) has recently adopted a new approach to recruitment, 
which has seen the end of reading résumés and traditional job interviews. About 
twelve months ago, the company scrapped CVs, résumés and face-to-face 
interviews for thousands of jobs. This is part of a broader trend by many large 
businesses to move away from traditional recruitment methods to using technology 
to drastically change how they hire employees.

NAB introduced cognitive assessments and recorded video interviews for 
candidates applying for entry-level jobs across many parts of the business. This 
approach has been used for approximately 2500 jobs a year. Candidates are now 
tested on their natural problem-solving abilities through abstract questions, such 
as choosing which picture comes next in a series. They then have to send a short, 
recorded video interview in response to questions. A computer then screens through 
all the videos for mentions of key words, achievements and experience, and provides 
the company with a short-list of candidates.

NAB, as well as job candidates, are reaping the benefits of this new recruitment 
approach. NAB has found that this new model has halved their turnover rate, 
sped up recruitment and saved the company more than 700 hours a month in 
management time. The recruitment techniques are also more objective and have 
reduced the influence of prestigious universities or schools. The new model helps 
the company to identify and hire great people in a fairer and more effective way and 
reduces the risk of unconscious bias — it means recruiters are not influenced by 
people’s names or what school or university they attended.

The model has been particularly popular among digitally-savvy candidates, whom 
the bank is keen to hire. Many candidates have appreciated the new process due 
to it being much faster and more convenient — they can apply for a job from the 
comfort of their own homes.

SNAPSHOT QUESTIONS
1. Outline NAB’s new recruitment approach.
2. Explain the benefits of this new model for both the company and job 

candidates.

SNAPSHOT

❛ . . . move away from 
traditional recruitment 
methods to using 
technology . . . ❜
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(a) Joanne wasn’t a qualified veterinary nurse, but the veterinary clinic 
employed her anyway because she loved animals. On most days, Joanne 
found difficulty doing simple bandaging and could not provide the advice 
expected of her.

(b) Carrie was a waiter in a restaurant. When customers came in she would ignore 
them until she had finished what she was doing and always suggested that tipping 
was expected.

(c) Janelle was employed as a florist but most of her bouquets fell apart when she 
handed them to the customer.

4 Undertake a job analysis for the position of ‘Year 11 Business Studies student’ at 
your school and identify the key elements for consideration.

5 Construct job advertisements for two of the following positions:
(a) phone store sales assistant
(b) accountant
(c) motor mechanic
(d) motel receptionist.

Remember to include the job description and the job specification in your 
advertisement.

6 Summarise the two activities in the employment process: recruitment and 
selection.

7 Distinguish between internal recruiting and external recruiting.

8 Discuss internal and external recruitment.

9 In small groups, prepare a table of all the recruitment methods with which you are 
familiar. For each method, identify an associated strength and weakness. The first 
one has been completed for you in the table below.

10 Select three sources of employees available to a business and propose why each is 
an effective method of recruitment.

11 Describe two options that can be used in the selection process.

12 ‘In the current business environment it is crucial that small business owners recruit 
and maintain the right people for the job.’ In small groups, discuss the relationship 
between good staff and business success.

13 Read the above job advertisement and answer the following questions.
(a) Identify the job description and job specification.
(b) Outline the information people should include in their application.

Vacancy — qualified mechanic

A vacancy exists for a qualified mechanic at TOP CLASS AUTO SERVICE, 
Main St, Hightown. 

Duties will include carrying out the mechanical repair and servicing of a wide 
variety of different makes and models of cars, vans and trucks, working in a 
team environment with other mechanics currently employed in the business. 

The successful applicant will have completed appropriate apprenticeship 
qualifications and have at least two years of post-apprenticeship experience 
in the automotive industry. Qualifications and experience with diesel engines 
would be a definite advantage for this position. 

Applications should include details of qualifications and employment 
experience, and the names of three referees.

Recruitment method Strength Weakness

Internal advertising Quick and inexpensive Draws from existing 
employees only
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EXERCISE 8.13 EXTENSION
1 Determine how a business’s recruiting and selection practices may be affected by 

the type of position that has to be filled (i.e. a part-time sales assistant compared to a 
chief executive officer for a large transnational corporation).

2 You have recently been appointed as human resource manager for a national 
clothing company. The business has a history of high staff turnover and low 
morale. To correct these problems you have decided to improve the recruitment 
and selection procedures. Propose the steps you might take to identify capable 
employees. Determine how you would screen applicants.

3 In small groups, think of a job you are familiar with and construct possible interview 
questions. Select one person to adopt the role of a human resource manager. Each 
of the remaining people in the group will become possible candidates for the job. 
They will need to prepare for the interview and then the human resource manager 
is to conduct interviews with each person. During the interviews, the remaining 
members are to act as observers and provide feedback to each candidate. The 
Job interview weblink in the Resources tab has useful tips and advice on how to 
prepare for a job interview to get you started.

4 Create a poster that contains hints for applicants to assist them to succeed at an 
interview. The SEEK weblink in the Resources tab is a useful starting point with hints 
for applicants preparing for and attending an interview.

8.6.3 Training
Training and development are aimed at improving employees’ skills and abilities — 
they are necessary for both personal and business growth. New employees may 
need some training and development, depending on their level of experience. 
Existing employees also need training and development to continually upgrade 
their skills. Training is teaching staff to perform their job more efficiently and 
effectively by boosting their knowledge and skills. Development is the process of 
preparing employees to take on more responsibilities in the future through 
acquiring better knowledge and skills, and gaining more experience in a particular 
area. Developing staff often involves training. It is interesting to note that many 
employees expect their business to provide them with opportunities to grow and 
learn, and ultimately improve their employability.

The aim of training and development is to seek long-term change in employees’ 
skills, knowledge, attitudes and behaviour in order to improve work performance 
in the business. Many businesses do not, however, spend enough on staff training. 

BizWORD
Training generally refers to the 
process of teaching staff how to 
peform their job more efficiently and 
effectively by boosting their knowledge 
and skills.

Development refers to activities 
that prepare staff to take greater 
responsibility in the future.

FIGURE 8.47 For Frank Russo of 
Rainbow Meats, the key to business 
success is staff training, and the ability 
to retain great staff. The business 
currently employs 80 staff across five 
stores. Frank believes it is important to 
keep training employees to improve 
their skills and to ensure a great 
workforce into the future. His staff are 
even provided with cooking classes so 
that they’re able to advise customers 
on the best recipes for different cuts of 
meat. Frank is committed to the growth 
of the business through new ideas, but 
realises that staff training and 
motivation are crucial to ensuring that 
new ideas are effectively put into 
practice.

BizFACT
Ford Australia claims that employee 
training has led to halving 
absenteeism and reducing labour 
turnover. Can you account for this 
relationship?

 Weblink: Job interview

 Weblink: SEEK

Resources
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According to the Australian Centre for Industrial Relations Research and Training, 
there is little evidence of a strong training culture within Australian workforces. 
This is unfortunate because a lack of training and development can have long-
term implications for a business’s ongoing competitiveness, and could lead to 
higher turnover rates as staff seek development in other forms. Well-organised and 
well-presented training and development provides benefits for both the employee 
and the employer (see table 8.8 below).

TABLE 8.8 Training and development provide benefits for both the employee and the employer

Benefits for the employee Benefits for the employer

• Opportunity for promotion and 
self-improvement

• Improved job satisfaction through 
better job performance

• A challenge — the chance to learn 
new things

• Adaptability — greater ability to 
adapt to and cope with changes

• Improved chances of future 
employability

• Higher productivity through better job 
performance and more efficient use of 
human resources

• Goals and objectives more effectively met
• Reduced costs due to less labour turnover, 

errors, accidents, absenteeism
• A more capable, ‘mobile’ workforce
• Existing staff more easily retained
• Less disruption in the event of staff turnover
• An ‘insurance policy’ — employees are able 

to cope better with business ‘crises’ (this is 
a benefit for employees as well)

BizWORD
A learning organisation monitors 
and interprets its environment, seeking 
to improve its understanding of the 
relationship between its actions and 
its environment.

