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   11.1  Introduction 
 The thousands of SMEs in Australia today are owned and operated by all types of 
people. These businesses all had a beginning; they all had a person or small group 
of people who decided to ‘have a go’. When establishing their businesses, they 
needed to consider a range of infl uences that combine to determine the level of 
success achieved. 

  11.2  Personal qualities 
 All types of people own and operate the thousands of businesses in Australia today. 
Not everyone, however, is suited to the role of business owner as certain skills and 
personal qualities are required to succeed. 

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

 There is no simple checklist of skills and personal characteristics that will guar-
antee business success. However, many studies have shown that certain personal 
characteristics are helpful in operating a business, and that the potential business 
owner should be prepared to honestly answer the questions asked in  fi gure 11.1 .  

  11.2.1  Qualifications 
 Hundreds of thousands of people start a new business every year. Would you like 
to be one of them? You do not have to be an exceptional champion of legendary 
dimensions. Mainly, those who decide to ‘give it a go’ are ordinary people rather 
than sensational opportunists who desire adventure. Many start out with only a 
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small amount of money, operating informally from home, at least in the beginning 
while they are getting established. 

 Exceptional grades and a dazzling history in business are not essential. What 
does appear to be important is the eagerness to work long hours. A recent survey 
found that one in fi ve SME business owners work at least 60 hours a week, high-
lighting the level of commitment and time required to run your own business. The 
fi ndings were contained in a Suncorp  SME vs Me Report , which surveyed around 
500 SME business owners from a variety of industry sectors. While the average 
SME owner works 41 hours per week, 16 per cent of owners work between 60 and 
80 hours a week and a further 6 per cent actually work over 80 hours. The results 
demonstrate how hard business owners are working. 

 Starting a SME knows no age limits. From the very young to the very old, people 
are starting new businesses at a rapid rate. Particularly encouraging is the large 
number of young people aged between 20 and 25 who are operating a SME (see 
the Snapshot on pages 344–5).   Older people are also involved in starting new 
SMEs; this type of business offers the most opportunities and fl exibility to retirees.  

 For some types of SMEs, few or no formal academic requirements are needed 
to commence operating. However, for those who want to gain academic qualifi ca-
tions in small business, many tertiary courses are available. The Business Studies 
course you are studying is of enormous value should you decide to become a SME 
owner. Such courses give you knowledge and understanding of what is required to 
successfully own and operate a SME. Knowledge and understanding can also come 
from experience through working for other businesses. Your part-time job, for 
example, is providing you with experience in a business’s day-to-day operations, 
how to manage your time and other people, purchasing and pricing decisions, and 
a variety of other business functions. 

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

BizFACT
Millennials, those born between 1980 
and 2000, are increasingly breaking 
away from traditional forms of 
employment and instead starting their 
own small businesses. The Council 
of Small Business Australia has found 
that this desire has been driven by a 
decrease in job opportunities in more 
traditional areas. Social media and 
technology have also helped young 
people run successful businesses. 
BNP Paribas Wealth Management 
surveyed millennials around the globe 
and found that nearly 60 per cent of 
them want to work for themselves. 
They came up with the term 
“millennipreneurs” to describe them.

 1 Am I self-motivated, with a desire
  to succeed? ___  ___

 2 Am I self-disciplined enough to
  start and follow through long-term
  projects? ___  ___

 3 Am I healthy enough to withstand
  the extra workload and stress
  involved? ___  ___

 4 Do I have leadership qualities to
  assist in managing and motivating
  others? ___  ___

 5 Do I have good organisational and
  administrative skills? ___  ___

 6 Am I willing to take managed risks? ___  ___

 7 Do I have the ability and willingness
 to learn new skills? ___  ___

 8 Can I make decisions based on
 logic rather than emotions? ___  ___

 9 Am I able to listen to others’ advice
 as well as communicate my ideas
 to others? ___  ___

10 Am I reasonably at ease in my
 relationships with people, and sensitive
 to the needs of others, especially
 employees and custormers? ___  ___

11 Am I prepared to work long hours? ___  ___

12 Am I prepared to receive lower
 financial returns in the early years
 than I would receive if I worked
 for someone else? ___  ___

Yes No Yes No

   FIGURE 11.1  Some questions to ask yourself to assess your entrepreneurial ability 
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11.2.2 Skills
Luck has little to do with business success. Skills are essential. These skills can be 
attained through experience, education and/or training.

Experience
If a person has been working the last few years as a dedicated employee, then during 
that time, they will have gained valuable experience. They probably also developed 
new skills as a result of training or exposure to various aspects of the business’s 
operations. Consequently, apart from well-developed management skills, a person 
with hands-on experience will have a greater chance of achieving business success.

The best time for a person to gain management experience is before establishing 
the business. This can be done by either completing a management training course 
or by undertaking a management role within a business. The best way a person 
can gain business experience is to work in the type of business in which he or she 
intends to become self-employed.

These experiences provide a platform from which to work. The experienced person 
will understand and be realistic about the demands, both financial and personal, 
that a business will place on them. Figure 11.3 outlines possible experiences, from 
working in other businesses, that could help someone establish their own business.

Management
skills

Store
presentation

Sales
presentation

Time
management

Customer
service

Computer
applications

Leadership
skills

Organisational
skills

Independence

Stock
control

Being an
employee

Ordering

Administration
and bookeeping

FIGURE 11.3 An individual’s range of experiences

FIGURE 11.2 Take a look around 
your school or family. About half of 
these people will, at some stage 
during their lives, decide to own and 
operate their own SME. Age, gender 
or experience is no barrier.
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Education and/or training
Education and/or training is another way to gain skills. Universities, TAFE and 
business colleges offer courses in many business and industry fields. These courses 
may be broad in nature, such as a degree in business management, or specific, such 
as a degree or diploma in marketing, human resource management, computing or 
accounting. TAFE and business colleges also offer vocational courses and courses 
for establishing a SME. The main problem is that some courses are expensive and 
take years to complete. For this reason they are not always an option, especially for 
small business owners who may wish to gain the knowledge quickly.

Some government agencies provide opportunities to learn about starting a busi-
ness. Business Enterprise Centres are an example. The centres are run by business 
facilitators who have experience in establishing and operating a business. They 
offer a range of services, such as business start-up advice and assistance, business 
growth mentoring, seminars, business plan assistance and skills training. They also 
facilitate networking opportunities and provide information on grants and assis-
tance that may be available.

All of these avenues for education allow the business owner to develop the 
essential skills necessary for establishing a business. These skills may include:
• accounting
• computer skills
• staff management
• business administration, including inventory control and rosters
• marketing.

11.2.3 Motivation
Motivation refers to your personal drive, determination and desire to achieve a goal 
or objective. The desire to be your own boss is a major reason for wanting to start 
your own business. Many people start on their own because they believe they can 
do better for themselves than if they remain with their present employer. Often 
they desire the freedom to choose when and where they work, with whom they 
work and whether to work from home. The underlying attraction is the desire to 
transform an idea into a successful product by capturing the attention of potential 
customers (see the following Snapshot).

BizFACT
Almost 57 per cent of all NSW small 
business operators have completed 
Year 12 or equivalent. For those 
operators who have post-high school 
qualifications, 45.1 per cent achieved 
a certificate level qualification, 16.5 
per cent an advanced diploma or 
diploma, 27.2 per cent a bachelor 
degree, 2.5 per cent a graduate 
diploma or graduate certificate and 
8.7 per cent a postgraduate degree.

BizFACT
A recent Suncorp SME vs Me Report 
revealed the top 10 reasons why 
people start their own business. The 
number one motivator, cited by just 
over half of all SMEs, was simply 
being the boss. Other factors that 
ranked highly among SMEs were 
doing what you are passionate about, 
finding a better work – life balance, 
and taking greater control of your 
life. The potential for greater financial 
reward ranked in fifth place. Only 14 
per cent of SME owners started their 
business as a result of a great idea for 
a product or service.

PracticeManager 24/7 — Anthony Turri’s motivation

PracticeManager 247.com.au is an online business management software program 
that helps health and fitness professionals run successful practices.

How do you describe your business?
Practice Manager 24/7 has been custom designed and built by Australians, 
for Australians. It’s best suited to personal trainers, massage therapists, 
physiotherapists, or anyone that has an appointment-based business. Our program 
does all the hard work so that health professionals can focus on doing the things they 
love. We strive to give our customers the freedom they deserve and we live by our 
motto: It’s your Practice, made Perfect!

Did you always want to run your own business?
Yes and no. I didn’t really dream about running my own business when I was in high 
school. Although, studying Business Studies definitely piqued my interest. Once I 
was at university, the urge to run my own business grew stronger and stronger. By 
the time I finished university I was hooked! After that I’ve never looked back.  
In that time, I have been lucky enough to own and operate multiple businesses, often 
concurrently, within the fields of my expertise: health and education.

❛ Self-belief and self-
motivation is crucial. ❜

SNAPSHOT
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What motivated you to want to start your own business?
A belief that one day I could help change the world to make it a better place. Being 
a health professional first, the biggest kick I get out of each day is being able to help 
someone. That’s what makes me tick. So, through my entrepreneurial endeavours, 
my aim is to help thousands of great health professionals achieve two things: firstly, 
to help them stay in the industry; and secondly, to help them with their business 
operations so they can focus wholeheartedly on their patients and clients. Achieving 
these two goals will help the world become a happier and healthier place.

How did the idea come about and what inspired you to get into action?
As a lecturer I have seen some fantastic graduates come through the ranks. When 
catching up with them a few years later, I was shocked to find that so many of them 
had given up on running a practice. Many had left the industry altogether, which was 
the biggest shame, as I knew they had the potential to do great things. I often asked 
them why they’d given up and the most common answer I received was ‘it just got 
too hard’. On further investigation I’d discovered that these practitioners were great 
at being health professionals, but not so great at running a business. They just didn’t 
have the necessary business tools required. On completing my research I discovered 
a gap in the marketplace. I noticed that all the other software programs were way too 
complicated and created by computer programmers, not health professionals. So 
I found my niche, a great business partner and a fantastic team of developers. And 
after three years, Practice Manager 24/7 was born.

What are some of the things you enjoy most about running your own business?
Freedom. The freedom to create, to make your own decisions, to enjoy every day 
and to determine your own destiny.

What’s the biggest challenge you’ve had to overcome to make your ideas a reality?
Patience. There are going to be times when you can’t see the light at the end of the 
tunnel. Sometimes you can’t even see the road! Running a business, just like life, is 
a marathon, not a sprint. Relax, refocus, review and persevere, and you’ll get there. 
Self-belief and self-motivation is crucial.

What advice can you share with other people trying to start a business?
Try to use as much of your own money as possible when first starting up. You’ll be 
much more motivated when it’s your money that you’re losing. It’s surprising how 
much harder you’ll work.

Do your research. Planning is the most critical stage of any business. We are lucky 
enough to live in a world where we have access to a plethora of information, so 
read, read and then read some more. Also, watch and listen to interviews/podcasts/ 
documentaries/TV shows, whatever you can. Ensure your business will work before 
you embark on any business venture. Find your market, be realistic and do your 
sums. If the numbers don’t add up now, they won’t add up later.

Learn from other people’s mistakes, not just your own. It’s a lot less painful.
Stop comparing yourself to others. There’s always going to be someone, bigger, 

stronger, faster, smarter or prettier. Just be the best you can be!
Have fun! If it’s not fun, it’s not worth it. If you wake up in the morning and you’re 

not pumped and ready to work on your business (even on 3 hours sleep sometimes) 
then do something else. Not every day is going to be amazing, but if you don’t 
believe it will be, then it’s not the right thing for you. You’re going to work harder than 
most of the people you know so you have to love it.

And finally, be good to as many people as you can. Good people get good things 
in return. Sometimes it takes a while, but it does and it will happen.

SNAPSHOT QUESTIONS
1. Identify the characteristics shown by Anthony Turri that would categorise him 

as an entrepreneur.
2. Recall some of the things Anthony Turri enjoys most about running his own 

business.
3. Summarise Anthony Turri’s main challenges.
4. Determine why you think Anthony Turri has been successful in business.
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Most business owners are motivated by the rewards they believe can be gained 
from establishing a business, including both monetary and non-monetary rewards 
(see figure 11.4).

Experiencing
some excitement

Choosing
location of work

Developing own
creative ideas

Achieving a
better lifestyle

Employing
family membersContributing

to society
Capital gains

Increasing
personal wealth

Having
something to

leave the children

Profits

Security

Being own
boss –

independence

Making an
investment

Choosing those
with whom
you work

Accepting a
challenge

Possible tax
advantage

Improving
own status

Overcoming
unemployment

Gaining more
control over
own destiny

Gaining
recognition in

the community

FIGURE 11.4 Examples of the possible rewards of business ownership

11.2.4 Entrepreneurship
As was outlined in chapter 1, an entrepreneur is someone who starts, operates and 
assumes the risk of a business venture in the hope of making a profit. The term 
can apply to any person — male or female, mature age or young — willing to 
establish a business in a bid for success. Not all entrepreneurs begin by setting up a 
business premises. An increasing number of people work from home, especially as 
computers have allowed greater access and communication with business markets. 
Entrepreneurship is not just an avenue to wealth, but a way of making a living and 
achieving job satisfaction.

Society is constantly changing and thus creating new opportunities for innova-
tive products and services to be developed. The entrepreneur must have a range 
of personal characteristics that enable them to take advantage of, and be successful 
with, these opportunities (see figure 11.5).

First, entrepreneurs must be prepared to take a risk and incur the results of this 
risk, whether it is a success or a failure. They must be confident in decision making 
and willing to accept all responsibility for their decisions. Sometimes a decision 
requires ‘guts and determination’ and such times often lead to success. The entre-
preneur must always have a will to succeed: they may not achieve the desired goal 
with the first venture, so they need drive, determination and an ability to recover 
from poor decisions or mistakes.

Flair and creativity are also essential for an entrepreneur. They allow the entre-
preneur to create or seize new opportunities for business, new niche markets or 
new products and/or services. Success can sometimes depend on finding a new 
and more innovative way to sell a good or service. Scott Bradley and Sean Towner, 
who established Yo-get-it (pages 332–3), are examples of entrepreneurs who suc-
cessfully developed a niche market. Finally, the most important quality for an 

 Weblink: Top Business 
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entrepreneur is the ability to set goals and have a vision for the business’s future. 
Having achieved their goals, they must set new goals — continually adjusting to 
changing business, economic and customer markets.

Takes
moderate

risks

Works
well with
people

Tolerates
failure

Is a skilled
organiser

Makes decisions
and carries
them out

Has a basic
desire to control

and direct

Has strong
drive

Has high
levels of
energy

Desires
responsibility

Is confident in
own ability

Keeps in
good physical

health

Is emotionally
stable

Sets realistic
goals and

attempts to
achieve them

Feels motivated
by achievement,

not money

FIGURE 11.5 General personal characteristics of a typical entrepreneur

Case study: Josh’s eggsellent free range adventure turns pocket 
money into big business

For 16-year-old Josh Murray, it all started with a Lego set.
Back when he was nine, the budding entrepreneur really wanted a Star Wars-themed 
Lego kit, and to earn some pocket money, he started selling a few eggs to the 
neighbours from his family’s farm.

Fast forward to now, and that initial foray of selling a dozen eggs to those next 
door has grown into Josh’s Rainbow Eggs, a fully fledged egg farm that produces 
55 000 free-range eggs per week near Gisborne, an hour’s drive north of Melbourne.

While recent Australian Bureau of Statistics figures show that the average age of a 
farmer in Australia is 56, Josh Murray is bucking the trend.

‘Ages ago, when we first got the farm, we always had chickens. Mum looked after 
them and I just collected the eggs,’ he said.

‘After a while though, I wanted some pocket money so I saw the chickens as a 
good way to do that.

‘From there, I would sell eggs to people at the local shops. Then I went to farmers’ 
markets and it went from there.’

Now Josh has outgrown the capacity of local farmers’ markets and his eggs are 
sold at three large supermarket chains.