Case study: Training and retaining staff at acQuire Technology 
Solutions

Perth-based acQuire Technology Solutions is an employee-owned company that 
provides a geoscientific information management system to companies operating 
in the mining and resources industry. It takes great pride in its processes of training 
staff and retaining them, with staff turnover a relatively low 4 per cent. It either hires 
geologists and trains them in the IT aspects of the business, or hires technologists 
with a background in IT, and then trains them in geology. Employees have their career 
path with the company planned three to five years in advance. Individual career 
needs and future succession planning are at the centre of these plans, and annual 
reviews help identify the next steps to be taken in each individual’s career path. All 
employees have access to a training levy to help fund any professional or personal 
development that is seen to be appropriate in benefiting both the employee and the 
company.

Employees are encouraged to contribute suggestions for improvement and 
innovation through a computerised system known as ‘Novedad’ (Spanish for ‘new 
ideas’). All ideas are assigned to an action officer, who has the responsibility for 
evaluating them and making recommendations to management. Novedad also 
provides a forum for other employees to have input into any new suggestions, 
often allowing for additional ideas to refine and improve the original concept. The 
company also makes use of a job satisfaction calculator to measure the level of 
employee satisfaction with their current role, and balance this with their anticipated 
career path. In completing this calculator, employees allocate 100 points across five 

SNAPSHOT

❛ It takes great pride in 
its processes of training 
staff and retaining 
them . . . ❜

An effective training and development program is planned and perceived as inte-
gral to the business’s strategy, as well as to maintaining or developing a business’s 
sustainable competitive advantage. Ongoing training for all employees is becoming 
critical due to rapid technological change and global competition — it is so crit-
ical that many businesses now promote the concept of a learning  organisation. 
A learning organisation is aware of its actions and its environment and tries to 
improve its understanding of the relationship between the two. All employees are 
involved in developing knowledge and insights that allow the business to continu-
ally grow and improve.
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Technology creates the need for ongoing training
It is the task of the human resource manager to plan for the effective introduction 
of new technology. Training needs must be identified well in advance of any 
proposed technological implementation. This will ensure change happens at a pace 
consistent with the capabilities and expectations of the workforce. It also means 
human resource managers must constantly consider the skills required by the 
workforce in the future. The existing workforce must be trained and, if very rapid 
technological change demands it, retrained within a short time. While training of 
employees is often expensive, it cannot be ignored.

FIGURE 8.48 Due to the recognition 
that people’s lives are becoming 
increasingly demanding, Ford Australia 
recently invested in mindfulness 
training for employees to help them 
de-clutter their daily distractions. 
Research has shown yoga, meditation 
or even a workplace nap can help 
improve focus, productivity, efficiency 
and creativity. Their mindfulness 
course involves four days of off-site 
training, during which Ford employees 
are taught to develop personal 
wellness and integrate mindfulness in 
day-to-day activities. The company 
believes this investment has enabled 
them to work more collaboratively and 
will lead to increased innovation.

employment categories, in terms of current position compared to their ideal job. 
Scores are discussed with mentors who work with the employee to take action 
where necessary.

The company has in place a number of strategies to support maximum use of 
employee skills, and to reinforce the strong desire to retain valued staff. Flexible 
working hours allow staff to come and go as they please. There are no time clocks, 
as employees are trusted to put in the necessary time to complete their assigned 
duties. Staff are also able to work from home if they have a reliable internet 
connection. Profit sharing also forms part of the company’s commitment to retaining 
staff, with eligible employees able to access shares in the company after three years 
of service.

SNAPSHOT QUESTIONS
1. Outline acQuire Technology Solutions’ training initiatives.
2. Describe other strategies employed by acQuire Technology Solutions that 

assist in retaining staff.
3. Explain the benefits of these strategies.

Types of training and development
A number of training methods are available to businesses. The most common of 
these include:
• Off-the-job training — when employees are trained away from the workplace. 

It usually involves sending individuals or groups of employees to a particular 
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specialised training institution. This may be a university or TAFE college, where 
employees can gain a recognised qualification that will assist them in performing 
more effectively and efficiently at work. It may be a specialist provider, with 
particular knowledge relevant to an industry, type of equipment or product.

• On-the-job training — this occurs when employees need to learn a specific 
set of skills to perform particular tasks in the workplace. This training usually 
occurs within the working environment, and uses the equipment, machinery 
and documents present in that workplace. It may occur while the employee is 
performing their regular duties at their regular workstation, or it may occur in 
a special setting, such as a training room or conference room. Training may be 
provided by an experienced co-worker, by a leader or manager with particular 
or specific expertise, or by an external provider.

• Action learning: learning by experience solving real workplace problems — for 
example, NAB and IBM use this form of training

• Competency-based training: identifies skill strengths and areas where 
further training is required — for example, medical education uses this form of 
training.

• Corporate universities: businesses can also form partnerships with academic 
institutions to develop training — for example, Coles and Qantas have forged 
partnerships with academic institutions.

• Training technologies — for example, computer-based training (the computer 
becomes a vehicle for learning), multimedia training, web-based training 
(training via the internet).
Programs aimed specifically at developing effective managers may focus on the 

use of:
• job rotation — the employee experiences many different aspects of a business. 

For example, a manager may move from one section of the business to another, 
taking with them their management skills and applying them to a different 
situation.

• mentoring — a mentor acts a bit like a coach, supporting the employee as they 
learn. The employee is able to gain from the experience and skills of another 
person in the business.

• formal business training — this may be done through programs such as the 
Masters of Business Administration (MBA).
Regardless of the type of training, business owners should view training and 

development as an investment in the human capital of the business, rather than 
just another expense.

SUMMARY
• Training provides employees with the right knowledge and skills to perform 

their job effectively and efficiently.
• Development focuses on preparing the employee to take on more responsibilities 

within the business in the future.
• Ongoing training for all employees can be promoted by the business becoming 

a learning organisation. 
• Some common training methods include formal off-the-job training, informal 

on-the-job training, action learning, competency-based training, corporate 
universities and training technologies.

• Training needs must be identified well in advance of any proposed technological 
implementation.

• Training should be viewed as an investment in the human capital of the  
business.

BizFACT
Training at Motorola is high on the 
agenda. For eight decades, they have 
been recognised as one of the best 
employee training companies in the 
world. In the 1980s, management 
realised that training should be a 
continuous learning process involving 
everyone in the business, so the 
company set up the Motorola Training 
and Education Centre; an exclusive 
institute dedicated to the training 
and development of all Motorola 
employees. Every employee must 
complete 40 hours of training a 
year. The programs have resulted in 
improving employee productivity and 
performance, as well as quality.
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EXERCISE 8.14 REVISION
1 What is the overall aim of training and development?

2 Distinguish between training and development

3 Propose reasons why you think ‘There is little evidence of a strong training culture 
within Australian workforces’. Share you answer with the rest of the class.

4 Outline how training and development can benefit both the employee and the 
employer.

5 Distinguish between informal on-the-job training and formal off-the-job training.

6 Explain why training and development expenses should be seen as an investment 
and not just a business expense.

EXERCISE 8.14 EXTENSION
1 Propose what actions you would take, as the human resource manager, if an 

experienced employee refused to undertake any training.

2 Arrange to interview your school principal or head teacher, and construct a report 
on the training and development policy of the school or faculty.

3 Evaluate the following statement: ‘When people say they want reward and 
recognition they really just want a pay increase and that’s all.’

4 You are the human resource manager in a large manufacturing company. You 
have become concerned about the performance of two valuable employees. Peter 
has worked in the business for many years and is on a high salary because of his 
experience and skill development. However, he seems to have lost some interest in 
his work, especially after being recently overlooked for promotion in the business. 
Veronica is a single mother with young children. She is scheduled to start work at 
8.00 am, but is often late to arrive. She says she is unhappy with the poor pay she 
receives and is looking for a new job. She is a very good worker, who produces good 
results and is well liked in the business.
(a) Using this information, determine what motivates each employee.
(b) Propose the strategies you would adopt to motivate each employee.

8.6.4 Employment contracts
When a job applicant accepts an offer from an employer, a contract is established 
between the two parties. An employment contract is a legally binding, formal 
agreement between an employer and an employee.

An employment contract creates obligations for both employer and employee. 
All businesses operate within a legal framework of common law and statute law. 
Contracts of employment are governed by provisions of the Fair Work Act 2009 
(Cwlth). A typical employment contract may include some general terms, such as 
an expectation that the employee will adhere to the policies and procedures of the 
business, the title or classification of the position the employee is filling, a start 
date and the name of the immediate supervisor. It may then detail the specific 
duties to be undertaken, the hours of work, rates of pay, and leave and superannu-
ation arrangements.

Common law
The common law is developed by courts and tribunals. Under common law, judges 
make decisions based on the facts of a case, guided by precedent (decisions made 
in the past). The body of common law is therefore developed from decisions made 
over time by judges.

Under common law, both employers and employees have basic rights and obli-
gations in any employment relationship. Figure 8.49 summarises the employer and 
employee obligations.

BizWORD
An employment contract is a legally 
binding, formal agreement between an 
employer and an employee.

BizWORD
Common law refers to law developed 
by courts and tribunals.UNCORRECTED P
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Minimum employment standards
Employees are entitled to a set of minimum employment conditions, known as the 
National Employment Standards. These were legislated by the federal government 
in 2010 and apply to all full-time and part-time employees, whether permanent or 
fixed-term. They generally do not apply to casual employees. The 10 standards are:
• Hours of work — for full-time employees, this is generally set at between 35 and 

38 hours per week. Employees cannot be required to work longer hours without 
special provision being made for penalty rates or other compensation.

• Parental leave — employees are entitled to 12 months unpaid parental leave in 
relation to the birth or adoption of a child.

• Flexible work for parents — an employee who is a parent of, or has caring 
responsibilities for, a child under school age will be entitled to request flexible 
working arrangements after having worked for the same employer for more than 
12 months. These could include reduced hours, different start or finish times or 
home-working arrangements.

• Annual leave — for most employees this is four weeks, with part-time employees 
entitled to a pro rata amount. Casual employees have no entitlement to annual 
leave.

• Personal, carer’s and compassionate leave — full-time employees receive 10 days 
paid personal and carer’s leave for every year of service with the organisation, 
with part-time employees receiving a pro rata amount.

• Community service leave — this includes jury service and emergency service 
duties, such as CFA or SES volunteer work. Employees are entitled to be 
absent from work for all periods necessary to provide the community service, 

Act in good faith and in the
interests of the employer

To provide reasonable care
for the safety of employees

To provide work

To meet requirements of
industrial relations legislation

Payment of income

Employer obligations

Obey lawful and reasonable
commands

Use care and skill

Employee obligations

FIGURE 8.49 Employer and employee obligations
 Weblink: Fair Work Ombudsman

Resources
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including reasonable travelling time and rest time immediately after the activity. 
Usually this is unpaid leave, although employees on jury service leave can claim 
make-up pay.

• Public holidays — employees are not required to work on public holidays, but 
will still be paid for the hours they would have worked. If the employer requests 
the employee to work on a public holiday, the employee may be entitled to a 
penalty rate or other compensation.

• Information in the workplace — employers are required to supply all employees 
with a ‘Fair work information statement’ when they commence employment. 
This is a government document which contains information about the National 
Employment Standards and other employment related issues.

• Notice of termination and redundancy — most employees are entitled to minimum 
periods of notice of termination of their employment (or pay in lieu of notice), 
based on their period of continuous service. Fixed-term and casual employees, 
and employees serving a probationary period of employment, are not included.

• Long service leave — permanent employees, whether full time or part time, 
are entitled to long service leave after a qualifying period. This period varies 
between different occupations and industries.

Awards
Awards have been the traditional means of establishing working conditions for 
employees. An award is a legally binding agreement that sets out the minimum 
wages and conditions for a group of employees. Modern awards came into effect on 
1 January 2010. The ten matters that can be included in modern awards are listed 
in table 8.9. Some businesses will provide above-award payments, especially if they 
wish to attract more workers to their firm or if they want to hold on to their 
existing staff. Awards have the following advantages:
• set a minimum for pay and conditions
• cover all employees performing a similar job.

Awards have the following disadvantages:
• can be inflexible and therefore may not suit all employees or businesses
• prevent recognition of individual initiative because all employees are guaranteed 

the minimum pay and conditions regardless of how productive they are.

BizWORD
An award is a legally binding 
agreement that sets out the minimum 
wages and conditions for a group of 
employees.

FIGURE 8.50 SES volunteers are 
entitled to take community service 
leave for emergency work.
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Currently there are just over 100 different awards in Australia, providing min-
imum standards for workers in those industries and occupations. Many of these 
awards provide the basic terms of an employment contract.

Enterprise agreements
An enterprise agreement provides an opportunity for employers and employees 
within a particular business or enterprise to negotiate a set of conditions that 
improve on the standards in an award. Enterprise agreements are collective 
agreements made at a workplace level between an employer and a union, acting on 
behalf of its employees, or between the employer and a group of employees, about 
terms and conditions of employment. In addition to the 10 National Employment 
Standards, enterprise agreements must include the following:
• a nominal expiry date, usually two or three years after the commencement of 

the agreement
• procedures for settling any disputes that might arise in the implementation of 

the agreement, including the right of employees to be represented in the dispute 
settlement procedure

• terms that allow for individual flexibility, so that arrangements can be made 
between the employer and individual employees

• provisions for consultation with employees on major workplace change.

BizWORD
Enterprise agreements are 
collective agreements made at a 
workplace level between an employer 
and a union, acting on behalf of its 
employees, or between the employer 
and a group of employees, about 
terms and conditions of employment.

TABLE 8.9 Matters covered by awards

The 10 matters that can be included in modern awards

1.  Minimum wages, including disability and training wages
2.  Types of employment, such as full-time, part-time, outworker
3.  Arrangements for the hours during which work is performed
4.  Overtime rates where applicable
5.  Penalty rates
6.  Annualised wages and salaries
7.  Allowances
8.  Details of leave, leave loading, etc.
9.  Superannuation arrangements

10.   Procedures for consultation, representation and dispute settlement

BizFACT
Modern awards also have a ‘flexibility 
term’ that allows employers and 
employees to negotiate changes to 
some of the conditions in the modern 
award. These are called Individual 
Flexibility Arrangements (IFA). They 
allow an employer and an employee 
to come to an agreement that varies 
the modern award or enterprise 
agreement in order to address 
individual circumstances.

FIGURE 8.51 When two parties 
negotiate, they should bargain in good 
faith. This means they are to meet 
regularly, and discuss issues honestly 
and with a willingness to reach an 
agreement. Where an employer 
refuses to bargain, and the Fair Work 
Commission determines that there 
is majority employee support for 
pursuing an enterprise agreement, the 
Commission can force the employer 
to bargain collectively with the relevant 
employees.
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Once the parties to an enterprise agreement have concluded their negotiations 
the agreement needs to be submitted to the Fair Work Commission for approval 
before it can commence operation. The agreement must be signed by the employer 
and the bargaining representatives acting on behalf of employees, to certify that the 
agreement has been entered into voluntarily by both sides. The Fair Work Com-
mission will examine the detail of the agreement to ensure no unlawful content 
is included in the agreement and that the employees will be better off overall by 
entering into the agreement than simply being covered by the relevant award.