But he said he still regularly spruiked his eggs at the local shops.
‘I really enjoy meeting the customers, but I also just enjoy the quiet satisfaction of 

the work, he said.

Emphasis on ethical egg production
By using mobile autonomous sheds, Josh said he produced ‘ethical’ eggs.

‘I want to do what is best for the chickens,’ he said.

SNAPSHOT

❛ Josh Murray is 
bucking the trend. ❜
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The benefits of entrepreneurship
A sense of freedom and independence are perhaps the best things about being a 
business owner. Often, a person will desire the freedom to choose when and where 
they work, with whom they work, and whether to work from home. The great 
attraction is the belief that owners will have more control over their own destiny.

Someone willing to work hard may believe that they can earn much more by 
working for themselves than they would by working for someone else. They would 
expect their extra effort to be rewarded through the profits from their own business. 
These rewards may not come immediately — even the most successful businesses 
may lose money in their early start-up phase — but the hope is that eventually the 
business owner will earn more from being self-employed.

People who work for themselves also experience the satisfaction of guiding the 
business’s growth. They enjoy the challenge of overcoming obstacles, setting and 
meeting new targets, and gaining a larger customer base. While it can sometimes 
be a hectic existence, most entrepreneurs seldom complain that running their own 
business is routine and boring. Ultimately, they take pride in having made it on 
their own.

The burdens of entrepreneurship
Small to medium enterprise owners must accept the responsibilities of 
entrepreneurship. Being in business requires a person’s full attention. The work 
hours for a business owner will invariably be longer than an employee’s work 
hours. As well, self-employed people find it difficult to leave their problems at 
work; they constantly ‘live and breathe’ the business’s problems. The anticipated 
freedom and flexibility may be illusive.

Even if the business succeeds, the owner still might have little money to spend 
apart from the salary the owner pays him or herself. Instead, the owner might 
have to reinvest the profits to generate long-term growth. Alternatively, short-
term accounts may need to be paid with cash. In some cases, the owner may not 
even be able to draw a salary until the business becomes more established. As one 

The giant sheds are mounted on wheels, and can be moved onto fresh grass when 
chickens in the shed have picked apart and compacted the ground they are on.

‘We move the sheds every month, and that means there’s enough time for the 
chickens’ poo to affect the soil positively too. It also means the chickens get access 
to fresh grass.’

The sheds are also autonomous, with feed and water delivered automatically. 
The shed can be set to open and close at specific times of the day to ensure the 
chickens are safe at night and do not get out too early in the morning when it is still 
cold.

Running the sheds can consume a significant amount of power, so in an effort to 
combat this, the Murrays have invested in solar power so that the shed can run off 
the grid.

The power generated also runs the conveyer belt that runs down the middle of the 
shed to collect the eggs. This allows Josh to collect the eggs in about half an hour 
instead of two hours under the old manual system he used to use.

Source: Nikolai Beilharz, ‘Josh’s eggsellent free range adventure turns  
pocket money into big business’, abc.net.au, 12 July 2017.

SNAPSHOT QUESTIONS
1. Identify some of Josh’s personal qualities that have enabled him to become a 

successful entrepreneur.
2. Why did Josh start his own business?
3. How has Josh differentiated his business to achieve a competitive advantage?
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entrepreneur claims: ‘The commitment you have to make is enormous; entrepre-
neurs usually put everything on the line.’

11.2.5 Cultural background
A person’s cultural background can influence their reasons for establishing a 
business. Cultural influence can arise from a community’s traditions and beliefs, 
such as the ‘work ethic’ — the willingness to work long and hard in an effort 
to be successful — which is strong in many European and Asian cultures. Many 
migrants come to Australia with few resources except a strong desire to improve 
their lives. Their determination often translates into business success (see the 
following Snapshot). Cultural influence can also arise from centuries of experience 
in certain trades or services, enabling a person to use this knowledge to achieve 
business success. A person from a Thai cultural background, for example, may 
be able to succeed in a restaurant business that aims to provide quality, specialist 
Thai food.

BizFACT
Twenty-nine per cent of Australian 
small business operators were born 
overseas. Of those born overseas, 
23.7 per cent were born in North-
West Europe, 17.2 per cent were born 
in North-East Asia, 12.7 per cent were 
born in Southern and Eastern Europe, 
and 10.7 per cent were born in North 
Africa and the Middle East.

Case study: Culture and business — Rahim makes a healthy 
choice in Western Australia

Since moving to Western Australia in 2007, Rahim Parkar’s life has changed 
significantly. He now walks a leisurely six minutes to work and is his own boss, 
running a Stay Healthy franchise in Midland Gate Shopping Centre, 16 kilometres 
from the Perth CBD.

This is very different from his life as a banker with the United Bank of India, Banque 
de Paris and Bank Muscat and more recently as Director of Investments and Treasury 
with Emirates Post, Dubai, a Government of United Arab Emirates entity.

“We considered other migration destinations such as Canada and New Zealand 
but we chose Australia because it is very beautiful and modern with a free, 
democratic society and the people here are friendly and peace-loving,” Rahim said.

Rahim and his wife Jahan Aara visited Perth several times before making their 
final decision, but there were many compelling reasons for choosing Perth over 
other destinations. Rahim’s youngest son recently completed his University studies 
in Perth, and together the Parkars have many friends and relatives in Perth, some 
having lived here for over 20 years.

Rahim has been as prudent and careful in choosing his new business as he was 
his new home. In all, he considered 30 business proposals and personally undertook 
due diligence and investigation of them all. He finally chose a Stay Healthy franchise 
retailing leading Australian and international brands of vitamins, minerals and a wide 
variety of health and skin care products.

With an extensive background in accounting and finance, Rahim says there are 
other considerations to be made when buying a business in Western Australia. Apart 
from the bottom line (profit), it’s also important to look at the total training provided, a 
good store location and the potential growth of the business. Rahim has proved his 
theory by achieving significant growth in his first three years of operation.

Rahim advises other potential business migrants to take the time to properly 
investigate their business options.

‘Get all the information and do feasibilities on multiple businesses — not just one or 
two — and make a careful selection to avoid loss.’

‘Selecting the right industry is also important. In Asia and the Middle East, 
population is high and labour is in abundance. In Western Australia, this is different. 
When comparing businesses that are labour-intensive with those that are capital-
intensive, capital is more favourable due to the high cost and scarcity of labour in 
Australia.’

‘Do not spread your wings into too many businesses,’ Rahim warns.

SNAPSHOT

❛ .  .  . success depends 
on hard work and 
taking a careful, 
prudent approach to 
achieving goals. ❜
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11.2.6 Gender
Governments of developed economies are realising that employment growth will 
not come from established large businesses but from the creation or expansion 
of the small business sector. Policies are being created specifically to assist small 
business in contributing to the national economy. In response to these policies, 
and to a general change in social attitudes, many women are setting up their own 
businesses (in particular in self-employment) at three times the rate of men (see the 
following Snapshot).

BizFACT
Approximately 68 per cent of 
Australian small business operators 
are male and 32 per cent are female.

Having received permanent residency in December 2009, Rahim and his wife are 
now in the process of purchasing a new home close to where they are currently 
living.

‘I am looking forward to buying a new home and finding opportunities to further 
grow my business socially and economically to benefit my family and the community,’ 
Rahim said.

Rahim is also looking forward to becoming an Australian citizen and taking some 
time (his first holiday in three years) to see more of his new home state.

‘We have visited local tourist places such as Mundaring Weir, Mandurah and 
Serpentine Dam, but my main priority so far has been to establish my business and 
work towards achieving our Australian citizenship.’

For others considering a move to Western Australia, Rahim says success depends 
on hard work and taking a careful, prudent approach to achieving goals.

‘Be one hundred per cent determined and prepare to face some ups and downs. 
Take every step with honesty, integrity and a balanced approach.’

Source: Government of Western Australia Small Business Development Corporation, http://www.
businessmigration.wa.gov.au/?cat=living-in-western-australia&page=stay-healthy.

SNAPSHOT QUESTIONS
1. How has Rahim Parkar’s life changed since moving to Australia?
2. Why did Rahim choose Perth, Australia to migrate to and open a business?
3. Outline the business planning Rahim undertook prior to beginning his own 

business.
4. Identify Rahim’s personal qualities and skills that have helped him become a 

successful business owner.

Case study: 2Step Dance — women and SMEs

It takes determination, courage, persistence and a high level of motivation to achieve 
success with any business venture — qualities that sisters Nicole and Rebecca 
Micallef possess. The pair have been dancing together for over 30 years and their 
long-term dream was to eventually turn that passion for dance into a new business. 
While a love for dance and the desire to pass on such a beloved art-form are 
important qualities for running a dance studio, they are by no means sufficient to 
make it a success. Owning a studio requires capital, business skills, attention to detail 
and lots of hard work.

After dancing for 20 years, they were eager to begin teaching. This passion to 
teach gradually developed into a desire to own their own dance studio. The best way 
to learn about running a studio is to work at one. Nicole and Rebecca worked at a 
couple of different studios and taught a variety of different classes. The pair learnt 
a lot from this experience; they were able to observe close up the ins and outs of 
running this type of business as well as the typical problems and how they’re solved.

While working at some well-known dance schools, they choreographed many 
award-winning eisteddfod routines of their own. Over time, they made a name for 
themselves and developed a large student following, as well as an excellent 

SNAPSHOT

❛ It takes determination, 
courage, persistence 
and a high level of 
motivation to achieve 
success .  .  . ❜
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Research undertaken by both federal and state government departments has 
highlighted the following points regarding women in business:
1. Women own approximately one-third of all small businesses operating in 

Australia.
2. Over the past decade, there has been a rapid growth in the number of women 

who chose to be self-employed, growing by a rapid 33 per cent.
3. The major industries in which women own businesses are service oriented.
4. Women own almost half of all home-based businesses.
5. Women setting up businesses from home is the fastest growing sector of the 

Australian economy.

reputation in the area. After five years of teaching at various dance studios, they had 
a growing desire to inspire the dancing generation of today by opening their own 
studio. When they heard that the owner of the dance school they were working at 
was closing down her school, they took a leap of faith and decided to open up their 
own studio: ‘We thought it was now or never’.

It took two years of hard work and persistence to get their business started and 
turn their dream into a reality. Even though they were both very experienced at 
teaching dance, they knew there was a lot more involved. They realised they needed 
to develop skills and educate themselves further about running a business. Nicole 
therefore undertook a Diploma of Business in order to develop these skills. ‘Running 
a dance studio involves administration, book-keeping, event coordinating, payroll, 
hiring of staff, looking after the emotional needs of all students and much more!’

In 2007, they began 2Step Dance. Their aim was to create a studio that provides 
the support and disciplines that encourage a positive and non-pressured environment 
for all abilities and skill levels. Their mission is to strive to bring their love of dance to 
all ages by sharing its beauty, power and vision in fresh and unique ways. Rebecca 
and Nicole are very involved in all aspects of the studio from being the Principals to 
also teaching all the jazz classes, show teams and private lessons. Their passion for 
teaching and their care and dedication for their students is evident in every moment 
of their classes.

The main challenges they encountered during the establishment phase were 
promoting their business as well as making sure they complied with all the legal 
regulations associated with owning a dance school, e.g. acquiring the correct 
licensing and insurance. An ongoing challenge they’ve faced is ensuring they have 
sufficient numbers of student each year to cover all their costs.

‘In order to succeed, you need to be persistent, patient and passionate. It takes 
time to create a successful business, but it’s so much easier to motivate yourself 
when you’re energised by what you’re doing. In business, you are going to face 
constant challenges. Success doesn’t come easy, but if you have determination and 
a positive mind-set, you can do anything.’

Rebecca and Nicole’s determination has definitely paid off. Over the years, their 
ground-breaking choreography and style have revolutionised and captivated their 
audience. In 2016, the pair celebrated the 10 years as 2Step Dance. During this time, 
they have never had to invest a lot of money in advertising; most of their business has 
come from word of mouth and recommendations. In the 12 years since they opened, 
the business has gone from strength to strength but the pair have always remained 
true to their vision for starting the business in the first place.

SNAPSHOT QUESTIONS
1. Identify the personal qualities Nicole and Rebecca possess that have enabled 

them to achieve success with their business.
2. Outline what motivated Nicole and Rebecca to establish their own dance 

studio.
3. State some of the challenges Nicole and Rebecca have encountered.
4. Describe the factors that have led to the success of 2Step Dance.
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6. Women-owned businesses have less external debt, are more profitable and are 
profitable much earlier than those owned by men.

7. Women starting their own business generally:
• are aged 26–45 years
• have sole financial responsibility for the business
• acquired skills used in their business from previous work experience
• borrow very little money.

8. The main reasons for women establishing a business include the following:
• desire to be their own boss
• wanting greater flexibility in terms of family needs
• personal challenge
• an avenue to utilise their skills and talents
• wanting to achieve financial security
• experience of restrictions in terms of promotion within a previous career.

SUMMARY
• Personal qualities, motivation, experience and entrepreneurship are the primary 

influences on an individual’s decision to establish a business.
• Business qualifications and skills can be attained through experience, education 

and/or training.
• These factors will affect planning decisions on issues such as the type and size of 

business, the business location and the individual’s own role.
• An entrepreneur is someone who starts, operates and assumes the risk of a 

business venture in the hope of making a profit.
• An entrepreneur must have a range of skills and characteristics to own and 

operate a business successfully.
• Other influences are at work, including cultural background and gender.

EXERCISE 11.1 REVISION
1 Assess your own entrepreneurial ability by completing the questions shown in  

figure 11.1 in section 11.2.1. Someone with an entrepreneurial personality would 
answer ‘yes’ to most of the questions. Write a self-evaluation report based on your 
answer.

2 Choose a business you would like to own. Outline the personal qualities you think 
are needed to be successful in this business. Share your response with a classmate 
and discuss the main differences in your answers.

3 Divide a page into three columns as shown on the following page. In the first column, 
identify the skills that you presently possess and could bring to a small business. In 
the second column, identify other skills that you would need to develop. In the third 
column, outline how you would go about obtaining these new skills.

FIGURE 11.6 The Women’s Network Australia is the nation’s leading networking 
organisation for women offering business information, online services, business 
education and networking events.

 Weblink: Women’s Network  
Australia

Resources
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4 Refer to figure 11.4 in section 11.2.3 and classify the possible rewards of business 
ownership into monetary or non-monetary benefits. Interpret the results.

5 Describe the main characteristics of an entrepreneur.

6 Select the characteristic you regard as the most important and justify your choice.

7 Outline why an entrepreneur should continually set new goals.

8 Prepare a ‘T’ table format to summarise the benefits and burdens of 
entrepreneurship. The ‘T’ table has been started for you.

9 Determine which you consider to be more persuasive: the benefits or the 
burdens. Give reasons for your answer. Share your response with the rest of 
the class.

10 Propose what you consider to be the main reasons for women starting their own 
businesses.

11 In small groups, brainstorm the problems women face when they attempt to 
establish and operate a SME. Outline your problems to the rest of the class.

12 Conduct online research to answer the following questions.
(a) Outline the role of Business Enterprise Centres Australia.
(b) Describe some of the services BEC offers.

13 Research online to identify two female entrepreneurs. The Women’s Network 
Australia weblink in the Resources tab is a useful resource. Compare the main 
factors that made each business a success.

EXERCISE 11.1 EXTENSION
1 ‘The entrepreneur has an important role in the Australian economy.’ Assess the 

accuracy of this statement.

2 Investigate how the role of women in business changed over the past decade. 
Predict the importance of this role in the future.

3 Create a rap song explaining the meaning of ‘entrepreneur’ and describing the 
qualities needed to be a successful SME owner.

4 Write out the 12 questions asked in figure 11.1 section 11.2.1 in order of importance, 
from most important to least important. Compare your list with the rest of the class 
and be prepared to justify your rankings.

11.3 Sources of information
SME owners cannot be experts in all areas of their business. Further, they do 
not normally have the funds to employ a specialist or consultant to assist with 
management. They thus need to possess a variety of skills, including marketing, 
personnel, finance, administration and public relations skills. Obviously, this 
multifaceted role is not an easy task. However, the SME owner can receive assistance 
from a large number of government and private support agencies, examples of 
which are shown in figure 11.7.