Enterprise agreements have the following advantages:
• consultation with and involvement of employees, which, if conducted 

successfully, results in greater employee involvement and empowerment
• possibility of improved pay and conditions, which can be tied to workplace 

performance
• greater flexibility by agreeing on conditions that suit both the employer and 

employee.
Enterprise agreements have the following disadvantages:

• more time consuming due to the need to conduct agreement meetings at the 
individual workplace level

• administratively more onerous, especially as the agreement must comply with 
all existing laws regarding employee rights and entitlements.

Imagine all the students in your Business Studies class sitting down with your 
teacher and negotiating a set of working conditions for your class. Apart from the 
essential conditions, such as completing all the work and respecting each other’s 
opinions, you might negotiate a homework-free month in return for one extra 
assessment task. You have just entered into an enterprise agreement. 

FIGURE 8.52 Negotiating 
agreements at the workplace level, 
where workers collectively bargain for 
better working conditions with their 
employer, is one way of improving 
working conditions, and can mean 
that both the employer and employee 
‘win’. Often employees negotiate to 
improve productivity in some way, in 
order to get better working conditions.

Individual common law contracts
Individual contracts exist when an employer and an individual employee negotiate 
a contract covering pay and conditions. These individual contracts of service cover 
employees who are not under any award or enterprise agreements. Individual 
contracts are more common at the professional and managerial level and apply 
to those who earn over $100 000. Such contracts are signed individually and are 
secret; that is, not open to public scrutiny.UNCORRECTED P
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Now imagine if your Business Studies teacher and you, after a period of negotiation, 
came to an agreement about your conditions of work for this subject. These 
conditions would apply only to you. The new contract would do away with the 
classroom conditions agreed to in the enterprise agreement. For example, the new 
agreement may offer you a ‘classroom (employment) package’ that includes more 
homework in return for the right to attend only two Business Studies lessons each 
week. You have just entered into a common law individual contract.

 Weblink: Fair Work Commission

 Weblink: Young people at work

 Weblink: NSW Office of 
Industrial Relations

Resources

SUMMARY
• An employment contract is a legally binding, formal agreement between an 

employer and an employee.
• Under common law, both employers and employees have basic rights and 

obligations in any employment relationship.
• Employees are entitled to 10 minimum employment conditions, known as the 

National Employment Standards.
• An award is a legally binding agreement that sets out the minimum wages and 

conditions for a group of employees.
• Enterprise agreements are collective agreements made at a workplace level between 

an employer and a union, acting on behalf of its employees, or between the 
employer and a group of employees, about terms and conditions of employment.

EXERCISE 8.15 REVISION
1 Define the term ‘employment contract’.

2 What are the obligations of both employers and employees?

3 Identify which categories of employees are entitled to benefit from the 10 National 
Employment Standards.

4 Select what you consider to be the three most important standards from the 
10 National Employment Standards. Justify your selection.

5 Define the term ‘award’.

6 Recall four of the ten matters that can be included in modern awards.

7 Distinguish between awards and enterprise agreements.

8 Select whether you would prefer to be covered by an award or an enterprise 
agreement. Justify your selection.

EXERCISE 8.15 EXTENSION
1 Find the modern Award relevant to the retail or hospitality industry, or any other 

industry in which you or your classmates have part-time employment. The Fair Work 
Commission weblink in the Resources tab is a useful reference. Outline the key 
matters that are covered by this Award

2 Investigate workplace relations issues for young people. The Young people at 
work and NSW Office of Industrial Relations weblinks in the Resources tab are 
a useful starting point. Select a topic that interests you and create a brief report on 
what you learned.

8.6.5 Separation of human resources
Gone are the days when a person would commence their full-time working life 
at the age of 16 or 17, work for approximately 45 years, and then retire. Work 
patterns and business operations have undergone radical change over the past 
two decades and this has dramatically altered the movement of people into and 
out of jobs. Due to increased international competition, many businesses — large, 
medium and small — have been forced to restructure. As a result, there has been 
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a marked increase in the number of voluntary and involuntary redundancies being 
offered.

Separation is the ending of the employment relationship. There are many rea-
sons why employees separate from a business. However, it is possible to classify the 
different types of separation into two broad categories: voluntary and involuntary 
(see figure 8.53).

BizWORD
Separation is the ending of the 
employment relationship.

Types of separation

Involuntary

Retrenchment

Dismissal

Redundancy

Voluntary

Retirement

Resignation

FIGURE 8.53 Separation — voluntary and involuntary

Voluntary separation
Voluntary separation occurs when an employee chooses to leave the business 
of their own free will. There are three different forms of voluntary separation: 
retirement, resignation and redundancy.

Retirement
Retirement occurs when an employee decides to give up full-time or part-time 
work and no longer be part of the labour force. Until the mid 1980s, it was 
common for men to retire once they reached 65 years of age and women 60. Since 
changes to legislation in the 1990s there is now no ‘official’ retirement age. People 
now have a choice at what age they would like to retire. A trend that has started to 
emerge in recent years is for people to retire ‘early’ — that is, in their mid to late 
fifties. How businesses have approached employee retirement has also changed. 
Today, many organisations provide advice and assistance to employees to help them 
prepare for retirement.

Resignation
Resignation, or ‘quitting’, is a voluntary ending of the employment relationship. 
People resign for a variety of reasons including:
• offer of a promotion with another business
• to start their own business
• boredom with their present job
• change of lifestyle.

BizWORD
Voluntary separation occurs when 
an employee chooses to leave the 
business of their own free will.

Retirement occurs when an 
employee decides to give up full-time 
or part-time work and no longer be 
part of the labour force.

Resignation is the voluntary ending 
of employment by the employee 
‘quitting’ their job.

BizFACT
Today, the national average time an 
employee remains with the same 
employer is 3.3 years (3 years and 4 
months). If this plays out consistently, 
and assuming that people start their 
working life at 18 and are retired by 75, 
they will have 17 different employers 
in their lifetime. Based on statistics 
showing that most employees will work 
in three different jobs before upskilling 
or changing career, this means they will 
also have about five separate careers 
in their lifetime.

BizFACT
Laszlo Bock, the Senior Vice President 
of Google’s People Operations and 
author of Work Rules!, has claimed 
that most companies don’t know 
how to hold on to their best people. 
According to Bock, ‘people don’t stay 
for the money’, they stay for two main 
reasons: the quality of the people 
they work with and the feeling that the 
work they do is meaningful.
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FIGURE 8.54 An employee may leave a business for many reasons. This results in significant 
costs for the business. As a general rule of thumb, it costs 40 per cent of the annual salary of a 
departed worker to replace them.

Usually the employee needs to give the employer sufficient notice of his or her 
intention to resign. The length of notice varies from job to job, ranging from a few 
hours for casual employees to a month for some permanent employees.

Whenever a business wants to downsize, that is decrease the size of its operation, 
it will not fill vacancies that have come about due to retirements and resignations.

Redundancy — voluntary and involuntary
Redundancy is when a particular job a person is doing is no longer required to be 
performed, usually due to technological changes, a merger or acquisition. Therefore, 
unless the existing employee can be retrained for another job, they will be made 
redundant. Redundancy can be either voluntary or involuntary.

Voluntary redundancy occurs when the business wishes to reduce either the 
size or nature of its workforce and decides how many employees should be ‘let 
go’. Employees are then informed of the situation and given the opportunity to 
nominate themselves for voluntary redundancy. Employees who choose voluntary 
redundancy are offered a redundancy package: a payout of a sum of money. If not 
enough employees volunteer, then the business may be forced to decide which 
employees will be made redundant — involuntary redundancy.

Involuntary separation
Involuntary separation occurs when an employee is asked to leave the business 
against his or her will. Apart from involuntary redundancy, the two different types 
of involuntary separation are retrenchment and dismissal.

Retrenchment
Retrenchment is sometimes called redundancy, but there is a subtle difference 
between the two terms. Redundancy occurs due to the permanent elimination of 
some jobs, because organisational or technological change has removed the need 
for those particular skills. Retrenchment is employee termination due to lack of 
sufficient work to keep the employee fully occupied.