Benefits Burdens

• Sense of freedom and independence.

 Weblink: Business Enterprise 
Centres (BEC)

 Weblink: Women’s 
Network Australia

Resources

Skills I presently 
possess

Skills I would need to 
develop

How I would obtain 
these new skills
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11.3.1 Professional advisers
It is important for the business owner to have a good relationship with an 
accountant, solicitor and bank manager, and to keep in touch with them on a regular 
basis. Management consultants can also be used, especially when restructuring the 
business or changing its core business activity.

Business owners tend to be totally immersed in the day-to-day operations of 
their businesses, so they find it difficult to remain objective. However, the profes-
sional adviser is able to examine the business much more objectively and provide 
an independent analysis of the organisation. Professional advisers are also more 
aware of changes within the legal, economic and financial environment. It is advis-
able for business owners to make use of the information and advice from the fol-
lowing advisers:
1. Accountants. Accountants provide valuable advice on all financial management 

issues and taxation obligations. They have access to the latest changes to taxation 
and financial reporting requirements.

2. Solicitors. Solicitors provide information concerning business formation and 
structures, registration, contracts, leases, partnership agreements, patents and 
legislation. Solicitors are up to date with any changes to company law and can 
advise the small business owner on how best to deal with such changes.

3. Bank managers. The bank manager is another valuable contact who can provide 
information and advice on financial services, sources of finance and basic 
business management. The bank manager usually has a wide range of experience 
to draw on and is able to access the resources of the bank.

4. Management consultants. If a business management problem arises that 
the owner cannot deal with, then the advice of a management consultant 
may be necessary. Coming from outside the business, the consultant is 
able to be more objective and view problems in an unbiased manner. When 
outsourcing to management consultants, it is wise to check their credentials and 
experience.

Solicitors
Australian Bureau 

of Statistics

Federal, state and
local government

departments

Australian Chamber 
of Commerce and

Industry

Small Enterprise
Association of 
Australia and 
New Zealand

Accountants

Universities

Networks

AusIndustry

Trade
associations

Bank
managers

Other business
contacts

Community-
based services

Chambers of
commerce

TAFE
colleges

Business 
Enterprise

Centre

Sources of advice

FIGURE 11.7 Sources of help and advice for the SME owner
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11.3.2 Government agencies
State governments
All state governments have established agencies that provide support and advice to 
business owners. In NSW, the Department of Industry offers a number of programs 
designed to assist businesses. The main programs are described below.

FIGURE 11.8 The NSW 
Government’s strategy is to make 
NSW the easiest place to start 
and grow a business. The strategy 
demonstrates how the NSW 
government is unlocking more 
opportunities for small business. 
Some key initiatives outlined in the 
strategy include: enabling better 
access to cash flow and capital, 
exploring opportunities for taxation 
relief, investing in new skills for 
business and providing tools to build 
resilient businesses.

Business Connect
Business Connect aims to support small businesses to start up, create jobs 
through growth, help established SMEs become sustainable and increase business 
confidence across NSW. Business Connect achieve these aims by:
• providing general and specialist business advice and government information to 

startups and SMEs
• promoting business growth through innovation, improving resilience and 

boosting productivity
• supporting digital readiness and regional business development.

Boosting Business Innovation Program
The NSW Government has invested $18 million in the Boosting Business Innovation 
Program, giving small businesses access to research organisations to build strong 
local business communities and stimulate economic growth in metropolitan and 
regional NSW. The NSW Government is working with all 11 NSW universities 
and CSIRO to deliver a range of new innovation spaces and activities for business 
communities.

Federal government
The federal government operates a website, business.gov.au, as a service to 
businesses of all sizes. It is an online government resource for the Australian 
business community that offers access to all government departments.

business.gov.au offers simple and convenient access to all of the government 
information, assistance, forms and services businesses need. Government depart-
ments such as the Department of Foreign Affairs and Trade, and the Department 
of Industry provide specific advice and support to businesses on issues such as 
exporting overseas and research and development of new products.

 Weblink: Business Connect

 Weblink: Boosting Business 
Innovation Program

 Weblink: business.gov.au

Resources
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Technological advice
Establishing an online business presence, networking a number of computers 
within the business premises, or making maximum use of mobile devices can 
all improve business efficiency. Purchasing equipment from a dealer who offers 
advice and backup support, or establishing a relationship with an ICT consultant, 
is another important decision to be made by the prospective business owner. 
As a technological support service for small business, the federal government 
has established Digital Business Kits (DBK), which provide industry-specific 
information and resources to help SMEs and not-for-profit organisations engage 
in the digital economy and take advantage of the opportunities available through 
digital technology.

Local government
This level of government is becoming more involved in encouraging business 
because it creates employment. Local councils offer advice on land zoning, assist 
with subsidised land and consider development applications.

FIGURE 11.9 The federal government 
website, business.gov.au, is a useful 
resource for someone establishing, 
managing or growing a business.

FIGURE 11.10 The Office of the NSW 
Small Business Commissioner, in 
partnership with the NSW Business 
Chamber, launched the Small 
Business Friendly Councils (SBFC) 
Program in 2014 to increase the 
number of NSW councils working 
proactively with small businesses. 
Currently, 76 local councils in 
NSW have joined the Program, 
demonstrating their commitment to 
their local small business community.

 Weblink: Digital business kits

Resources
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  11.3.3  Other sources 
 Chambers of commerce 
 Chambers of commerce are local associations of businesspeople, usually centred 
around a suburb or region. They provide legal and fi nancial help, taxation advice, 
an explanation of legislation, and industrial relations information. The chambers 
also organise training seminars, arrange industry conferences and liaise with 
government departments. 

 Small Enterprise Association of Australia and New Zealand 
(SEAANZ) 
 SEAANZ is a not-for-profi t organisation committed to the development and 
understanding of SMEs within Australia and New Zealand. It is dedicated to research, 
policy development and the dissemination of ideas relating to entrepreneurship 
and small business management for the SME sector. They publish a journal,  Small 
Enterprise Research , dedicated to small businesses. The association provides a forum 
for exchanging news and views relating to small business matters. It also organises 
training days and promotes the role of small business and its importance in the 
total economy. 

 Trade associations 
 Trade associations offer specifi c industry information and assistance. Examples 
include:  
•   Australian Retailers Association  
•   Plastics and Chemicals Industries Association (PACIA)  
•   Australian Medical Association.   

 Each association is made up of organisations that are in the same line of busi-
ness, so it can provide specifi c details about product development and industry 
trends. 

 Libraries and reference material 
 Libraries are a valuable source of information because they have access to vast 
amounts of reference material. Most libraries have online access to large databases 
with search facilities that help locate specifi c material. Librarians are highly trained 
and will undertake a search of the literature available. Most libraries also subscribe 
to trade and industry journals. 

 Australian Bureau of Statistics 
 The Australian Bureau of Statistics provides valuable data on social, economic 
and demographic trends. It also provides specialised data on business activities. 
Information useful to business owners can be obtained from the following:  
•   Census on Population and Housing  
•   Demographic Trends and Statistics  
•   Household Expenditure Surveys.    

 Having access to such information assists the business owner in analysing and 
understanding changes to the external environment. 

  11.4  The business idea 
 As well as determining whether or not they have the motivation and personal 
qualities to start a business, potential SME owners will have a clear idea of what 
they wish to sell. Sometimes it is an original idea for a good or service that is quite 

   FIGURE 11.11  Whether starting 
up, or already operating a SME, 
the Australian Bureau of Statistics 
provides information to assist making 
informed business decisions. 
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different from anything already on the market, or a distinct improvement on 
something already available. Or it may be a realisation that particular goods or 
services are unavailable in a particular area. All the businesses in the world must 
have started from an initial idea and then grown according to their success within 
the market. Coke, for example, started as a medicinal tonic sold off the back of a 
travelling wagon. Now, Coca-Cola Amatil is an internationally successful business 
that dominates the soft drink market throughout the world.

The source of a business idea may come from a person’s own experiences, inter-
ests, abilities or imagination. Inspiration for ideas can be generated by:
• listening to people, particularly for ideas on the goods or services people want, 

but that may not be readily available
• reading magazines and books, and researching on the internet
• visiting displays and exhibitions in areas such as new technology or new 

products from overseas
• accessing government statistics and research information
• identifying a ‘gap’ in the market — that is, a demand not currently being 

satisfied
• determining improvements that could be made to an existing product.

The successful identification of a gap in the market is a key to establishing 
a lucrative business. It means that the new business provides something not 
already available. Breaking into a market that is already well served means that 
the new business has to do something exceptional to draw customers away from 
existing businesses. For example, if a shopping centre currently has three hair-
dressing salons, would a hairdresser be wise in setting up a fourth salon in 
the same centre? It is unlikely that a gap in the market exists unless the other 
three hairdressers are so heavily booked that locals find it difficult to make an 
appointment.

BizFACT
Most new ideas are 99 per cent 
perspiration and 1 per cent inspiration. 
This means that a lot of time and effort 
needs to be put into fully developing a 
new business concept.

FIGURE 11.12 Visiting a business exhibition can provide ideas for a business concept.UNCORRECTED P
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11.4.1 Identifying business opportunities
Identifying a business opportunity is not just about having an idea. An opportunity 
is something that a person can see as an avenue to success. It is often identified 
when a person feels they can provide goods or services in a better or different way 
from that already in the market. There are many ways of identifying an opportunity, 
for example:
1.  Analysing and reviewing particular parts of the market to find an opening for 

particular goods or services. Sometimes, you can find the best opportunities by 
seeking those goods or services that larger businesses are unable or unwilling 
to provide to their customers. Angela, for example, may want to open a plant 
nursery, but she is afraid that the larger nurseries will be able to undercut her 
prices in most products simply because they can buy in bulk. Angela could 
concentrate on the provision of services — maybe plant delivery services, 
landscaping, garden consultations, soil testing and more — which the larger 
nurseries tend to overlook.

2.  Identifying whether many other people share a particular interest or hobby. 
This interest or hobby may become the main catalyst in identifying a business 
opportunity. An individual is not always driven by the motive to make a profit, 
but rather by a belief in the product itself. The most important issue is that such 
interest does not always equal success. There must be a large enough market to 
sustain sales of the product or service.

Once a business opportunity is identified, a number of areas need further inves-
tigation before the business opportunity becomes a reality. The most important of 
these is a consideration of the competition.

BizWORD
A business opportunity can 
be described as something an 
entrepreneur can see as an avenue to 
success. It is often identified when a 
person believes they can provide goods 
or services in a better or different way 
from those already on the market.

FIGURE 11.13 A Melbourne couple, 
Phillis Chan and Ben Chaung came 
up with the idea for their Big Apple 
Buddy business after relocating to the 
US four years ago. When they moved, 
many of their friends kept asking them 
to send things that they couldn’t get in 
Australia. This led to the idea for their 
new business that ships hard-to-get 
American products to Australia. The 
couple have made over $3 million 
since setting up their business.

Case study: Fernwood — a successful business idea

Diana Williams, founder of Fernwood Fitness, was a young, motivated gym fanatic 
when she saw a great niche for women’s gyms in the mid 80’s. She was aware of 
the benefits of strength training but was conscious of the fact that many women 
avoided the weights area in many male-dominated gyms. She also felt that a lot of 
gyms weren’t the sort of place many women wanted to go to. Her own gym had an 
unpleasant aroma, weights lying around and a grubby atmosphere. The walls were 
covered with either men’s body building photos or raunchy women’s body building 
photos.

Diana envisaged a girls’ club with lovely things women appreciate — like flowers 
and fresh fruit. She pursued her entrepreneurial idea and, today, Fernwood Fitness 
is a household brand that has 69 clubs across Australia, employs more than 2000 
people, has over 80 000 members and an annual turnover of more than $75 million.

When Diana started her first club, she had no business experience; simply a desire 
to provide an exercise venue for women only. Initially, Diana did not intend to begin 
a major national brand, she wanted to establish a small business that she was 
passionate about and could enjoy running. Fernwood Fitness provides women with 
an alternative to working out in a mixed-gym environment.

From the first club, Diana prioritised and focussed on member service, staff 
satisfaction, quality and cleanliness. Understanding the needs of women today 
and tailoring the business’s services to cater to their needs has given Fernwood a 
competitive advantage. These aspects are the reasons behind Fernwood Fitness’ 
overall success.

SNAPSHOT QUESTIONS
1. Outline the source of Diana’s business idea.
2. Besides the original business idea, describe some other factors that have 

contributed to the success of Fernwood Fitness.

❛ .  .  . she saw a great 
niche for women’s 
gyms .  .  . ❜

SNAPSHOT
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11.4.2 Competition
Competition is rivalry among businesses that seek to satisfy a market. When 
identifying a business opportunity, the entrepreneur must decide on the type of 
market in which their goods or services will compete. This means deciding whether 
to target the goods or services at a broad market (mass market) or a more specialised 
market (niche market). Once this decision is made, the business owner is able to 
identify the level of competition and the main competitors.

The business owner must then decide how to make the business competitive or, 
more simply, how to develop a customer base or gain a market share from its com-
petitors. Again, the type of market will influence the strategies used by a business. 
If the product is aimed at a niche market, for example, then there may be no com-
petitors. On the other hand, a mass-market strategy will require extensive planning 
to create market share. There are two main ways of achieving competitiveness — 
cost of production and differentiation of the goods or services.
1. Cost will largely depend on production techniques. The business that can 

produce a good or service at the lowest possible cost and thus sell at the lowest 
price has the greatest ability to attract market share.

2. Differentiation is about making a product or service different, unique or better 
than its rivals — for example, selling a computer with extra service, lessons or 
added software.
Competitive advantage is discussed in more detail in chapter 13.

SUMMARY
• A variety of support services exist to provide assistance to a business owner 

who lacks experience. Some of them are free and some are in the form of other 
businesses that charge for their services.

• A business idea describes the core activities of the business, and the specific 
features and value of the goods or services it provides.

• A business opportunity is something an entrepreneur can see as an avenue to 
success.

• Opportunities may arise due to either a ‘gap’ in the market, or an interest or 
hobby.

• Competition is rivalry among businesses that seek to satisfy a market.
• SME owners must decide how to make a business competitive. This can be done 

by either reducing the costs of production or providing something not already 
available.

EXERCISE 11.2 REVISION
1 (a)  Recall the professional advisers a business owner should have a good 

relationship with.
(b) State the information each one provides.

2 Examine the range of information provided by the business.gov.au website.

3 Jamahl wishes to set up a hot bread shop in his local shopping centre. 
Identify five government agencies or organisations he could approach for  
support.

4 Use the Business Connect weblink in the Resources tab to answer the following 
questions.
(a) Outline how Business Connect supports startups and SMEs.
(b) Click on ‘Success stories’. Select a success story from the list and explain how 

Business Connect assisted the SME.

5 There are many ways of coming up with an idea for a business. The following table 
provides some examples. In small groups, propose one suggestion of your own for 
each example given.

BizWORD
Competition is rivalry among 
businesses that seek to satisfy a 
market.

 Weblink: business.gov.au

 Weblink: Business Connect

Resources
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6 Define the term ‘business opportunity’.

7 Summarise two ways of identifying a business opportunity.

8 Choose a business — large, medium or small. Identify its main competitors.

9 Keeping ahead of the competition is essential for long-term business success. 
Recommend five strategies a café can use to keep ‘on top’ of its competitors.

EXERCISE 11.2 EXTENSION
1 Arrange for a representative of the local chamber of commerce, or the local traders’ 

association to visit your class. Before the visit, prepare a number of questions to ask 
the representative on issues relevant to both informal and formal support services 
provided for local business owners. If possible, video record the session (obtain the 
visitor’s permission in advance). Create a 500-word report on what you learned from 
the visit.

2 ‘The business idea is the starting point for any new small business.’ Explain this 
statement.

3 When commencing a new small business, justify which of the following you think 
might be the most important.
(a) the money required to commence the business
(b) the development of the business idea
(c) the skills of the people who will operate the business.