BizWORD
Redundancy occurs when a 
person’s job no longer exists, usually 
due to technological changes, an 
organisational restructure or a merger 
or acquisition.

BizWORD
Involuntary separation occurs when 
an employee is asked to leave the 
business against their will.

Retrenchment is when a business 
dismisses an employee because there 
is not enough work to justify paying 
him or her.

Voluntary separation
Voluntary separation occurs when an employee chooses to leave the business 
of their own free will. There are three different forms of voluntary separation: 
retirement, resignation and redundancy.

Retirement
Retirement occurs when an employee decides to give up full-time or part-time 
work and no longer be part of the labour force. Until the mid 1980s, it was 
common for men to retire once they reached 65 years of age and women 60. Since 
changes to legislation in the 1990s there is now no ‘official’ retirement age. People 
now have a choice at what age they would like to retire. A trend that has started to 
emerge in recent years is for people to retire ‘early’ — that is, in their mid to late 
fifties. How businesses have approached employee retirement has also changed. 
Today, many organisations provide advice and assistance to employees to help them 
prepare for retirement.

Resignation
Resignation, or ‘quitting’, is a voluntary ending of the employment relationship. 
People resign for a variety of reasons including:
• offer of a promotion with another business
• to start their own business
• boredom with their present job
• change of lifestyle.

BizWORD
Voluntary separation occurs when 
an employee chooses to leave the 
business of their own free will.

Retirement occurs when an 
employee decides to give up full-time 
or part-time work and no longer be 
part of the labour force.

Resignation is the voluntary ending 
of employment by the employee 
‘quitting’ their job.

BizFACT
Today, the national average time an 
employee remains with the same 
employer is 3.3 years (3 years and 4 
months). If this plays out consistently, 
and assuming that people start their 
working life at 18 and are retired by 75, 
they will have 17 different employers 
in their lifetime. Based on statistics 
showing that most employees will work 
in three different jobs before upskilling 
or changing career, this means they will 
also have about five separate careers 
in their lifetime.

BizFACT
Laszlo Bock, the Senior Vice President 
of Google’s People Operations and 
author of Work Rules!, has claimed 
that most companies don’t know 
how to hold on to their best people. 
According to Bock, ‘people don’t stay 
for the money’, they stay for two main 
reasons: the quality of the people 
they work with and the feeling that the 
work they do is meaningful.

BizFACT
In 2017, the ABC announced that 
between 150 and 200 positions would 
be made redundant due to a major 
internal restructuring of the company. 
The company is moving towards 
a flatter structure by reducing the 
layers of management, as well as the 
number of divisions. They therefore 
want to increase the number of staff 
for whom each of the remaining 
managers will be responsible. 
Middle managers and supervisors 
will therefore bear the brunt of the 
redundancies. The money saved 
will be used to pay for a $50 million 
content fund.
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 Retrenchment is a cyclical phenomenon tied closely to the level of economic 
activity. The end result of both retrenchment and redundancy is that the employee 
is out of a job.  

Would it be faster to
send these dismissal notices
as an audio �le or an MP3?

And what about adding some
marching music?

   FIGURE 8.55  Staff made redundant 
through the introduction of new 
technologies should be treated with 
sensitivity. 

 Dismissal 
 There will be occasions when the behaviour of an employee is unacceptable and it 
then becomes necessary for a business to terminate the employment contract of an 
employee. This is called   dismissal  . 

 The most serious form of dismissal is  summary dismissal  — when an employee 
commits a serious breach of their employment contract. For example, an employee 
who is drunk at work or is found to have engaged in criminal activity may be sum-
marily dismissed. If an employee is given a summary dismissal, no notice is 
required. Another form of dismissal, referred to as  dismissal on notice , is when an 
employee is not performing the job satisfactorily. Poor performance may be identi-
fi ed during an appraisal or performance process. The amount of notice (or pay-
ment given in lieu of notice) will vary depending on a number of factors, such as 
whether the employee is governed by a particular award or contract, the age of the 
employee and how long they have worked for the employer on a continual basis. 

 Selecting staff for dismissal can be risky and requires awareness of legislation 
and industrial agreements to avoid litigation and industrial action. Employees must 
be given proper notice and employers must comply with procedures established 
in law, including the unfair dismissal laws in the Fair Work Act 2009. To avoid 
misunderstandings, written warnings and/or notice is preferable. Written confi rma-
tion of resignation is also preferable to verbal statements made in the ‘heat of the 
moment’. This way, a lengthy unfair dismissal case can be avoided. 

   Unfair dismissal   occurs when an employee is dismissed by their employer and 
they believe the action is harsh, unjust or unreasonable. This is an issue of which 
both employers and human resource managers need to be aware.  

 BizWORD 
  A   dismissal   is when the behaviour 
of an employee is unacceptable and 
it then becomes necessary for a 
business to terminate the employee’s 
employment contract.  

 BizFACT 
  Vicky Oliver, author of Bad Bosses, 
Crazy Coworkers & Other Offi ce Idiots, 
named the fake sick day as a major 
reason bosses fi re their employees.  

 BizWORD 
  Unfair dismissal   occurs when 
an employee is dismissed by their 
employer and they believe the action 
is harsh, unjust or unreasonable.  
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An employee who believes they have been unfairly dismissed may lodge an 
unfair dismissal claim with an industrial tribunal such as the Fair Work Commis-
sion. When determining whether a termination is lawful, harsh, unjust or unrea-
sonable, the Fair Work Commission will take into account the procedures followed, 
whether the grounds were reasonable, the circumstances of the business, whether 
human resources expertise was available, whether the employee was provided 
opportunities to respond or have a support person, and any other matters they 
deem relevant.

BizFACT
In 2016–17,11 160 cases were 
brought before the Fair Work 
Commission for conciliation. Of 
those, 8880 cases were settled 
and the employee was awarded 
compensation, reinstatement and/or 
a non-monetary remedy. In the same 
year, there were 1457 cases that went 
to arbitration. Of those, 196 cases 
were settled.

FIGURE 8.56 In 2016, a cleaner who was fired for having a cup of coffee on the job won an 
unfair dismissal case in the Fair Work Commission. One night, the cleaner arrived 45 minutes 
early for his shift and had a cup of coffee while waiting for his shift to start. Two days later, he 
was summarily dismissed by his employer, Glad Group Pty Ltd, who characterised the coffee 
drinking as theft. The Commission awarded the cleaner $9187.20 in damages and the right to 
get his old job back, after concluding the dismissal was ‘unjust and unreasonable’.

❛ He found the dismissal 
to be ‘harsh, unjust and 
unreasonable’ . . . ❜

Case study: Unfairly dismissed for rescuing a kitten

In August 2012, the Fair Work Commission found that a cleaner who found a 
kitten at her work and gave it to a friend was unfairly dismissed for doing so. Judith 
Montague was working as a cleaner at student accommodation in Carlton, Victoria 
when she found a kitten that Melbourne City Council workers had been attempting 
to rescue from a drain. She had been led to believe that she would be allowed to 
keep the kitten if it escaped. However, when it was discovered she had taken the 
kitten, council workers were upset she had done so, which resulted in her employer 
dismissing her.

The Fair Work Commissioner pointed out that Ms Montague’s employer had failed 
to follow the Small Business Fair Dismissal Code by not issuing a warning before 
dismissing her. He found the dismissal to be ‘harsh, unjust and unreasonable’ and 
ordered the employer to pay $3940 to Ms Montague.

The employer had offered Ms Montague two weeks’ pay in lieu of notice, and had 
later increased it to five weeks’ pay. Ms Montague pointed out that she had barely 
worked since the dismissal, and had few prospects of gaining new employment.