4 Choose a good or service you could provide/invent that is (to your knowledge) not 
already available.
(a) Clarify why you chose this good/service.
(b) Predict its chance of success.

11.5 Establishment options
There are three ways of establishing a new business:
1. setting up a new business from scratch
2. purchasing an existing business
3. purchasing a franchise.

Choosing between these options is sometimes quite difficult; each has advan-
tages and disadvantages (see the Snapshot in section 11.5.3).

BizFACT
Seventy per cent of all new 
businesses start from scratch, while 
26 per cent are purchasers of existing 
businesses. The remaining 4 per cent 
are businesses that have either been 
inherited from a family member, 
restarted from a previously failed 
business, or bought by the employees 
from the owners.

Source of idea Example Your suggestion

An inspiration A self-filling printer cartridge

Listening to people A skateboard facility

Noticing a gap in the 
market

A home gardening service

Own interests and abilities A graphic design consultant

Improving an existing 
product

A better video store

New technology A mobile HDTV screen

Developing a hobby Making ceramic pottery

Combining two existing 
ideas

Antiques/coffee shop

Social trends Home-cooked, prepared 
meals

‘Crazy’ ideas A musical hair dryer
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11.5.1 Setting up a new business — starting 
from scratch
Sometimes conditions are more favourable for starting a new business than for 
buying an existing operation, for example:
• when a person has created something unique and starts a business to market 

their innovation or invention
• when a person recognises a gap in the market, where it is clear that customers’ 

needs are not satisfied by existing businesses
• when the market has grown and existing businesses cannot supply all customers.

If these conditions do not exist, then starting from scratch could be more diffi-
cult because existing SMEs will provide considerable competition.

Establishment options 

Setting up a business
from scratch 

Purchasing an existing
business Purchasing a franchise

FIGURE 11.14 Many prospective small business owners find it difficult to select an 
establishment option. Each option has its own advantages and disadvantages, which must be 
taken into consideration before making a decision. A wrong choice may place the owner in a 
vulnerable position.

FIGURE 11.15 Steve Takchi started 
his business Path to Health from 
scratch to pursue his dream of getting 
people moving and enjoying a quality 
life without pain. He wanted to create 
a one stop shop for health and 
osteopathy that offers personalised 
healthcare and a holistic approach, 
while also considering the complete 
person (physical, psychological and 
spiritual) in the management of the 
problem.
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Advantages and disadvantages
Starting from scratch has advantages and disadvantages (see table 11.1).

TABLE 11.1 The advantages and disadvantages of starting a business from scratch

Advantages Disadvantages

• The owner has the freedom to set 
up the business exactly as they 
wish.

• The owner is able to determine 
the pace of growth and change.

• There is no goodwill for which 
the owner has to pay.

• If funds are limited, it is possible 
to begin on a smaller scale.

• There is a high risk and a measure of 
uncertainty. Without a previous business 
reputation, it may prove difficult to secure 
finance.

• Time is needed to set up the business, create 
procedures, develop a customer base, employ 
and train staff, and develop lines of credit.

• If the start-up period is slow, then the business 
may not generate profits for some time.

BizWORD
Goodwill is the monetary value 
attached to the reputation of a 
particular business.

11.5.2 Buying an existing business
When an existing business is purchased, the business is already operating and 
everything associated with the business is included in the purchase — for example:
• stock and equipment
• premises
• existing customer base
• staff
• location
• reputation and goodwill.

When purchasing an existing business, it is essential for the potential purchaser 
to know why the business is for sale. If the business has been struggling, it may not 
be a very good purchase. It is also important to examine detailed accounts for at 
least the previous three years to determine the financial health of the business. The 
true value of goodwill is one aspect of the financial statements that is often hard 
to estimate. The seller of the business may overestimate the value of the business’s 
reputation; therefore, consultation with an accountant is important to confirm the 
accuracy of the value placed on goodwill by the seller.

BizFACT
If you are buying an existing business, 
the financial information about the 
profitability of that business must be 
fully investigated. According to the 
Australian Competition and Consumer 
Commission, if the vendor is reluctant 
to disclose the full financial details 
of the business it is better not to 
purchase it. Buying a business is just 
like buying a house — a huge cost is 
involved and the foundations of both 
must be sound.

FIGURE 11.16 Sam Dimartino 
purchased an existing business 
because he believed it would be 
easier than setting up a new business 
from scratch. The existing suppliers, 
equipment and customers helped 
Sam generate instant income.

Advantages and disadvantages
Buying an existing business has a number of advantages and disadvantages, as 
shown in table 11.2.
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11.5.3 Buying a franchise
Under a franchise agreement a person buys the rights to use the business name 
and distribute the products or services of an existing business. The business that 
grants the right to others to use its name and products is known as a franchisor, 
while the business that buys those rights is known as a franchisee. The franchisor 
supplies a known and advertised business name, the required training and staff 
development, a method of doing business, management skills and materials. The 
franchisee supplies the startup money and labour, operates the franchise business 
and agrees to abide by the terms and conditions of the franchise agreement.

People choose to buy a franchise in the hope of avoiding many of the problems 
of starting a new business. For a set fee, the small business owner receives the bene-
fits of a successful business formula, a well-recognised name and established trade-
marks. Franchising has a success rate of almost three times that of independent 
businesses, largely because it involves an established business name backed up by 
managerial expertise. Franchising is the area of fastest business growth in Australia. 
Subway® (sandwiches and salads) is an example of a franchise. Other well-known 
franchises include McDonald’s, Optus ‘Yes’ stores, Dymocks bookstores, 7 Eleven, 
Bakers Delight, Domino’s Pizza and The Athlete’s Foot.

Advantages and disadvantages
Buying a franchise has a number of advantages and disadvantages, as shown in 
table 11.3.

BizWORD

A franchise involves buying the rights 
from another business to distribute its 
products under its name.

A franchisor is an individual or 
business that grants a franchise.

A franchisee is an individual or 
business that purchases a franchise.

BizFACT
In 2016, Poolwerx, Australia’s largest 
pool and spa maintenance franchise, 
was named Established Franchisor of 
the Year by the Franchise Council of 
Australia. It might be 24 years since 
the company was established, but 
they show no signs of slowing down. 
Poolwerx hit 100 stores in 2016 and 
are predicting that, with the current 
level of growth, they will more than 
double their business in the next nine 
years. The CEO and founder, John 
O’Brien, anticipates they will reach 
350 stores and 1000 vans by 2025.

 Weblink: Franchise Business

Resources

TABLE 11.2 The advantages and disadvantages of buying an existing business

Advantages Disadvantages

• Sales to existing customers will 
generate instant income.

• A good business history increases the 
likelihood of business success.

• A proven track record makes it easier to 
obtain finance.

• Stock has already been acquired and is 
ready for sale.

• The seller may offer advice and training.
• Equipment is available for immediate 

use.
• Existing employees can provide 

valuable assistance.

• The existing image and policies of the 
business may be difficult to change, 
especially if the business had a poor 
reputation.

• The success of the business may 
have been due to the previous owner’s 
personality and contacts, so may be 
lost when the business is sold.

• It may be difficult to assess the value 
of goodwill, with the likelihood that the 
newcomer will pay more than it is worth.

• There may be hidden problems.
• Some employees may resent any 

change to the business operation.

TABLE 11.3 The advantages and disadvantages of buying a franchise

Advantages Disadvantages

• Immediate benefit is derived from 
the franchisor’s goodwill because the 
name is established.

• The franchisor often provides training 
and management backup.

• A franchisee can succeed despite 
having limited experience.

• Equipment and premises design are 
usually established and operational.

• Well-planned advertising often exists.
• Volume buying is possible, often 

resulting in cheaper stock.
• A business plan and proven business 

methods already exist.

• The franchisor controls the operations, 
with little scope for franchisee 
individuality.

• Profits must be shared with the franchisor 
through the payment of ongoing franchise 
fees.

• The franchisor often charges additional 
service fees for advice.

• The franchisee is often required to 
purchase stock from the franchisor and 
cannot shop around for cheaper supplies.

• Contracts may be biased in favour of the 
franchisor.

• The franchisee must share any burden of 
the franchisor’s business mistakes.

BizFACT

According to a report of the Franchise 
Council of Australia in 2014:
– there were 1160 franchisors in 

Australia in 2014
– there were an estimated 79 000 

franchisees
– more than 460 000 people were 

employed directly in franchising
– annual sales turnover of the entire 

franchising sector was estimated at 
$144 billion.
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FIGURE 11.17 Many well-known businesses operate under a franchise agreement.

Case study: Mortgage Choice — a successful franchise

An interview with Maria Zappia, owner of Mortgage Choice Gladesville.

Maria, what made you want to start your own business?
I had been working within the business as a broker for a number of years. This 
experience helped me to gain a very good understanding of the business; the 
upsides as well as the downsides. When the opportunity to purchase the business 
came up, I put together a detailed business plan and five-year projections to check 
the viability of purchasing the business myself. Putting together the business plan 
highlighted for me where the risks lay, but at the same time, it helped me realise a 
number of potential opportunities to exploit.

What other business planning did you undertake prior to making the decision to 
purchase the franchise?
Cost was a major consideration so it was critical to put together a detailed budget 
that took into account not only the obvious on-going costs such as rent, staff 
salaries, and general day-to-day running costs, but also had to allow for changes in 
the business going forward.

I also had to do a SWOT self-analysis to gauge my ability to not only work ‘within 
the business’ (as a productive and income generating broker) but also ‘run the 
business’ (as a business owner looking after staff, premises and cash flow). One of 
the challenges for people that transition from being an employee of a business to 
being the owner of the business is that they need to develop both the mind-set and 

SNAPSHOT

❛ Without a strong, 
proven brand, many 
start-up businesses 
struggle to succeed. ❜
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the organisational skill to allow time to ‘work within the business’ and ‘work on the 
business’. This is an on-going challenge.

When establishing your business, why did you decide to purchase an existing 
franchise as opposed to establishing a new business?
Buying an established business has its risks, one of main risks being customer and 
staff loyalty. Having worked within the business for a number of years, I had built 
a large base of established clients. These were people I knew well, having built 
relationships and trust over time. In addition (and very importantly) these established 
relationships were providing repeat and referral business. It made the transition rather 
seamless for most of our clients and also for me.

The main reason I decided to purchase a franchise was to leverage the benefits 
of the established brand. Without a strong, proven brand, many start-up businesses 
struggle to succeed. Mortgage Choice was going from strength to strength and I 
wanted the added value of a strong and reputable consumer brand as well as the 
support services that go with the brand.

Another reason I decided to purchase a franchise was to leverage the benefits of 
Mortgage Choice’s well-established market-share. A number of marketing activities 
performed over several years prior to me purchasing the franchise had lifted local 
presence and local market share.

What are the advantages of operating a franchise?
1. ‘Sameness’ and presenting a ‘united front’ across the network has its advantages 

with regard to marketing activities, advertising and branding.
2. You are part of a strong brand and can leverage off the strength of the brand.
3. You are part of a large multinational network which competes with other providers 

for market share.
4. Licencing and regulatory requirements are met by regular compliance audits 

conducted by the franchisor. Regular training programs and appropriate 
processes and procedures are provided to ensure compliance.

5. Opportunities provided by the franchisor to diversify into financial planning, car 
and equipment finance, personal loans, specialist property referrals, and so on. 
These opportunities to diversify help the franchisee to develop additional income 
streams and to better meet the needs of clients as a whole, rather than just the 
home loan.

Are there any disadvantages of operating a franchise?
1. Possible disagreements with the franchisor regarding marketing and advertising; 

not so much at the local level, as there is always more control over this, but 
more so nationally. There could be an adverse effect on branding if the franchisor 
doesn’t quite get it right. This is minimised if the franchisee has some input in the 
formulation of the marketing strategy.

2. Remuneration/commission policies need regular review in the broking industry 
and we are reliant on the franchisor to set fair and equitable policies with regard 
to this.

3. There isn’t much scope for ‘individuality’ when it comes to running the business. 
The whole purpose of belonging to a franchise network is that everyone gets on 
board with systems and processes, marketing and advertising etc.

What support do you receive from the franchisor?
• Marketing and IT support
• Assistance with compliance and regulatory obligations
• Franchise development support
•     Training and development/CPD opportunities: Mortgage Choice offers an 

intensive two-week induction training course at their head office in North 
Sydney. In addition, each franchisee is assigned a mentor for their first two 
years in operation under the Accelerate Program. The mentor is an important 
and valuable support as it can be hard to quickly absorb all the product 
knowledge required. This program provides continuous web-based and face-
to-face training and development for the whole two-year period.
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SUMMARY
• Starting a completely new business, purchasing an existing business or 

purchasing a franchise are the three main ways of going into business.
• The most common reason for setting up a completely new business is the 

recognition of a gap in the market.
• When purchasing an existing business, it is essential for the potential purchaser 

to know why the business is for sale.
• People choose to buy a franchise in order to make use of an existing brand and 

reputation.
• There are advantages and disadvantages for each option.

EXERCISE 11.3 REVISION
1 Recall in what circumstances someone might choose to start a business from 

scratch.

2 Identify and explain what you consider to be the two most significant advantages 
and two most significant disadvantages of starting a business from scratch.

3 Identify and explain what you consider to be the two most significant advantages 
and two most significant disadvantages of purchasing an existing business.

4 (a)    Assume you have decided to purchase an existing small business. Select one of 
the following advertisements and propose a list of questions that you should ask 
before making a purchase.

(b) Justify which business offers the best prospects. Give reasons for your answer.

• Troubleshooting with our lender panel and assistance sorting out any problems 
with the banks.

•   Often lenders make changes to their credit policies, rates, special offers, 
processes etc. When these changes occur, this is communicated to the 
network and the Mortgage Choice systems are updated to reflect these 
changes.

•  Mortgage Choice also offers an excellent support system via their Group Office 
staff. I have daily access to Mortgage Choice’s lending support team and the 
marketing, public relations and finance teams whenever I need them.

•  The franchise network is also supported via a comprehensive intranet site. This 
contains an extensive array of information and resources including marketing 
material, public relations tools and content, business operations, budgets and 
just about anything to do with running a mortgage broking business.

SNAPSHOT QUESTIONS
1. Recall what motivated Maria to start her own business.
2. Explain the benefits of operating a franchise.
3. Assess Maria’s decision to purchase an existing franchise as opposed to the 

other establishment options.

SOUND ESTABLISHED
HAIRDRESSING SALON

Well equipped.
Established over 10 years.
Sound financial position.

Taking approx. $2500 p.w.
No goodwill required.
Pay only for premises,

fittings and stock.
Excellent opportunity.

Phone 3856 2764

Established Convenience
Store – Beach Location

Once-in-a-lifetime opportunity
to be your own boss.

Easily managed. Training provided.
Low rent only $770 per week.

Current t/over exceeds $5200 per week.
Increases in summer. Price includes

fixtures and fittings, the shop
plus 4 bedroom residence.

Phone 0421 01516 7934 AM

SOUND INVESTMENT

Sack your boss.
Work from home instead.

Phone (03) 9856 2764
www.lastchance.com.au

ATTENTION

ASKING PRICE $915,000
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5 Consider a small business that you would like to start. Recommend which of the 
three business options would be most appropriate. Give reasons for your answer.

6 Investigate why people choose to purchase an established business rather than 
start from scratch. Compare your answer with other class members.

7 Outline the factors potential business owners should consider when buying an 
established business. Use the federal government’s business.gov.au weblink in the 
Resources tab as a reference.

8 The Red Rooster restaurant franchise mission statement is ‘Be in business for 
yourself, but not by yourself’. Explain what is meant by this statement.

9 Clarify why businesses operating as a franchise have a success rate three times 
that of independent businesses.

10 Identify what the franchisor receives in a franchise agreement. Identify what the 
franchisee receives. Identify what each party provides.

11 Determine one main benefit of franchising for the:
(a) franchisor
(b) franchisee.

12 The graph below indicates the proportion of franchise units held by franchisors in 
each industry segment. Use this graph to answer the questions that follow.