SNAPSHOT
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SUMMARY
• The final stage in the employment cycle is the ‘separation stage’, in which 

employees leave the workplace on a voluntary or involuntary basis.
• This stage must be handled carefully and sensitively by the human resource 

manager.
• Voluntary separation occurs when an employee decides to give up full-time or 

part-time work and includes:
 – retirement
 – resignation
 – redundancy.

• Involuntary separation occurs when an employee is asked to leave the business 
against their will and includes:
 – retrenchment
 – dismissal
 – redundancy.

• Unfair dismissal occurs when an employee is dismissed by their employer and 
they believe the action is harsh, unjust or unreasonable.

EXERCISE 8.16 REVISION
1 Distinguish between voluntary and involuntary separation, giving examples of each.

2 Construct a concept map outlining the different types of voluntary and involuntary 
separation.

3 Recall some of the entitlements of employees who are made redundant.

4 Distinguish between summary dismissal and dismissal on notice.

5 Identify which of the following scenarios would most likely lead to summary 
dismissal.
(a) Todd bribed another employee not to tell their manager that he had been 

accessing pornographic websites during office hours.
(b) Roberto arrives for work entirely drunk. He has just been out to see a client, 

driving a company car. It’s the third time this week he has arrived in such a 
condition.

(c) Jazmin’s not very good at her job. She frequently makes mistakes and doesn’t 
have the knowledge or skills to perform the job satisfactorily.

6 Recall three dismissal situations that would be classified as unfair.

7 In 2016, employees of Fairfax across Sydney and Melbourne were informed that 
82 redundancies needed to occur. At the beginning of the year, the company said 
that initially the redundancies would be voluntary. However, in May, up to 30 Fairfax 
journalists lost their jobs and were forced into redundancy after the company failed 
to meet their targeted job cuts through voluntary redundancies.
(a) Explain the impact both the voluntary and involuntary redundancies would have 

on staff and the company.
(b) Predict why Fairfax may have had to make employees redundant.

SNAPSHOT QUESTIONS
1. Why was the dismissal of the cleaner considered to be ‘harsh, unjust and 

unreasonable’?
2. Do you agree with the decision of the Fair Work Commissioner? Justify your 

answer.
3. Outline the outcome of the case.
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8 Refer to the table below to answer the questions that follow.

Unfair dismissal, conciliation — results

Source: https://www.fwc.gov.au/termination-of-employment/unfair-dismissal/remedies

(a) Identify the number of total settled cases in 2016–17.
(b) Identify how many people were reinstated back to their position as a result of 

conciliation in 2015–16.
(c) Why do you think reinstatement is not a common remedy in unfair dismissal 

cases?
(d) Calculate how many more unfair dismissal cases were conciliated between 

2015–16 and 2016–17.

EXERCISE 8.16 EXTENSION
1 Compare voluntary and involuntary departures in terms of:

(a) how difficult each is for the business
(b) effects on the business
(c) effects on staff leaving
(d) effects on staff remaining.

2 Termination management is about managing the final phase of the employment 
cycle, when the employee leaves. Investigate the issues a HR manager must be 
aware of when dismissing an employee.

3 Read about the following case and then answer the questions.

Natashia Frazer and Civic Printers

I had been employed by Civic Printers for 12 years. One month ago, my new 
supervisor warned me that if my work did not improve I may be dismissed. Prior to 
this I had only received favourable work reports.

One Friday afternoon I was told that someone else had complained about my 
performance and that I was being dismissed. I was not aware of any other complaint. 
I had never been given any written advice that my work was unsatisfactory. However, 
the supervisor’s decision was final and I was dismissed. I think it is unfair.
(a) After reading the story have a class vote to determine whether Natashia’s 

dismissal was fair or unfair.
(b) Now divide the class into small groups. Each group has to determine whether 

the termination of Natashia was fair or unfair, and then report back to the class. 
Discuss the different group responses.

(c) Take another vote to see if the discussion has made any difference to class 
members’ views.

(d) Synthesise what you learnt from this activity.

Result type Total
2016–17 2015–16

Total settled 8800 8529

Settled: Monetary 1660 1712

Settled: Monetary and non-monetary 5511 5122

Settled: Non-monetary 1627 1624

Settled: Reinstatement 42 35

Settled: Reinstatement and monetary 23 17

Settled: Reinstatement and non-monetary 13 11

Settled: Reinstatement, monetary and non-monetary 4 8

Not settled 2280 2321

Total resulted conciliations 11 080 10 850
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8.7 Ethical business behaviour
Ethics are standards that define what is acceptable and unacceptable behaviour. 
Ethics involves the study of moral issues and choices. It is concerned not with legal 
obligations but with what is morally right or wrong — and all the shades of grey in 
between. In many decisions involving ethical questions, it is sometimes difficult to 
give a definitive answer as to what is ‘right’ and what is ‘wrong’. It often depends 
upon the individual circumstances surrounding the situation. Business ethics is 
the application of moral standards to business behaviour.

Most businesses want to engage in ethical business practices; to act honestly and 
morally. These businesses will honour commitments, not engage in misleading or 
deceptive product descriptions and will provide a safe working environment for 
their employees.

Not all businesses have adopted such an outlook. Some business owners still 
regard ethical business practices as a waste of money, the cost outweighing any 
benefits. They will often attempt to justify their behaviour as ‘smart business prac-
tice’ or ‘everyone does it, why shouldn’t I?’ And like most questions of ethical 
behaviour, not all the answers are a simple ‘black’ or ‘white’ response.

Some businesses have become involved in lengthy and very expensive court 
cases, which attempt to resolve particular situations that are often centred around 
a number of ethical issues or socially responsible actions. This frequently results in 
a deal of negative publicity and a deterioration in the business’s reputation. Other 
businesses have faced consumer boycotts and a deterioration in their reputation 
due to their unethical practices (see figure 8.57).

BizWORD
Business ethics is the application 
of moral standards to business 
behaviour.

FIGURE 8.57 In 2013, the Rana Plaza building in Bangladesh collapsed, killing 1134 
garment workers and injuring many more. The horrific event once again shed light on the 
questionable behaviour of over 150 international brands, which source the cheapest possible 
garment suppliers on the planet, ignoring crimes inflicted on the impoverished workers. The 
collapse was caused by a complete disregard of health and safety standards. Subsequently, 
many consumers boycotted the retail outlets that were sourcing garments from Rana Plaza 
suppliers.

The majority of business owners, however, regard the cost of ethically and 
socially responsible actions as a necessary expense — they make such a commit-
ment an essential part of their business operation. They take a great deal of pride 
in the reputation their business has established and wish to protect its good name. 
These businesses want to be seen as responsible corporate citizens, conscious of 
the high standards expected of them by their customers and society at large (see 
the following Snapshot).
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Case study: Pennicott Wilderness Journeys — operating 
sustainably

Pennicott Wilderness Journeys, which operates cruises and days tours from 
Hobart, was planned with the intention of operating sustainably, in harmony with the 
environment and the local community. The ultimate goal of this business is to use its 
financial success ‘to reinvest into the local community and the environment that we 
live and work in’.

The company, which was founded in 1999 and is operated by Robert Pennicott 
and his family, has a very strong focus on sustainability. It attempts to employ 
members of the local community and source services from local businesses. Twenty-
five per cent of the profits from the business are donated to local, national and 
international conservation, community fundraising and humanitarian projects. All 
of the tours are 100 per cent carbon offset and its energy use, water consumption 
and waste output are assessed through the EarthCheck system. All the business’s 
products have achieved Advanced Ecotourism certification.

It is no coincidence that the business has won many awards, including the Qantas 
Award for Excellence in Sustainable Tourism for 2012, 2013 and 2014. Their Bruny 
Island Cruise also won Australia’s Best Tourist Attraction in 2014 and 2015.