Retail trade

0 10 20 30
Per cent

Accommodation and food services

Administration and support services

Other services

Rental, hire and real estate services

Arts and recreation services

Financial and insurance services

Professional, scienti�c and teachnical

Construction

Transport, postal and warehousing

Information media and telecommunications

Health care and social assistance

Wholesale trade

Manufacturing

Electricity, gas, water and waste services

Education and training

(a) Identify the industry sector in which the majority of franchise networks are 
involved.

(b) Why do you think the majority of franchises operate in the industry you identified in 
part (a)?

EXERCISE 11.3 EXTENSION
1 Read the following story and then answer the questions.

Bianca was bored working for someone else and decided to start her own 
business. She lives in a small New South Wales country town with a population 
of approximately 2500. The town has no major shopping centre and no 
established franchises. Bianca decided to open a café in the town. Her mother 
provided the funding for the business and gave her what little advice she 
could.

After only six months in business, Bianca realised that the business was 
not profitable. Her debts were increasing and she could see no way out of her 
problems. She wanted to sell the business but could not find a buyer.
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(a) Determine whether it would have been wiser for Bianca to purchase an 
established business rather than commencing from scratch. Give reasons for your 
answer.

(b) If Bianca had conducted some basic market research, predict whether she would 
have opened a franchise instead of an independently owned business.

(c) Propose what Bianca should do. Share your answer with other class members.

2 From the ‘Businesses for sale’ section of a newspaper, find three advertisements for 
the sale of a corner store, newsagency or coffee shop. Explain all the terms used in 
the advertisements.

3 Select a small business that you patronise regularly and answer the following 
questions:
(a) Outline why you use this particular business.
(b) Identify the strengths and weaknesses of this business.
(c) If this business were for sale, determine whether you would consider purchasing 

it. Give reasons for your answer.

4 Compare three franchise operations that interest you (the Franchise Council of 
Australia website is a useful starting point) and then answer the following questions:
(a) Summarise the business’s concept.
(b) Identify the training provided by the franchisor.
(c) Outline the agreement terms.
(d) State the level of investment required.
(e) Describe the personal qualifications required.
(f) Assess which franchise operation you consider to be the best business 

proposition. Give reasons for your answer.

5 Create an information brochure on franchises. Include useful facts, and useful 
organisations and websites that will assist a potential franchise.

11.6 Market considerations
Many business owners are so enthusiastic about starting that they often overlook 
these three crucial questions:
• What good and/or service will be sold?
• What is the most suitable price for the goods or service?
• What is the most appropriate location for the business?

More than anything else, the success of any business depends on the research 
and planning done to answer these three fundamental questions, because sales are 
the life-blood of a business and the source of its income.

 Weblink: Franchise Council 
of Australia

Resources

FIGURE 11.18 Market analysis is 
important to ensure that the good or 
service provided is likely to satisfy 
consumers and that the business is 
aware of the threats and opportunities 
the market presents. Understanding 
the market will help business owners 
identify many different factors that can 
have an impact on their business.
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11.6.1 Goods and/or services
One of the first decisions potential business owners need to make is to determine what 
they are going to sell. When starting a business, it is very important that the owners 
possess the knowledge and experience required regarding their good or service.

Many SME owners display such enthusiasm for their new goods or service that 
they often fail to consider whether any customers want to purchase it. Without cus-
tomers, a good or service — even though revolutionary, efficient, record-breaking, 
exciting and so on — is useless. Businesses fail without a market (customers) for 
their goods or service; therefore, they must always undertake market analysis.

Market analysis involves collecting, summarising and analysing information 
about the state of the market, customers, the threats and opportunities that the 
market presents, and any advantages or disadvantages that the business is likely to 
have over its competitors.

Using a variety of methods, such as surveys, questionnaires and focus groups, 
market analysis can provide a wealth of information about customers’ attitudes, 
perceptions and opinions. It presents a business owner with questions that focus 
on who will buy the product, for example:
• Who are our customers?
• What do we know about them?
• What is their age and gender?
• Why do they buy our product(s)?
• What do they see as our strengths and weaknesses?
• How can we gain more customers?
• Who are our competitors? How many do we have?
• What do our competitors offer that we do not?
• What are we really selling?
• To whom would we like to sell?

11.6.2 Price
One of the most crucial decisions that any business 
owner has to make is to determine the prices at 
which goods and services are provided to customers. 
This will have a major impact on the success of 
the business, as prices set too high may drive away 
potential customers, while prices set too low may 
make it difficult to achieve a profit.

As discussed in chapter 8, three pricing methods 
can be used:
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.

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 
(see figure 11.19).

3. Competition-based: choosing a price that is either 
below, equal to or above that of the competitors.

11.6.3 Location
Different types of businesses will be suited to 
different locations, and the business owner must 
consider a number of factors when determining 
the most appropriate location for their particular 

BizWORD
Market analysis involves collecting, 
summarising and analysing 
information about the state of the 
market, customers, the threats 
and opportunities that the market 
presents, and any advantages or 
disadvantages that the business is 
likely to have over its competitors.

FIGURE 11.19 It’s important for a business to know what customers 
think they should be paying for a product or service. Customers may 
see good value from something that isn’t expensive to make or deliver. 
To set a price to simply cover costs in this instance will be denying the 
owner lots of potential profit. If a product or service is more expensive to 
provide than customers are prepared to pay, then that too is a problem. 
Market research can help owners find out what their customers are 
prepared to pay.
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business (refer to chapter 3). A suitable location might be a shopping centre or 
retail shopping strip, or the business owner may choose an online presence or 
prefer a home-based business.

Local government zoning determines where some types of businesses can 
operate. Zoning is designed to keep business activities separate from residential 
areas and prevent householders being disturbed by businesses operating late at 
night. The process sets aside commercial and industrial zones and it is in these 
areas that most SMEs will operate.

Shopping centre complex
The suburban shopping centre complex has been in existence in Australia for less 
than 50 years. Typical suburban shopping centre complexes have one or more 
supermarkets and a number of small specialist stores such as hairdressers, clothing 
stores, pharmacies, cafés, newsagents, and often a post office and bank branches. 
Larger regional shopping centres, such as Macquarie Centre, Centro Roselands, 
Westfield Bondi Junction and Warringah Mall often include major department 
stores and cinemas, as well as the full range of specialist retail outlets.

Although it can be quite expensive, a well-established business in a busy shop-
ping centre is an excellent option for a prospective SME owner wishing to purchase 
an existing business, although a new business in an established shopping centre is 
most likely to be successful if there are no existing competitors.

Retail shopping strips
In metropolitan Sydney, shopping strips developed along major arterial roads during 
the second half of the 19th century. The busiest shopping strips were located near 
public transport, such as tram routes and suburban railway stations. Parramatta 
Road is an example of a major road in Sydney with extended shopping strips.

BizWORD
Zoning is a means by which local 
councils allocate land for different 
uses, such as residential, commercial, 
recreational and industrial.

FIGURE 11.20 According to a recent 
report by real estate firm Cushman & 
Wakefield, Sydney’s Pitt Street Mall is 
ranked as the seventh-most expensive 
in retail rent globally. The average rent 
on Pitt Street Mall is $13 335 per 
square metre. Of course, that’s just an 
average; some shops with a street 
frontage are paying much more than 
that. New York’s Upper 5th Avenue 
retained top position, Hong Kong’s 
Causeway Bay ranked second and 
Paris’s Champs-Élysées ranked third. 

BizFACT
The average rent for businesses in 
Westfield shopping centres is $1326 
per square metre.

Many shopping strips in the metropolitan area have struggled to compete with 
the growth of shopping centre complexes offering off-street parking and an air- 
conditioned environment. Retail shopping strips offer the advantage of high vis-
ibility for passing traffic, but many shopping strips suffer from lack of parking, 
particularly those located on major arterial roads that are clearways during peak 
hours. Because many shopping centres close in the evenings, shopping strips have 
become popular locations for restaurants and ‘after hours’ entertainment. Norton 
Street in Leichhardt is a good example of this.

 eLesson: Sublime 
Greengrocer and Juice Bar 
(eles-0839)

Resources
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 Online presence 
 Given the rapid rise in technology, many businesses do not consider their location 
as important at all. Most SME owners have the use of a computer and access to 
the internet. This allows for the possibility of conducting business online, so the 
business is no longer limited to dealing with people who can physically visit its 
premises. Such online activities can include:  
•   using email to communicate with customers or suppliers  
•   using the internet to fi nd information, such as prices, business contact details, 

and different products and market trends  
•   setting up a website to provide information about available products and 

services, or as a means by which customers can order goods online  
•   using the internet for online banking and payment of bills.    

 What’s the true cost of an online store vs a physical shop?  

 Too often I see people jumping into their online store dream without treating it with 
the proper preparation and respect it deserves. 

 Trying to get something done on the cheap, yet expecting quick, big results. 
 You need to ask, would you be doing this if you were embarking on running a 

physical shop? 
 The success of an online business really depends on the right investment of time, 

money and resources into setting up the most effective e-commerce shop for your 
business. 

 When starting up an online business, it can sometimes be easy to forget that the 
hard-earned money you are investing into your new e-commerce store needs to be 
compared to that of a physical street front shop. 

 So what really is the true cost of an online store versus a physical shop? Let’s try 
to work that out. 

 As there are so many variables, in my research I have tried to compare running a 
small and effective online shop with that of a comparable local small-sized shop. 

 For the sake of this exercise, let’s assume both businesses are selling fi shing 
rods to people in Sydney. And let’s further assume both businesses sell about 500 
different products and make a 50 per cent profi t margin. 

 Sound fair? 

  Ok let’s set the scene . . .   
  Business A: Street Front Fishing Rod Shop 
Business A employs 2.5 full-time staff to man the shop and rents a $4000/month, 
100 square metre shop on a main road in Sydney. 

 As it is on the main road, Business A gets plenty of street visibility and loads of 
walk-in customers. Its main customers are really limited to the local area, as it rarely 
gets customers from further afi eld. 

 Let’s also say Business A has an annual revenue target of $550 000. 

  Business B: Online Fishing Rod Shop 
Business B, being an online business, only needs to employ 1.5 full-time staff, and 
runs its business from home. 

 Having no physical store, Business B also rents out a double car garage-sized 
storage for $400/month for its products. 

 Being an online business, Business B needs to put quite a lot of energy into 
promoting its products online through paid digital marketing. Also, being an online 
business, they sell to customers all around Australia. 

 Let’s say Business B has a smaller annual revenue target of $350 000. 

  General costs  
 Of course, there are a range of general costs that businesses need to pay, regardless 
of whether they have an online presence or a street front shop. 

SNAPSHOT

 ❛ . . . what really is the 
true cost of an online 
store versus a physical 
shop? ❜ 
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Some of these costs include:
• purchase of inventory
• insurance, licences, registration etc
• bank fees, workers’ compensation etc.
• logo and other graphic design.

Set-up costs
So what are the costs to set up each business?

Let’s compare the initial investment both businesses need to make to get up and 
running.

(Please note, these exclude the above general costs and, for the sake of this 
exercise, I am assuming that Business A is taking over an existing premises, hence 
doesn’t need to build a brand new shop.)

Business A: Street Front Shop
Shop fit-out: $50 000 (typically $30 000 to $150 000)
Shop signage: $3000 (Typically $2000 to $10 000)
Other: $2000
Total: $55 000

Business B: Online Shop
Website: $12 000 (typically $5000 to $25 000)
Photography: $2000
Other: $1000
Total: $15 000

Monthly ongoing costs
Business A: Street Front Shop 
Rent: $4000 (typically $3000 to $6000)
Electricity and rates: $400 (typically $300 to $800)
Other: $500
Staff (2.5): $12 500 (based on $60k/yr per FTS)
Total: $17 400/month

Business B: Online Shop
Website hosting and support: $150 (typically $100 to $300)
Digital marketing and promotion: $3000 (typically $500 to $5000)
Stock storage rent: $400 (typically $300 to $500)
Other: $500
Staff (1.5): $7500 (Based on $60k/yr per FTS)
Total: $11 550/month

Summary
Here is a summary of how the costs affect each business.

Set-up cost
As you can see the cost for setting up the physical store for Business A is about 
$55 000 compared to only $15 000 for setting up an online store for Business B.
That equates to a saving of $40 000 which could easily be put towards promoting 
Business B online!

Ongoing costs
Business A has $17 400 of expenses to cover each month. At a profit margin of 
50 per cent, Business A would need to sell over $36 000 in sales every month to 
break even.

This means Business A needs to be doing $550 000 in annual revenue to run a 
stable business.

In contrast, Business B has $11 550 in monthly expenses, therefore would need 
only $23 000/month in sales to break even. This means Business B would need to 
aim for $350 000 in annual revenue to run a stable business.
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Home-based businesses
Many tradespeople and other service providers have traditionally run their 
businesses from home. Plumbers, electricians, painters and various other service 
providers do not need a dedicated business location as they provide services in 
the customer’s own home or business premises. Increasingly, the development of 
information and communication technologies has allowed home-based businesses 
to use mobile phones, the internet and computer applications. Although home-
based businesses have traditionally been service providers rather than goods 
retailers, online ordering and payment has allowed for the expansion of home-
based retail businesses.

As you can see, it is nearly $6000 cheaper per month to run the online store 
business. And the annual turnover is a whopping $200 000 less to be a stable 
business.

Overall
The lesson to be learnt here is that it is quite important to make sure you compare 
the costs for your online store with those of a physical store.

Clearly, it can be far cheaper to run an online business than a street front shop.
But you need to remember you will need to put extra effort into both your website 

and ongoing online promotion to succeed!
Source: Kevin Fouche, ‘What’s the true cost of an online store vs a physical shop?’  

blog.pixelfish.com.au, 28 August 2015.

SNAPSHOT QUESTIONS
1. Identify the factors that the success of an online business depends on.
2. Identify some general costs that will be common to both an online and a 

physical store.
3. Compare the set-up and ongoing costs of an online and physical store.

FIGURE 11.21 Almost one million 
people run a business from home in 
Australia. Working from home can 
offer flexibility and convenience, and 
can often be a great opportunity to 
start a new career. Computers and the 
internet have increased the potential 
for home-based businesses.

 Weblink: Home-based businesses

Resources

SUMMARY
• The first thing business owners need to determine is what good or service they 

are going to sell.
• Businesses fail without a market (customers) for their goods or services, so they 

must always undertake a market analysis.
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• A market analysis involves collecting, summarising and analysing information 
about the market.

• Price can be set by using the cost-based, market-based or competition-based 
pricing methods.

• One of the key decisions of a prospective small business owner is concerning the 
actual location of the business.

• Different types of business will be suited to different locations.

EXERCISE 11.4 REVISION
1 Clarify the purpose of a market analysis.

2 State the methods a SME owner could use to gather information about customers’ 
attitudes, perceptions and opinions.

3 From the following table, identify the appropriate number (event) and letter (price-
setting method).

4 Calculate the selling price for a computer using the mark-up supplied.

5 Clarify two factors to consider when setting a selling price for the item in each of the 
following cases:
(a)  A small publishing business has developed an idea for a new fashion magazine for 

16-year-olds.
(b) John wants to sell his car online.
(c) Troy has won a new mountain bike in a raffle but he doesn’t need it.
(d) Jemma wants to sell her handmade jewellery at markets and online.

6 Explain how local council decisions affect the location of different types of 
businesses.

7 Outline the advantages shopping centres have over traditional ‘main street’ 
shopping strips.

8 Summarise some of the main types of online activities SME operators undertake.

9 Demonstrate how an online presence can assist a business owner to operate from 
home.

10 Identify three types of businesses that can operate as home-based businesses and 
explain why they are suited to this type of operation.

11 In small groups, propose what factors need to be considered when choosing a 
location for the following businesses:
(a) fast-food outlet
(b) dental surgery
(c) agricultural machinery supplier
(d) HSC coaching college
(e) hair salon
(f) panel beater.
Choose a spokesperson to share the group’s comments with the rest of the class.

Event Method of setting prices

1. A house is sold at auction. (a) Cost-based

2.  A percentage is added to the cost 
price of the goods.

(b) Market-based

3.  The butchers all copy the prices of 
Mighty Meats.

(c) Competition-based

Computer cost price Mark-up Selling price

$800 50%

$1000 80%

$950 100%

UNCORRECTED P
AGE P

ROOFS



Influences in establishing a small to medium enterprise • CHAPTER 11  371

c11InfluencesInEstablishingASmallToMediumEnterprise.indd Page 371 17/05/18  6:35 PM

12 Angela is considering purchasing an established sandwich bar that is located on a 
main street, adjacent to a large industrial estate and near a parking area.

Explain to Angela the importance of each of these factors. In terms of a favourable 
location, recommend whether Angela should purchase this business.

13 Outline those factors a potential business owner needs to consider before operating 
from home. Use the weblink Home-based businesses in your Resources tab as a 
reference.

EXERCISE 11.4 EXTENSION
1 Copy and complete the following table. Propose three examples of items sold under 

each of the methods of setting prices. Use the internet for your research.

2 ‘Location is a crucial factor for the success of some small businesses but not for 
others.’ Critically analyse this statement and provide relevant examples.

3 Visit the local shopping centre or mall. Identify the best located shops. Determine 
why they have the best locations. Arrange to interview the owners of some of these 
stores and question them about the reasons for their location.

4 Choose a small business that you are familiar with and explain the ways in which 
this business has advantages or disadvantages in relation to:
(a) visibility
(b) cost (in terms of likely premises expenses and transport costs)
(c) proximity to suppliers
(d) proximity to customers
(e) proximity to support services.

11.7 Finance
Finance refers to the funds required to carry out the activities of a business. It is a 
crucial issue when an entrepreneur is identifying a business opportunity, especially 
considering that it is often difficult to raise (see the following Snapshot).

 Weblink: Home-based businesses

Resources

Cost-based pricing Market-based pricing Competition-based pricing

Example 1

Example 2

Example 3

Small business feeling the lending crunch

Since the global financial crisis, credit growth in Australia has returned. But while 
growth in home lending between 2008 and 2014 was relatively strong (0.49% per 
month), it was actually negative for business lending (–0.04% per month).

This pattern of weaker business credit for corporates and small to medium 
enterprises is not unique to Australia but has been reflected around the globe due to 
long-term factors, such as the consolidation of banks and the centralisation of credit 
assessment. The issue has been accelerated by shorter term cyclical factors, such as 
increased business risk since the GFC and reduced demand for business credit.

Source: Derived from RBA (2014) Table D2
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SNAPSHOT

❛ .  .  . restricting the 
flow of funds to the 
SME sector can have 
a significant impact on 
the economy. ❜
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A number of preliminary factors need to be reviewed before any action can 
be taken. First, the entrepreneur must consider a series of questions as shown in 
figure 11.22. These questions allow the entrepreneur to consider the financial con-
cerns of a business opportunity. Second, the entrepreneur needs to determine the 
most appropriate source of finance.

11.7.1 Sources of finance
Finance can come from a variety of sources, but two main types of sources are 
available to a business. The business owner can contribute their own funds (equity 
or capital), which is an internal source of funds. The business can also obtain loans 
(debt) from external sources (see figure 11.23). Advantages and disadvantages are 
associated with each source of finance.

  Weblink: Business 
finance products

Resources

Small and large business borrowers are relying more heavily on internal funding 
sources, such as retained earnings, and in the corporate sector there has been 
an evident diversification towards more market-based funding. But it is the ‘bank 
dependent’ SME sector, with limited access to alternative markets, that is feeling the 
pinch.

Small business: the engine of the economy
While it’s recognised businesses should not be funded unless they can generate an 
adequate return of capital, restricting the flow of funds to the SME sector can have a 
significant impact on the economy.

In Australia, for example, around two million SMEs account for 68 per cent of all 
industry employment and 56 per cent of industry gross value added. Starving these 
businesses of funding will impact on employment growth and growth in GDP.

Negative credit growth for business has its roots in both demand and supply 
factors. In terms of the demand for credit there has been:

• reduced business leverage
• business diversifying funding sources post GFC
• increased price of SME credit
• stricter lending covenants and increased cost of eligible collateral.
On the supply side, factors that have led Australian banks to have a preference for 

housing over business lending include:
• regulatory capital requirements
• consolidation in the banking sector
• costs of credit assessment for SMEs.
The potential for capital requirements to adversely impact SME lenders was noted 

by the Financial Stability Board and Basel Committee’s Macroeconomic Assessment 
Group which stated in 2010 that as a result of tighter regulatory standards ‘bank-
dependent small and medium-sized firms may find it disproportionately difficult to 
obtain financing’.

Regulations that provide disincentives for banks to engage in lending to SMEs 
have particularly grave implications for Australian business, as approximately 90 per 
cent of all intermediated credit in Australia is provided by banks.

Source: Deborah Ralston and Martin Jenkinson, ‘Small business feeling the  
lending crunch’, The Conversation, 22 September 2014.

SNAPSHOT QUESTIONS
1. Compare the growth in credit for both housing and businesses.
2. Identify factors that have led to negative credit growth for businesses.
3. Identify the sources of funds being increasingly relied upon by businesses.
4. Explain the impact of restricting the flow of funds to the SME sector.
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Debt finance
Debt finance relates to the short-term and long-term borrowing from external 
sources by a business. The main advantage with debt financing is that the owner 
does not have to sell any ownership in the business. Also, debt financing has 
certain taxation advantages. For these two reasons, debt financing is the most 
popular source of finance used by businesspeople when starting a business.

Once the type of finance has been decided, the next step is to choose the appro-
priate term or length of time. The two main terms for debt financing are:
• short-term — less than one year
• long-term — greater than one year.

BizWORD
Debt finance relates to the short-
term and long-term borrowing from 
external sources by a business.

How much do I need
or expect to earn from

the business?

From where will
I finance capital
requirements?

How much will it
cost to start the

business?

How much debt
can the business

afford?

What funds do I have
available and what will

I need to acquire?

What financial success
have other similar

businesses achieved? 

How much capital
do I need to operate

the business?

FIGURE 11.22 Questions to consider when assessing finance for a business

Short-term
borrowing
• Overdraft
• Commercial
 bills
• Factoring

Long-term
borrowing
• Mortgage
• Debentures
• Unsecured
 notes

• Capital
•  Retained
   profits
• Ordinary
   shares
•  Private equity

Debt Equity

Source of finance

FIGURE 11.23 The two main sources of finance available to business owners
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Short-term borrowing is money needed to fund the day-to-day workings of the 
business. For this reason, it is commonly called working capital: current assets 
(receivables, inventories) less current liabilities (overdrafts, creditors).

The main types of short-term finance include:
• overdrafts: where the bank allows a business to overdraw their account up to an 

agreed limit for a specified time, to overcome a temporary cash shortfall
• commercial bills: primarily short-term loans issued by financial institutions, for 

larger amounts (usually over $100 000) for a period of generally between 30 and 
180 days

• factoring: the selling of accounts receivable for a discounted price to a finance 
or factoring company.
Long-term borrowing, for a period of more than a year, is usually used to purchase 

buildings, land, plant and equipment.
The main types of long-term finance include:

• mortgage: a loan secured by the property of the borrower (business)
• debentures: issued by a company for a fixed rate of interest and for a fixed 

period of time
• unsecured note: a loan from investors for a set period of time. It is not secured 

against the business’s assets.

Equity finance
Equity finance, also called equity capital, refers to the funds contributed by the 
business owner(s) to start and then expand the business. If the SME is a company, 
then this contribution is referred to as shareholder’s equity. Equity has an advantage 

BizWORD
With an overdraft, the bank allows 
a business to overdraw their account 
up to an agreed limit for a specified 
time, to overcome a temporary cash 
shortfall.

Commercial bills are short-term 
loans issued by financial institutions, 
for larger amounts for a period of 
generally between 30 and 180 days.

Factoring is the selling of accounts 
receivable for a discounted price to a 
finance or factoring company.

A mortgage is a loan secured by the 
property of the borrower (business).

Debentures are issued by a company 
for a fixed rate of interest and for a 
fixed period of time.

An unsecured note is a loan from 
investors for a set period of time. It 
is not secured against the business’s 
assets.

BizFACT
Expensive items such as land and 
buildings, new technology, industrial 
and office equipment are often leased. 
Leasing is especially recommended 
for equipment that becomes obsolete 
very quickly, such as computers.

BizWORD
Equity finance is the funds 
contributed by the business owner(s) 
to start and then expand the business.

FIGURE 11.24 The NSW Business Chamber found that access to finance is a 
significant concern for many SMEs. Their research indicated that around 30 per cent 
of SMEs feel they have missed an opportunity due to a lack of credit. They identified 
that, of SMEs rejected for a loan: around 55 per cent felt that the rejection significantly 
constrained firm growth; around 21 per cent felt that it significantly increased their 
chances of bankruptcy; and 18 per cent had to lay off staff.
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over other sources of finance because it does not have to be repaid unless the 
owners leave the business. It is cheaper than other sources of finance because there 
are no interest payments for the business. An owner who contributes the equity to 
a business retains control over how that finance is used. A disadvantage is that the 
owner may expect a good return on their investment, but the small amount of 
finance may generate only low profits and low returns.

Equity finance can also be raised in other ways — for example, by taking on a 
new partner, by seeking funds from another investor (who then becomes an owner 
or shareholder) or by reinvesting net profit back into the business.

11.7.2 Cost of finance
The cost of finance will depend on the following:
• the type of finance
• the source
• the term.

The type of finance used by a business will influence the cost of capital. Debt 
financing requires the use of money from an external source, such as a bank, 
building society or finance company, and the cost is the interest (cost of borrowing 
money) charged by the institution.

If capital is raised through equity finance, no interest is charged because the 
entrepreneur and/or partners and shareholders have invested the money. The cost 
of using this form of capital is the return paid at the end of the financial year if the 
business makes a profit. This return is called a dividend if the business is a com-
pany. The company does not pay a dividend if it does not return a profit.

The cost of equity finance can also be measured in terms of liability. Liability is 
unlimited if the business is operated as a sole trader or partnership. This means 
that creditors will sell all business and personal assets to recover the debt. How-
ever, liability of a company is limited to just the assets of the company and all 
funds put in by shareholders. The cost of capital will depend on the term and type 
of finance used by the business. Table 11.4 outlines examples of the types of loans 
available to businesses and the cost incurred for each type.

BizWORD
Interest is the cost of borrowing 
money.

TABLE 11.4 Examples of financing options available to businesses and the costs incurred for each type

Type Description Source Cost

Trading bank 
loans

Available for the purchase of land and 
buildings for a period of 3–10 years

Major trading banks — 
e.g. ANZ, Westpac

Standard interest rate cost for fixed 
period of time

Overdrafts Used for short-term finance to assist 
in the daily operations of a business in 
times of need

Trading banks Higher interest rate (not designed for 
long-term use)

Personal loans Secured against the borrower’s own assets Trading banks, building 
societies, finance 
companies

A general rate of interest with banks and 
building societies; finance companies 
usually charge a higher rate of interest 
than banks and building societies, due 
to the higher risk involved in lending.

Leasing 
finance

Allows use of an asset without actual 
purchase

Trading banks, finance 
companies

Interest rates that are above those 
for short- or medium-term loans, 
but benefit of tax-deductible finance 
repayments

Owner’s 
equity or 
shareholders’ 
equity

Money invested by owner/partner or 
shareholders. Risk of loss of the funds 
invested if the business fails, but share of 
profit if the business is successful

Owner of the business 
or a company 
shareholder

No interest on the use of these funds, 
but a return (dividend) on profits to be 
paid to shareholders
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SUMMARY
• A business cannot commence without finance to enable it to pursue its activities.
• SME owners must determine how their business will be financed throughout the 

life of the business.
• Businesses can obtain funds from either internal (equity) or external (debt) 

sources.
• Debt finance relates to the short-term and long-term borrowing from external 

sources by a business.
• Examples of short-term finance available to businesses include an overdraft, 

commercial bills and factoring. Examples of long-term finance include a 
mortgage, debenture and unsecured note.

• Equity is the funds contributed by the owner(s) of a business to start and expand 
the business.

• The business owner must consider the cost of finance. This will depend on the 
type of finance, the source and the term.

EXERCISE 11.5 REVISION
1 Account for the importance of finance in terms of establishing and operating a 

business.

2 Distinguish between equity and debt finance.

3 Prepare a table with two columns to outline the advantages and disadvantages of 
using debt to finance a business.

4 Prepare a table with two columns to outline the advantages and disadvantages of 
using equity to finance a business.

5 Compare the following two forms of debt finance by completing the table below.

6 Recall the three factors that will impact on the cost of finance.

EXERCISE 11.5 EXTENSION
1 Contact a bank’s loan manager and request a summary of:

(a) the different types of lending options for small businesses
(b) methods of repayment on money borrowed.
Assess the most suitable form of finance for a person wanting to establish a 
computer repair business that is operated from home.

2 In small groups, collect five advertisements offering different types of finance 
funding for small businesses. Use information from magazines, banks and websites. 
Compare the offers under the headings in the following table. Display your database 
in the classroom.

Form of debt Main features Advantages/
disadvantages

• overdraft

• commercial bill

• factoring

• mortgage

• debenture

• unsecured note
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3 Analyse why it is important to match the term of a loan to the life of the asset for 
which the finance was obtained.

11.8 Legal considerations and influence 
of government on SMEs
Many licences, permits, approvals and authorities must be taken into account by 
SME owners. All business owners have a legal obligation to observe the statutory 
regulations when commencing and operating a business. Fulfilling all legal 
obligations may be frustrating at times, particularly when more than one level of 
government is involved. However, businesses that do not obey the law risk losing 
customers and their reputation, being fined, or losing the right to continue trading.

The three levels of government (federal, state and local) all have regulations to 
which small business owners must adhere. The regulations are imposed primarily 
to promote fairness, protect consumers and encourage efficiency.

11.8.1 Business name
The Australian Securities and Investments Commission (ASIC) is now responsible 
for a national business name registration service. Businesses need to register their 
business name, except when the name is that of the owner and then it is optional. 
But if something is added to a personal name, such as ‘Pty Ltd’, ‘Motors’, ‘and 
Associates’ or ‘and Co.’, then the business name must be registered. This is to 
prohibit anyone else from trading under a similar name. (If two traders want to 
register the same name, the first application for registration is accepted and the 
second trader must register a different name.)

Registration of a business name does not protect or establish any specific rights to 
that name. If the business name is a crucial part of the business’s operation, then it 
should also be registered as a trademark with the federal agency responsible for intel-
lectual property (IP Australia), which administers the Trade Marks Act 1995 (Cwlth).

With the rapid growth of e-commerce, it is becoming a necessity for most busi-
nesses to develop an online presence. A key element of its online presence will be 
the domain name, which is the address of the business’s website on the internet. It is 
important that the business chooses a unique domain name that represents its activi-
ties. It also helps if the domain name is easy to remember and spell, so that customers 
can find the website without any hassles — for example, kpaplumbing.com.au.

A business can register multiple domains to help its customers find it more 
easily and to prevent other businesses from registering a similar domain name that 
might confuse customers. A business can see whether a domain name has already 
been registered by checking the registry online. Domain names can be registered 
through resellers and registrars by visiting the Australian Domain Administration 
website.

 Weblink: Registering a 
business name

Resources

Source Interest  
rate

Borrowing  
limit

Terms Main 
advantage
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11.8.2 Zoning
Local government controls zoning regulations. In other words, they have the 
authority to restrict where certain businesses can locate. Zoning regulations create 
areas where land can be used only for particular purposes. These regulations specify 
the areas in which residential, industrial, recreational or commercial activities may 
take place. This ensures that activities that do not belong together, such as those 
associated with factories and residential areas, are kept separate. This function 
assists the local community in terms of planning.

When establishing a business, the owner must inquire with the local council 
to determine which zoning regulations will affect their business now and in the 
future. A manufacturing business that uses heavy equipment and wants to operate 
a 24-hour shift, for example, would need to locate where it is allowed to operate 
under zoning regulations. It would not be suitable close to a residential area, 
mainly because the noise is a problem.