Pennicott Wilderness Journeys is now planning to expand the business further. 
A Wilsons Promontory Cruise, departing from Tidal River, will soon open. The venture 
is expected to cost $3.5 million and produce $9.7 million in economic benefits for 
the local community each year, as well as create 16 jobs for the region. More jobs 
will be created over the next five years and the project will also directly contribute to 
the conservation of Wilsons Promontory. The expansion was made possible with a 
$650 000 Federal government grant.

Mr Pennicott says that Wilsons Promontory is well known from the land but few 
people have experienced the same beauty from the sea. ‘We’re honoured to have the 
opportunity to operate cruises that showcase Wilsons Promontory. We understand 
how important it is to work with the community and together help protect it for future 
generations. Sustainability is at the heart of everything we do and we will work hard 
to ensure this venture operates with environmental best practice,’ he says.

SNAPSHOT QUESTIONS
1. Outline what Pennicott Wilderness Journeys does that makes it socially 

responsible.
2. Assess the impact being socially responsible has had on Pennicott Wilderness 

Journeys.

SNAPSHOT

❛ Sustainability is at 
the heart of everything 
we do . . . ❜

Businesses that take their social and ethical responsibilities seriously are often 
‘rewarded’ with improved business performance. Many businesses today are very 
much concerned with reporting on the triple bottom line. This means that they are 
no longer simply focused on making a profit at all costs; but rather, they recognise 
that environmental and social performance are also important.

Sustainability expert John Elkington coined the term ‘triple bottom line’ and 
argued that there should be three bottom lines:
1. The ‘profit’ bottom line, which is a measure of the traditional ‘profit and loss’ 

financial bottom line
2. The ‘people’ bottom line, which is a measure of how socially responsible a 

business has been
3. The ‘planet’ bottom line, which is a measure of how sustainable and 

environmentally responsible the business has been.
A growing number of small businesses today, such as Etiko, exist purely for 

socially responsible and ethical reasons. Etiko is a small business based in 

BizWORD
Triple bottom line refers to the 
economic, environmental and social 
performance of a business.
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Ferntree Gully, Victoria, with a strong commitment to ethics and the 
 environment. Etiko sources products from international suppliers 
who produce Fairtrade certified items and/or are sweatshop free  
(see the following Snapshot).

Like individuals, businesses are frequently confronted with ethical 
dilemmas. What does a business do:
•  with a loyal, long-serving employee who cannot adapt to new 

technology?
•  with confidential information about a competitor’s pricing policy 

that a disgruntled employee leaked?
•  when it is asked for a cash payment to help hasten a decision 

about a tender contract?
•  when a competitor engages in unethical business tactics that 

allows it to offer a cheaper product?
•  when it outlines a promotion plan for an employee but later is 

unable to follow through with the plan?
These are just a few of the ethical challenges that confront busi-

ness owners and managers. How they respond to these situations 
will have long-lasting consequences for the image and reputation of 
the business, as well as the behaviour of employees. It is important 
for business owners and their managers to have high personal and 
ethical standards so employees perceive the importance of ethical 
considerations.

FIGURE 8.58 When consumers purchase products 
with the Fairtrade mark, they are supporting farmers 
and workers in developing countries. The mark shows 
people that the Fairtrade ingredients in the product 
bought have been produced by small-scale farmer 
organisations that meet internationally agreed Fairtrade 
social, economic and environmental standards.

FIGURE 8.59 Gloria Jean’s Coffees ensures that it purchases resources from suppliers that 
look after their employees and the environment. Its coffees contain a percentage of beans 
from farms that have been certified by the Rainforest Alliance. The company’s coffee beans 
are sourced from all over the world and from farms of a variety of types and sizes — large 
plantations, cooperative groups and tiny family farms.

Much of the evidence that ‘good ethics is good business’ is anecdotal. However, 
when James Burke, the former head of US company Johnson & Johnson, looked at 
the performance of a select group of companies committed to best ethical practice, 
he found that their stock value had increased by 11.3 per cent over a 40-year period. 
Over the same period, all other stocks increased in value by only 6.2 per cent on 
average.

BizWORD
Fairtrade is a trading partnership 
that seeks greater equity (fairness) 
in international trade. It promotes 
the rights of marginalised workers, 
especially in low-income countries.
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8.7.1 Ethical issues
Within the business world, the following ethical issues regularly occur.

Fairness and honesty
Businesses must obviously obey all laws and regulations. As well, society 
expects businesspeople to tell the truth and avoid using misleading or deceptive 
information. Employees expect to be dealt with honestly and fairly. If, for example, 
a business promises a promotion to an employee, then the business should 
honour this commitment to the employee (except in exceptional circumstances). 
Customers and suppliers also expect to be treated honestly and fairly in all their 
business dealings. If, for example, a business arranges for a delivery of certain 
items and promises to pay within a set time, then the business should honour this 
commitment to the supplier.

Case study: Etiko — corporate social responsibility

The founder of Etiko, Nick Savaidis, believes that businesses should make a positive 
contribution to society. Etiko is a small business based in Victoria that planned for 
corporate social responsibility from the outset. Mr Savaidis started the business when 
he realised that it was impossible to purchase sports products that came with full 
guarantees that no employee exploitation was involved in production.

Etiko sells fashion, footwear and sports equipment that are made using offshore 
labour in a carefully chosen factory in Sri Lanka. Etiko fully integrates the principles 
of sustainability from all perspectives: economic, environmental and social. The 
company combines socially responsible production practices with environmentally 
sound materials to produce a range of products that are Fairtrade certified and 
sweatshop free. However, purchasing products that are manufactured in a socially 
responsible manner means that Etiko must pay up to three to four times the price 
that other fashion brands pay for their products.

Mr Savaidis wants Australians to know that they can buy a range of socially 
responsible fashion items, from t-shirts to underwear and even footwear. He says: 
‘No-one likes the idea of wearing clothing that is potentially made with child, 
sweatshop or slave labour. However, the reality is that most people in Australia have 
got wardrobes full of items made by people, young and old, who have been exploited 
… simply because we as consumers want cheap fashion. Our brand proves that it is 
possible to put social and sustainable values into the market and succeed.’

It is no coincidence that Etiko has won many awards in the area of corporate 
social responsibility, including an Australian and New Zealand Fairtrade Product of 
the Year award in 2013. Etiko has set the bar high for upholding and campaigning 
for human rights and achieved the top rating – an A+ for ethical production every 
year since 2013 in the Australian Fashion Report, which assesses measurements 
such as the supply chain, worker pay and welfare. From the sales of its products, 
Etiko helps to fund community development, microcredit and healthcare programs in 
many developing countries. They have also supported the human and labour rights 
of cotton growers and rubber tappers, workers in apparel, sports ball and shoe 
production, and their families and communities in India, Sri Lanka and Pakistan.

Etiko received a $75 000 Impact Investment Readiness Fund grant from NAB at 
the end of 2015, which it hopes will support the further growth of the business. The 
company has plans to export and will invest in marketing and distribution to be able 
to compete against larger retailers.

SNAPSHOT QUESTIONS
1. Identify the factors that motivated Mr Savaidis to establish Etiko.
2. Outline the ways in which Etiko demonstrates corporate social responsibility.
3. Discuss the impacts of Etiko’s socially responsible strategies on communities 

and on the business.

SNAPSHOT

❛ Etiko fully integrates 
the principles of 
sustainability from all 
perspectives . . . ❜
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Respect for people
If business owners treat their staff with respect, then you would also expect 
employees to act ethically.

Occasionally, a business may become aware of an unethical practice of an 
employee. This can place the business in a difficult position, especially if the 
employee is important to the successful operation of the business. At other times, 
an employee may be placed in a difficult ethical position by other employees — 
for example, when older employees decide to play a practical joke on a young 
apprentice. Sometimes, these practical jokes get out of hand and may develop into 
a serious harassment or negligence case. Other serious workplace ethical issues 
may involve a situation where confidential information is not kept secret, obliga-
tions are not fulfilled or subtle forms of discrimination occur.