11.8.3 Health regulations
Local government also imposes health regulations under the Public Health Act 2010 
(NSW). Each local council supplies businesses (primarily those dealing with food, 
such as cafés, restaurants, butcher shops and bakeries) with the requirements and 
standards to meet in order to receive a licence to operate. Some requirements 
include:
• the temperature for food storage
• kitchen layout
• employee clothing requirements
• time for which food can be kept
• correct food handling.

A health inspector will assess premises regularly and often without warning 
to ensure the business owner/operator maintains standards. If problems occur, 
then the business is given a period of time to rectify the situation or they will be  
closed down.

The purpose of the Food Act 2003 (NSW) is to ensure that food for sale is both 
safe and suitable for human consumption. The NSW Food Authority has a partner-
ship with local councils across NSW and they conduct regular inspections of retail 
food businesses in their local area (see the following Snapshot). Council environ-
mental health officers (EHOs) are authorised officers under the Act and check that 
good food safety practices are in place, such as temperature control, cleanliness, 
hand washing and labelling.

FIGURE 11.25 Businesses can 
register domain names by visiting 
the Australian Domain Administration 
website. Although building and 
hosting a website can costs 
thousands of dollars, registering a 
domain name generally costs between 
$10 and $100 per year.
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FIGURE 11.26 The NSW Food 
Authority, in partnership with councils, 
implements the Food Act at the local 
level through the monitoring and 
inspection of food premises. Local 
councils are required to obtain and 
test food samples to determine if the 
food produced is safe and suitable for 
human consumption.

❛ NSW Food Authority 
publishes a ‘Name and 
Shame’ register .  .  . ❜

NSW Food Authority

The NSW Food Authority publishes a ‘Name and Shame’ register of businesses 
that have breached NSW food safety laws. Publishing the lists gives consumers 
more information and confidence when making decisions about where they eat or 
buy food.

Individuals and businesses can either receive a penalty notice for their alleged 
offence or be prosecuted before a court. Each of these are listed on a separate 
register; i.e. there is a ‘Register of penalty notices’ for those businesses issued with 
an on-the-spot fine for an alleged food safety offence, and there is a ‘Register of 
offences (prosecutions)’ for those businesses that have been prosecuted before a 
court and have been found guilty of breaching food safety laws.

2017 marked nine years of operation of the ‘Name and Shame’ register. In this 
time, more than 7000 food retail businesses have appeared on the register and 
there have been more than 11 million views of the register webpage. At its peak in 
2009–10, 3.4 per cent of food businesses were placed on the register. This figure fell 
to just 1.6 per cent in the 2016–17 financial year. An average of 1567 penalties are 
issued each year. The greatest success of the register, however, is that there are very 
few repeat offenders. The register therefore serves as an excellent deterrent because, 
once a food business has made the shame file, they definitely don’t want to appear 
on it again.

In 2017, it was revealed that Blacktown, Canterbury-Bankstown, Parramatta and 
Sydney councils were home to the largest number of food safety breaches in the 
previous six months. A combination of businesses such as bakeries, seafood stores 
and restaurants found themselves on the ‘Name and Shame’ register for failing to 
prevent pests, neglecting to adequately clean and maintain equipment and leaving 
food open to contamination, among other things. Cockroaches, flies and rats are the 
most common pests to attract attention from food inspectors.

While the majority of businesses on the list are lesser-known, independent 
operators, the ‘Name and Shame’ list has also included some big name businesses 
such as Domino’s Pizza in Mosman, Bakers Delight in Artarmon and Gloria Jean’s in 
Strathfield.

In June 2017 a chicken producer was ordered to pay more than $40 000 in fines 
and professional costs after a court found that the business was transporting chicken 
intended for sale on rusted and corroded trolleys and benches. Inspectors also found 
unclean equipment and utensils, staff change rooms without soap or paper towels, 

SNAPSHOT
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11.8.4 Other regulations
Competition and Consumer Act
The Competition and Consumer Act 2010 (Cwlth) has a function to protect both 
consumers and business, and applies to virtually all businesses in Australia, 
including the commercial activities of government. First, it is designed to protect 
consumers from deceptive practices such as misleading packaging or 
misrepresentation of the place of production. It also deals with product safety and 
the conditions and warranties associated with products. Further, the act aims to 
regulate certain trade practices that may restrict competition (such as monopolistic 
power) because they can affect the price and quality of goods for the consumer. 
Table 11.5 outlines some of the undesirable and misleading practices that are illegal 
under the Act.

BizWORD
The Competition and Consumer 
Act 2010 (Cwlth) is a law that protects 
both consumers and businesses. It 
protects consumers from deceptive or 
misleading practices, and it regulates 
the trade practices of businesses.

and rubbish and cigarette butts on site. The owner of the business pleaded guilty to 
the 12 charges laid against the business.

In the 2016–17 financial year, the most common food safety breaches related 
to cleanliness of food premises (21 per cent), storage and temperature control 
(16 per cent), pest control (13 per cent), hygiene of food handlers (13 per cent) and 
cleanliness of fixtures, fittings and equipment (12 per cent).

SNAPSHOT QUESTIONS
1. State the two registers that are kept.
2. Identify some of the most common food safety breaches.
3. Explain the benefits of having the ‘Name and Shame’ register.

  Weblink: Australian 
Consumer Law

Resources

FIGURE 11.27 The ACCC launched legal action against the paint maker, Dulux, over claims 
relating to one of its products, InfraCOOL roof paint, which asserted to reduce the temperature 
of living areas inside homes by up to 10 degrees. Dulux also claimed that its Weathershield 
Heat Reflect wall paint would significantly reduce the inside temperature of a home. The 
Federal Court found that both claims were false and misleading and fined Dulux $400 000 after 
the company admitted they did not have any reasonable grounds for making those statements.
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Breaches of any of these provisions may result in penalties of up to $1.1  million 
for companies and $220 000 for individuals. Other actions may include an 
 injunction — that is, a restraint on a person — or the awarding of damages.

SUMMARY
• All business owners have a legal obligation to observe the statutory regulations 

when commencing and operating a business.
• Of the many laws and regulations that small business owners need to comply 

with, some important regulations relate to:
 – business name
 – land zoning
 – health regulations.

• The Competition and Consumer Act 2010 (Cwlth) is a federal government statute 
that aims to:
 – promote fair trade and competition in the marketplace
 – protect both consumers and businesses from deceptive or misleading practices.

EXERCISE 11.6 REVISION
1 Recall the main objectives of imposing government regulations.

2 State when it is compulsory to register a business name.

3 Outline the purpose of land zoning.

4 Demonstrate how land zoning will influence where specific businesses can locate.

5 Identify the types of health regulations that local councils impose on businesses.

6 Read the section ‘Competition and Consumer Act’ in section 11.8.4. Complete the 
paragraph below by recalling the correct word from the list that follows.

deceptive Safety warranties

price Consumer regulate

consumers Misleading competition

TABLE 11.5 Undesirable and misleading practices illegal under the Competition and Consumer Act

Illegal practices Description

Misleading or deceptive conduct Advertisements must not use words that are deceptive or claim that a product has some 
specific quality when it does not. Such actions convey a false impression of the exact 
nature of the product. Additionally, price reductions or specials must be genuine.

Unconscionable conduct This is conduct in business transactions that is unfair or unreasonable and goes against 
good conscience.

False or misleading representations 
regarding goods or services

A false or misleading representation is a statement of fact that is untrue, such as claiming 
that a motor vehicle has a certain fuel consumption performance when it does not.

Offering gifts and prizes in connection 
with the supply of goods and services 
and then not providing them

It is illegal for a business to offer a prize in connection with the supply of goods and 
services and not provide them.

Conduct that may mislead the public For example, using a brand name similar to a well-known brand, or using an Australian-
made logo when the product was made overseas

Bait advertising A business attempts to attract customers by advertising some products at lower prices. 
When the advertised products quickly run out, customers are directed (or switched) to 
higher priced items.

Referral selling This occurs when a business offers a customer a special deal or special price if the 
customer refers other potential customers to the seller. This is illegal because it may 
encourage consumers to spend more money than they planned with the expectation that 
they may recoup some if they encourage others to buy.
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The Competition and ____________ Act 2010 (Cwlth) has a function to protect 
both __________ and business. First, it is designed to protect consumers from 
__________ practices such as __________ packaging or misrepresentation of the 
place of production. It also deals with product __________ and the conditions and 
__________ associated with products. Further, the Act aims to __________ certain 
trade practices that may restrict __________ (such as monopolistic power) because 
they can affect the __________ and quality of goods for the consumer.

7 Refer to table 11.5 in section 11.8.4. Outline two practices that are illegal under the 
Competition and Consumer Act.

8 State the legal penalties or remedies that might apply after a successful prosecution 
for breaches of restrictive trade practices provisions of the Act.

EXERCISE 11.6 EXTENSION
1 Find out about the types of licences the following businesses would need to begin 

and operate. To help you, use the Australian Business Licence and Information 
Service (ABLIS) weblink in the Resources tab.
(a) beauty salon
(b) electrician
(c) tour operator.

  Appreciate the importance of having a strict licence system in operation.

2 Imagine you are about to open a pizza restaurant. Investigate the government 
regulations you would need to satisfy.

3 Evaluate the role of the ACCC. To help you, use the Australian Competition and 
Consumer Commission weblink in the Resources tab.

4 ‘Government regulations are needed to create a fair marketplace for businesses and 
consumers.’ Evaluate the accuracy of this statement.

11.9 Human resources
As outlined in chapter 8, employees are the most valuable resource of any business. 
Hiring the ‘right’ people at the ‘right’ time, with the ‘right’ skills in the ‘right’ 
quantity is crucial for business success. Consequently, one of the most important 
influences in establishing a SME is staffing: the people side of the business.

In the establishment phase, the SME owner must answer one crucial staffing 
question: How many employees, if any, will be required to operate the business?

Private employment/
recruitment agencies

Internal searches

Temporary/casual
services

Australian
JobSearch

Advertisements in
the media

Schools, universities
or

TAFE colleges

Word of mouth

Main sources of
employees for a business

FIGURE 11.28 The main sources of 
employees for a business

  Weblink: Australian Business 
Licence and Information 
Service (ABLIS)

  Weblink: Australian 
Competition and Consumer 
Commission (ACCC)

Resources
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If a SME owner decides to hire staff, many sources are available. The source 
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. Figure 11.28 out-
lines the main sources of employees available to a business.

Once the business is operating and if people are employed, the SME owner must 
fulfil a number of important human resource requirements that deal with:
• staffing objectives
• specific duties to be performed
• the skill base of existing staff
• a forecast of future staff requirements and skills
• methods the business will use to recruit extra staff
• a form of the organisational chart
• administrative records to be kept to manage the employees.

Of all these requirements the most important are those that deal with the skill 
level of employees. Skilled employees are highly productive and result in creating 
wealth for the business.

11.9.1 Skills
A business owner should always remember that the overriding objective of recruiting 
is to attract a pool of qualified applicants — people with the most suitable skills — 
from which to choose the most appropriate person for a particular job. Skilled 
employees are more productive and create wealth for the business. This is the same 
principle that a sports coach uses when selecting a team. To improve the chance of 
winning, the coach wants those players who possess the highest level of skills.

The skill base of existing employees should also be detailed so that training 
needs can be identified. If the skills level of employees is not adequate enough for 
them to fulfil their jobs effectively, then the business owner has two options:
• provide training to improve the skills level of existing employees
• recruit people who have the required skills.

While there will always be job-specific skills that an employer is looking for, 
that’s not nearly as important as some general skills that those responsible for 
hiring are increasingly looking for. These general job skills are sometimes called 
‘employability skills’ and will make people more effective at work, no matter what 
job they do. They are sometimes also known as transferable skills because people 
develop them over time and take them with them as their career develops. Some 
of the most sought after general skills include good teamwork, communication, 
problem-solving, initiative, quick learner and the ability to plan and organise work.

FIGURE 11.29 It is important to 
recruit people who have the required 
skills since a business’s most 
important asset is its people. Having 
the right people with the right skills 
in the right position can make the 
difference between business success 
and failure.
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Staffing a business — on-costs

When employing new staff, there are many other costs that are not always taken into 
account. The following case study reveals that these hidden costs quickly add up. 
The on-costs in the table are based on a salary of $50 000.

The total of the on-cost for this ‘average’ employee is $17 054. Businesses are 
responsible for these costs and must budget accordingly. Therefore, based on this 
case study, the total cost of employing someone on a base salary of $50 000 is 
$67 054.

The above table only deals with the most common on-costs for the ‘average’ 
employee. For some employees, especially senior executives, other specialised on-
costs can include fringe benefit tax, car allowance, housing subsidy, travel and meal 
allowance, bonus fee and association membership fees.

SNAPSHOT QUESTIONS
1. Calculate the percentage on-costs represent of the base salary.
2. Explain why on-costs are sometimes referred to as ‘hidden costs’.

Cost breakdown Amount $

1. Superannuation. The employer must pay 9.5 per cent 
superannuation of all employees earning more than $450 in a 
calendar month.

   4750

2. Annual leave. Normally 4 weeks per year. This means that the 
employer must pay an additional 17.5 per cent annual leave loading 
for four weeks annual leave.

     673

3. Public holidays. There are about 10 public holidays in Australia 
each year. This is 3.85 per cent (2/52).

   1953

4. Sick leave. Most awards provide for 10 days each year. This is 
another 3.85 per cent.

   1953

5. Workers’ compensation insurance. The rate charged varies 
broadly depending on the risk of the industry. In some instances 
it can be 15 per cent. For this example a rate of 5 per cent will be 
used.

   2500

6. Payroll tax. This state government tax is levied once an 
employer’s annual payroll (including superannuation) exceeds a 
certain amount. In New South Wales the threshold is $750 000 and 
the rate is 5.45 per cent.

   2725

7. Recruitment. The average cost of recruiting the base-grade 
employee is about $5000. This includes the cost of recruiting, lost 
production and training of the new employee. For this example, 
assume the employee stays for 2 years.

   2500

Total of on-costs 17 054

11.9.2 Costs — wage and non-wage
A business will only employ someone if the return is greater than the cost. The 
total cost of an employee is not solely the wage or salary paid. The employer is also 
responsible for other employee expenses, referred to as on-costs, which account 
for around 30–40 per cent of the total remuneration package (see the following 
Snapshot).

BizWORD
On-costs are payments for non-wage 
benefits.

SNAPSHOT

❛ … the total cost of 
employing someone 
on a base salary of 
$50 000 is $67 054. ❜
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The main on-costs include:
• work health and safety requirements
• long service leave
• sick leave
• superannuation
• holiday pay
• study leave
• maternity and paternity leave
• workers’ compensation
• leave loading.

Two examples of these on-costs (non-wage costs) are superannuation and leave 
loading.

Superannuation
Under the federal Superannuation Guarantee scheme, all employers must make 
provision for employees’ superannuation. Superannuation (otherwise known as 
super) requires all employers to make a financial contribution to a fund that 
employees can access when they retire. The main aim of superannuation is to give 
employees a sum of money that can be used:
• for their retirement
• if they become an invalid
• by the beneficiaries upon a person’s death.

In some circumstances they can access the money if they leave a job, although 
tax disincentives apply. Employers are not required to provide for the superannua-
tion of employees earning less than $450 per month or for employees aged under 
18 years old and working 30 hours or fewer per week.

BizWORD
Superannuation is a scheme set up 
by the federal government. It requires 
all employers to make a financial 
contribution to a fund that employees 
can access when they leave or 
retire from a job. The percentage an 
employer must contribute will increase 
gradually to 12 per cent by 2025.

BizFACT
All contributions must be made to 
a complying superannuation fund 
that meets the federal government’s 
standards, so as to protect the 
employee’s superannuation. Since 
2005, many employees have been 
able to choose into which fund 
their employer superannuation 
contributions are paid.

FIGURE 11.30 Prior to July 2013, employers were not required to provide superannuation 
for workers aged over 70 years. There is now no upper age limit for making superannuation 
guarantee contributions. The removal of this limit is to encourage people to stay in the 
workforce longer.
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The employer’s main obligation is to make a financial contribution — presently 
9.5 per cent of an employee’s earnings for their ordinary hours of work — to their 
employees’ superannuation account.

As with taxation, employers are required to keep records of all  superannuation- 
related transactions, including payments contributed, payroll and employee 
records, and the level of entitlement of each employee. Employees are allowed 
access to all documentation, especially when leaving a workplace.

Annual leave loading
All employees, except casual employees, are entitled to a minimum of four weeks 
annual leave, or holidays, for each year they work. Leave loading is an extra 
payment most employees receive on top of their annual leave pay. This extra 
amount — presently 17.5 per cent — is added to an employee’s holiday pay. 
The amount is calculated on the four weeks annual leave to which each full-time, 
permanent employee is entitled. Not all employees are entitled to leave loading, 
although this is a common feature of most modern awards. An employee’s award, 
enterprise agreement or contract will state whether or not they are entitled to this.

It was introduced at a time when workers’ wages were low and most worked 
more than a 40-hour week. Unions negotiated a percentage loading (presently 17.5 
per cent) for workers so that the average family could afford to go away for a hol-
iday (in addition to paying their regular rent or house repayments).

SUMMARY
• One of the most important influences when establishing a SME is staffing.
• If a SME owner decides to hire staff, many sources are available.
• The overriding recruiting objective is to attract a pool of qualified applicants 

with the most suitable skills.
• Skilled employees are more productive and create wealth for a business.
• A business will employ someone only if the return is greater than the cost.
• On-costs are payments for non-wage benefits, including long service leave, 

workers’ compensation and annual leave loading.

EXERCISE 11.7 REVISION
1 Explain why hiring the ‘right’ employee is so important for a business.

2 Identify three sources of external employee recruitment.

3 ‘Skilled employees are more productive and create wealth for the business.’ 
Discuss.

4 Recall two options a business owner has if the skills level of employees is not 
adequate enough for them to fulfil their jobs effectively.

5 Why do most employers consider general skills more important than job-specific 
skills?

6 Unscramble the following on-costs and then construct a sentence to explain their 
meaning.
(a) ypa dyohlia
(b) eelav gaoldni
(c) nnuepsnrtoiaau

7 Explain why on-costs are also referred to as non-wage costs.

8 Outline what the obligation of employers is towards employees in relation to 
superannuation.

9 Discuss the likely impact of abolishing leave loading from the perspective of (i) an 
employer and (ii) an employee.

BizFACT
There is pressure from employer 
associations to abolish leave loading.
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EXERCISE 11.7 EXTENSION
1 Use the Job interviews weblink in the Resources tab to construct a list of what 

you consider to be the three most important do’s and three most important don’ts 
for people conducting an interview. You could also enter ‘interviewing applicants’ 
in your search engine to find other websites that offer hints for employers when 
conducting an interview.

2 Competent employees are important for the success of any business. Imagine 
you need to employ a new staff member in your boutique store. You choose an 
inexperienced salesperson. Propose three strategies you could use to train the 
employee.

11.10 Taxation
Taxation is the compulsory payment of a proportion of earnings to the government. 
Taxation is an important issue when a person is considering all aspects of opening 
a business.

11.10.1 Federal and state taxes
Many different federal and state taxes apply to different businesses, and it is 
important that a person starting a business becomes familiar with all appropriate 
tax requirements. The main taxes that affect a business (see table 11.6) are imposed 
by the federal and state governments.

BizWORD
Taxation is the compulsory payment 
of a proportion of earnings to the 
government.

TABLE 11.6 Major taxes that apply to businesses

Tax Levied by

Income tax — pay-as-you-go (PAYG)
• Imposed on the employee
• Taken from the employee’s salary or wage directly
• Lodged with the tax department by the business
• Detailed in a group certificate that the employee receives at the 

end of the financial year
• Taxed at progressive tax rates — the more you earn, the higher 

your rate of tax.

Federal 
government

Fringe benefits tax (FBT)
• Tax on the provision of a benefit to an employee — such as cars 

for private use, low-interest loans, entertainment expenses, and 
housing and accommodation — in place of salary or wage

• Paid by the employer at a rate of 47 per cent of the value of the 
benefit provided.

Federal 
government

Goods and services tax (GST)
• A broad-based tax of 10 per cent on the supply of most goods 

and services consumed in Australia
• See page 391 for a detailed explanation

Federal 
government

Company tax
• Paid on the earnings of a company and calculated on the 

company’s taxable income (which is income left after allowable 
deductions are calculated)

• Currently calculated at 30 per cent of taxable income

Federal 
government

Capital gains tax
• Calculated on the profit made on the sale of assets acquired 

after 19 September 1985, including the sale of a business or 
properties bought and resold within 12 months

Federal 
government

 Weblink: ATO

Resources

  Weblink: Job interviews

Resources
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All businesses must pay their taxes if they wish to continue to operate as a legit-
imate business. Small to medium enterprise owners should structure their records 
and finances in such a way that they have the necessary information and money to 
efficiently manage their taxation obligations. Apart from the moral and ethical con-
siderations, tax avoidance normally results in an Australian Taxation Office (ATO) 
investigation and the possibility of a fine or prison sentence.

Different taxes apply to different businesses, so a person operating a SME must 
become familiar with all appropriate tax requirements (see the following Snapshot). 
Businesses pay taxes to their federal and state governments on the basis of what 
they earn, what they own and even what they purchase. One of the most important 
tax obligations is the goods and services tax (GST).

FIGURE 11.31 Keeping up with tax 
requirements can be a daunting task 
for individuals, let alone businesses 
with many complicated transactions. 
It is important for a business to seek 
help from the Australian Taxation 
Office or a registered tax agent when 
unsure.

Tax Levied by

Stamp duty
• A tax levied on the transfer of property (e.g. businesses, real 

estate and shares)

New South Wales 
government

Land tax
• A tax on land owned by individuals or businesses over a certain 

value (in 2018 it was $629 000 or more)
• Land used for primary production or an individual’s primary 

residence are exempt from land tax

New South Wales 
government

Payroll tax
• Payable on wages paid by an employer to their employees on 

payrolls that exceed $750 000 at a rate of 5.45 per cent (2018)

New South Wales 
government
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Goods and services tax (GST)
The goods and services tax (GST) is a broad-based tax of 10 per cent on the 
supply of most goods and services consumed in Australia. One of the stated 
purposes for the introduction of the GST was to make it more difficult for businesses 
and individuals operating in the ‘cash economy’ to avoid tax. The GST had a major 
impact on many aspects of business operations because businesses became 
responsible for collecting the tax on behalf of the government.

The GST is paid at each step in the supply chain, with businesses charging GST 
as part of the price of the goods and services they supply. Any business with an 
annual turnover of $75 000 or more operating within Australia must register for 
the GST. The business is then entitled to claim input tax credits from the ATO for 
any GST included in the price of inputs that the business purchases. This means 
the consumer bears the cost of the GST, not the business providing the good or 
service. It is the responsibility of the business, however, to pay to the ATO the 
amount of GST collected from the consumer.

The GST requires all registered businesses to prepare a set of accounts — the 
business activity statement (BAS) — at regular reporting intervals, either monthly 
or quarterly. The key to successfully managing GST reporting and associated 
‘paperwork’, therefore, is to be organised, especially in terms of the input tax 
credit. Failure to claim for these credits will result in them becoming a cost to the 
business.

BizWORD

The goods and services tax (GST) 
is a broad-based tax of 10 per cent 
on the supply of most goods and 
services consumed in Australia.

An input tax credit is an allowable 
tax deduction that a business can 
claim for any GST included in the price 
of business inputs.

The business activity statement 
(BAS) records a business’s claim for 
input tax credits and accounts for 
GST payable.

Operating a business — tax law

Under tax law, a person operating a business must keep records that record and 
explain all transactions. These records include any documents that are relevant for 
the purpose of working out the person’s income and expenditure. The person must 
keep his or her records in writing in the English language or, if not in a written form 
(for example, in an electronic form such as a computer system), in a form that is 
readily accessible and convertible into writing in English.

Any books of accounts, records or documents relating to the preparation of an 
income tax return must be retained for a period of at least five years, either on paper 
or electronically. If a business owner does not keep the right tax records, they can 
incur penalties.

Business records that must be kept include:
• records of all sales transactions
• records of all business expenses
• lists of creditors or debtors
• records of depreciating assets
• capital gains tax records
•  records relating to employees and contractors e.g. tax file numbers, wages or 

payments made, superannuation contributions etc.
Fringe benefit tax legislation requires records to be kept for five years. Other 

statutory provisions, such as corporate law, require a company to retain records for 
seven years after completion of the transaction to which they relate.

SNAPSHOT QUESTIONS
1. Identify the records a businessperson must keep.
2. Outline how these records must be kept.
3. State how long these records must be kept.

SNAPSHOT

❛ Under tax law, a 
person operating 
a business must 
keep records that 
record and explain all 
transactions. ❜
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The GST system — how it works

GST is paid at each step in the supply chain. GST-registered businesses must 
include GST in the price of goods and services they supply or sell. If you’re registered 
for GST, you can claim back the GST included in the price of your business 
purchases as input tax credits.

Registered businesses collect GST from sales to their customers, then claim back 
the GST on business purchases as input tax credits. The cost of GST, therefore, 
flows along the supply chain and is finally included in the price paid by the end 
consumer.

Consumers cannot claim input tax credits, so while the liability for paying the 
GST rests with GST-registered businesses and organisations, the economic cost is 
borne by the end customer. This can be seen clearly in the example above of the 
manufacture and sale of a piece of furniture.

The example above shows how three businesses, each registered for GST, charge 
and pay the GST. The timber merchant sells timber to a furniture manufacturer for 
$110, including $10 GST. The manufacturer uses the timber to make a table, which 
he sells to a furniture retailer for $220, including $20 GST. The retailer then sells the 
table to a consumer for $330, including $30 GST.

The timber merchant pays $10 GST to the ATO. The furniture manufacturer, who is 
registered for GST, is entitled to an input tax credit for the $10 GST, which is included 
in the price paid to the timber merchant. The manufacturer will offset that $10 against 
the $20 collected on the sale of the table to the furniture retailer and pay $10 GST to 
the ATO.

SNAPSHOT

❛ The furniture 
manufacturer, who is 
registered for GST, is 
entitled to an input tax 
credit … ❜

Timber merchant 
sells timber for $110 
including $10 GST

Business activity 
statement

GST on sales $10

less input tax credit    $0

GST to pay $10 $10 GST paid by 
timber merchant to 
ATO

Furniture 
manufacturer sells 
table for $220 
including $20 GST

Business activity 
statement

GST on sales $20

less input tax credit $10

GST to pay $10 $10 GST paid by 
manufacturer to 
ATO

Retailer sells table 
for $330 including 
$30 GST

Business activity 
statement

GST on sales $30

less input tax credit $20

GST to pay $10 $10 GST paid by 
retailer to ATO

Consumer pays 
$330 (including $30 
GST to the retailer)

$30 total GST paid
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The Australian Business Number (ABN)
As part of the tax reforms and the GST in 2000, the Australian government 
introduced the Australian Business Number (ABN). The ABN is a single identifying 
number that a business uses when dealing with government departments and 
agencies. The ABN also allows the business to participate in the GST system, 
because input tax credits can be claimed only if a supplier has an ABN. If a business 
does not have an ABN, tax at the rate of 46.5 per cent can be withheld. This is 
known as withholding tax and can be avoided by quoting an ABN on invoices for 
the supply of a good or service.

11.10.2 Local government rates and charges
Although they are often considered of lesser importance compared to the numerous 
state and federal taxes, local government rates and charges must be considered and 
budgeted for. Rates — a system of property taxation usually based on the value of 
land — is the main local government charge a business will face. The three main 
areas in which fees or charges are levied are:
• water and sewerage
• waste management services
• development and building approval fees
• inspectors’ fees
• parking permits
• use of public property.

The income generated from these taxes is used to provide better facilities for the 
local community. Sometimes a local council will offer exemptions or reductions 
in the rates and charges to encourage people to establish businesses within the 
council area.

SUMMARY
• Taxation is the compulsory payment of a proportion of earnings to the 

government.
• Businesses are responsible for checking their obligations concerning income tax 

(PAYG), fringe benefits tax, goods and services tax, company tax, capital gains 
tax, stamp duty, land tax and payroll tax.

• Goods and services tax (GST) is a 10 per cent value added tax imposed on most 
goods and services.

BizWORD
The Australian Business Number 
(ABN) is a single identifying number 
that a business uses when dealing 
with government departments and 
agencies.

The furniture retailer, who is registered for GST, is entitled to an input tax credit 
for the $20 GST included in the price paid to the furniture manufacturer. The retailer 
will offset that $20 against the $30 GST collected on the sale of the table to the 
consumer and pay $10 GST to the ATO.

The consumer who buys the table pays the GST, because consumers cannot 
register for GST and cannot claim input tax credits.

SNAPSHOT QUESTIONS
1. State the total GST paid in this example.
2. Explain how this amount was calculated.
3. Identify who can claim an input tax credit.
4. Outline why the consumer pays the GST.
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• The customer pays GST when buying goods and services, which is passed on to 
the business that in turn passes it on to the Australian Taxation Office (ATO).

• GST collection and payments to the ATO are recorded on the business activity 
statement (BAS), which is also the means by which a business can claim input 
tax credits.

• The Australian Business Number (ABN) is a single identifying number that a 
business uses when dealing with government departments and agencies.

• Property rates is the main local government charge a business will face.

EXERCISE 11.8 REVISION
1 Distinguish between income tax — pay-as-you-go (PAYG) — and company tax.

2 Recall an employer’s obligations in relation to the stamp duty tax system.

3 Distinguish between fringe benefits tax and capital gains tax.

4 State the business owner’s requirements in relation to structuring financial records 
for taxation purposes.

5 Explain the operation of each of the following state taxes:
(a) payroll tax
(b) land tax.

6 Denise runs a real estate agency, which is registered as a proprietary company. 
She employs eight permanent staff and three casuals and paid a total of $870 000 
in wages in the last financial year. The business provides five employees with a car 
each to assist them to visit properties as well as for their own personal use. Denise 
regularly uses her business contacts to buy cheap properties, renovate them and sell 
at a profit. Her business owns its own premises, which are currently valued at over 
$1 million.

Identify and explain each of the Commonwealth and state taxation obligations of 
Denise’s business.

7 State what the following acronyms represent.
(a) GST
(b) BAS
(c) ABN

8 Define the term ‘goods and services tax (GST)’.

9 Explain the importance of a BAS.

10 Describe the effect of the system of input tax credits on businesses and 
consumers.

11 An electrical goods manufacturer sold a dozen refrigerators to an electrical retailer for 
$880 each, which included $80 GST per refrigerator. The electrical retailer then sold 
each of the refrigerators to its customers for $1320 each, including GST.
(a) Calculate the amount of GST paid by each customer.
(b) Identify who, in this example, can claim input tax credits.
(c) Calculate the amount claimed as an input tax credit for each refrigerator by the 

electrical retailer.
(d) Calculate how much GST the electrical manufacturer would be required to pay to 

the ATO.
(e) Calculate how much GST the electrical retailer would be required to pay to the 

ATO.

12 Recall why it is important for a business to apply for an ABN.

13 Identify the main local government rates and charges.UNCORRECTED P
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EXERCISE 11.8 EXTENSION
1 In small groups, critically analyse the following statement: ‘In today’s commercial 

world, tax avoidance happens. The only problem is being caught.’ Choose a 
spokesperson to share the group’s comments with the rest of the class.

2 In small groups, arrange an interview with a local accountant. Create either a 
two-page written or five-minute oral report. Use a word-processing package for 
the written report or a multimedia application for the oral report. You might wish to 
develop your report under the following headings:
(a) types and rates of tax payable by a small business
(b) electronic recording systems for tax records
(c) completion of the business activity statement
(d) penalties for non-payment or avoidance.
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