FIGURE 8.60 A recent case was 
brought to a local court in Melbourne, 
in which a 19-year-old pizza delivery 
man charged his employer with 
assault. The manager allegedly 
locked him in the freezer, tied him to 
the bonnet of his car while driving, 
sprayed a fire extinguisher towards 
him and hit him in the head. In 
court, the manager defended his 
actions, claiming they were part of 
the teenager’s ‘initiation’ into the 
company. The manager was found 
guilty, fined $650 and placed on a 
12-month good behaviour bond.

Conflict of interest
Conflict of interest occurs when a person takes advantage of a situation or piece of 
information for his or her own gain rather than for the employer’s interest. Such 
conflicts can often occur when gifts or payments are offered. There is a fine line 
between what is regarded as a gift and what may become a bribe. Corruption 
undermines the integrity of the business and, if unchecked, infiltrates the workplace 
culture.

Once a pattern of corruption takes hold and is seen to be acceptable behaviour, 
it quickly becomes entrenched within the business. Changing the attitudes and 
practices of individuals within such a business is extremely difficult. What start off 
as small incidents to which most people turn a blind eye may soon develop into 
corruption on a grand scale. When such corrupt practices are eventually exposed, 
the business’s image will be severely damaged.

Financial management
Businesses have ethical and legal responsibilities in relation to financial 
management. In recent years, unethical practices have been highlighted and 
increasingly questioned. There are growing calls for codes of behaviour to regulate 
the activities of businesses in relation to financial management.

BizWORD
A conflict of interest occurs when 
a person takes advantage of a 
situation or piece of information for 
his or her own gain rather than for the 
employer’s interest.
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 It is generally accepted that fi nancial management decisions must refl ect the 
objectives of a business and the interests of shareholders. An area in which ethical 
considerations are important is the valuing of assets. 

 In preparing budgets, a business estimates its expenditures and revenues. The 
common practice of overestimating expenditures and understating revenue to 
allow for unexpected and uncertain events is an ethical issue for an organisation. 

 All fi nancial records should be regularly audited. Internal and external   audits 
assist in guarding against unnecessary waste, ineffi cient use of resources, misuse of 
funds, fraud and theft. 

 Truthful communication 
 Advertising can represent real ethical dilemmas. False or misleading advertising is 
not only unethical, it is also illegal. Terms such as ‘special’, ‘sale’, ‘low fat’ or ‘light’ 
can be misleading. For example, what precisely does the word ‘special’ mean when 
it is displayed above a product for sale? Most consumers would take this to mean 
the item is for sale at a cheaper than normal price; however, this may not necessarily 
be the case. The business owner may interpret the word ‘special’ to mean that 
the product has a distinct or particular character, that it can perform a particular 
function or it is different from what is ordinary or usual. The two interpretations 
can easily be confused. If the businessperson uses this word attempting to 
knowingly mislead customers, it would be classifi ed as unethical behaviour. If the 
businessperson wants to advertise the fact that the product is available at a bargain 
price, then the words ‘on special’ would have a clearer meaning.  

 BizWORD 
  An   audit   is an independent check of 
the accuracy of fi nancial records and 
accounting procedures.  

   FIGURE 8.61  Marketers sometimes 
use words so ambiguous that the 
consumer will assume the advertiser’s 
intended message. These ‘weasel’ 
words — deliberately misleading or 
ambiguous language — are by their 
nature vague and allow the marketer 
to deny any intention to mislead or 
deceive. 

  8.7.2  Encouraging ethical business behaviour 
 It is not always easy to maintain a consistently high degree of ethical behaviour in 
the real world. Employees who want to act ethically sometimes fi nd it diffi cult to 
do so, especially if unethical practices are ingrained into the workplace culture. 

 One strategy that can be implemented to encourage ethical behaviour is to devise 
a   Corporate Code of Conduct  . This is a set of ethical standards for managers and 
employees to abide by.  

 Many businesses now document and distribute their codes of conduct or core 
values in order to provide internal stakeholders with ethical guidelines for work-
place behaviour and practices (see fi gure 8.62). 

 BizWORD 
  A   Corporate Code of Conduct   is a 
set of ethical standards for managers 
and employees to abide by.  
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Training may be given to employees to ensure they understand the values of the 
business. Most businesses also establish formal proceedings for reporting unethical 
behaviour in the workplace.

SUMMARY
• The majority of businesses want to be seen as responsible corporate citizens.
• The triple bottom line refers to the economic, environmental and social 

performance of a business.
• Ethics are standards that define what is acceptable and unacceptable behaviour.
• Business ethics is the application of moral standards to business behaviour such 

as:
 – fair and honest business practices
 – decent workplace relations
 – conflict of interest situations
 – accurate financial management
 – truthful communication.

• A corporate code of conduct encourages ethical business behaviour.

EXERCISE 8.17 REVISION
1 State the benefits of managing a business in an ethical and socially responsible 

manner.

2 Explain whether it is ethical for your school authorities to monitor student email 
usage on the school’s computer resources.

3 ‘Everyone cuts corners in business. It is the only way to survive.’ Discuss this 
statement.

4 Identify the three components that make up the triple bottom line.

5 Distinguish between ethical and unethical behaviour.

6 Recall what James Burke’s research revealed.

7 Construct a concept map outlining the five main ethical issues constantly faced by 
business.

FIGURE 8.62 In 2015, clothing retailer Cotton On was forced to defend its directions to 
employees, after it was revealed that their employees are required to follow a code of conduct 
that includes vague concepts of being ‘fun’ and ‘keeping it real’. According to some reports, 
Cotton On employees potentially face disciplinary action, which may include warnings, 
counselling or instant dismissal, if they are found to be engaging in ‘unacceptable conduct’, 
including not following the retailer’s values.
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8 Discuss what you believe to be the most ethical way to behave in the following 
situations and then compare your answers with other class members. Discuss any 
similarities or differences.
(a) A customer is unaware that you have accidentally overcharged her. Do you inform 

the customer and give back the money or keep it yourself?
(b) Your boss has told you not to record all the cash payments so as to reduce his 

taxation payments. Do you comply with these instructions? As an employee, what 
difficult position have you been placed in? How could you justify your decision?

(c) A disgruntled employee from your main competitor offers to provide you with 
confidential information from that business’s marketing strategy. Would you accept 
such information? Give reasons for your answer.

(d) An employee is suspected of misusing the business’s internet facilities. However, 
the employee is the best salesperson in the business, generating thousands of 
dollars worth of sales each year. How should the employee be dealt with?

9 (a) Define the term ‘conflict of interest’.
(b) In small groups, propose some possible strategies a business could use to 

minimise conflict of interest situations arising.

10 How can a code of conduct help encourage ethical business behaviour?

11 Identify what is required for a code of conduct to work successfully.

EXERCISE 8.17 EXTENSION
1 Extrapolate how socially responsible and ethical business practices might increase 

a business’s sales and profit.

2 Create a list of five principles that could be included as part of the code of conduct 
for your school.

3 You have been contacted by Spencer Manufacturing Limited to assist in the 
development of a Corporate Code of Conduct. Create a series of guidelines that 
can be incorporated into a code of ethics for the business. Share your guidelines 
with other class members.

4 ‘Improving a business’s ethical performance depends on the values of its managers 
and employees, and the business’s culture.’ Analyse this statement.

5 ‘Ethical business practices do not just happen: they are carefully planned and 
implemented. Such practices filter through the business. In return, employees 
are more loyal, committed and proud to work at such a business.’ Assess the 
importance of business owners adopting ethical business practices.

6 Examine the ways the Fair Trade movement is committed to ethical trade and 
production practices.

 Digital doc: Chapter summary 
(doc-26100)

Resources

 Weblink: Fair Trade

 Interactivity: Chapter crossword 
(int-7225)

 Interactivity: Multiple choice quiz 
(int-7226)

Resources

UNCORRECTED P
AGE P

ROOFS




