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21 Individual and
business success

21.1 Overview

How much money does it take to live a life? Are there different ways to make and manage money?

21.1.1 Managing your money

Roger and Lesley Gillespie from Bakers Delight
We all like to have money to spend.
We would all like to be wealthy and
be able to buy whatever we like.
Unfortunately, very few of us have
that luxury. As individuals we need
to think about where we will earn
the money we need, and how we can
manage it to get the best value from it.

Many people choose to earn money
by going into business. If you have
particular skills or a good idea for a
business, there can be many benefits in
choosing to go down this path.

All businesses originally start with
an idea. That is how Bakers Delight
began. Roger and Lesley Gillespie
established Bakers Delight in 1980
as a small bakery in Melbourne. There are now more than 700 Bakers Delight bakeries around the world.
The success of the Gillespies’ business comes down to their hard work and their apparent lack of the fear
of failure. The owners state that the name ‘Bakers Delight’ originated from the belief that bakers should be
delighted by the product they bake and that every customer should be delighted by the service they receive.
This idea still drives what Bakers Delight does today.

Regardless of whether you start your own business, have a paid job working for someone else or are
a teenager with a part-time job, careful planning and management of your money is always going to be
important, whether as a teenager or in the future as an adult with family responsibilities.

Video eLesson The life and times of money (eles-0140)

Weblink Small business entrepreneur

eWorkbook Customisable worksheets for this topic
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LEARNING SEQUENCE
21.1 Overview
21.2 Short-term personal financial goals
21.3 Long-term personal financial goals
21.4 Keeping business financial records
21.5 Business financial planning

21.6 SkillBuilder: Conducting a survey
21.7 Being an entrepreneur
21.8 Business owner or entrepreneur?
21.9 Business success: high-quality product and location

21.10 Business success: quality service and sound management practices

21.11 SkillBuilder: Writing a business case study

21.12 Thinking Big research project: title to come

21.13 Review

To access a pre-test and starter questions and receive immediate, corrective feedback and sample responses
to every question select your learnON format at www.jacplus.com.au.
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21.2 Short-term personal financial goals
21.2.1 Benefits of saving
Do you wish you could save more money? Are you the type of person who burns through their money
fast? Money is great to have but it won’t last long unless you make wise choices. If you keep track of
your money and spending habits, you can make your money work for you. You may not realise it, but
saving money is quite easy. By putting aside even a small amount on a regular basis, you will be amazed
at how soon you can build up your wealth. Then you will have more cash available to buy those things you
really want!

21.2.2 Managing your money
It is easy to get carried away with spending. There are so many advertisements deliberately targeting
young people. Because we all have a limited supply of money, we all need to become wise money users.
Look at the tips for being a wise money manager in FIGURE 1. Is it an accurate description of the way you
use money?

FIGURE 1 Tips for being a wise money manager

You are never too young to start becoming money wise. During your life you will face many complex
financial choices. You need the skills and knowledge to ensure you make effective decisions about
managing and using your money. If you are money wise, you will be able to make the most of your
opportunities and meet your responsibilities throughout your life.
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21.2.3 Becoming money wise
With a bit of planning, you can become a smart money user. The first stage is to realistically examine your
current financial position:
• What money do you have coming in?
• What are your regular expenses?
• Do you have any money left over after covering your expenses?
You can start your planning by following the steps illustrated in FIGURE 2.

FIGURE 2 Four steps to becoming money wise

If you extend these steps to cover several months of income and expenses, you will gain a more complete
picture of your spending and saving habits. TABLE 1 shows the income and expenses of Tiffany, a 13-year-
old Year 7 student. Can you see some possible savings? Can you see the possibility of extra income?

TABLE 1 Tiffany’s income and expenses

January February March

Income $ $ $

Pocket money 45.00 45.00 45.00

Odd jobs 20.00 15.00 5.00

Allowance from grandparents 15.00 15.00 15.00

Total income 80.00 75.00 65.00

Expenses

Magazine 5.00 5.00 –

(Continued)
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TABLE 1 Tiffany’s income and expenses (Continued)

January February March

Fast food 30.00 25.00 20.00

Mobile phone 10.00 10.00 10.00

Games 20.00 25.00 15.00

Total expenses 65.00 65.00 45.00

Cash remaining (income – expenses) 15.00 10.00 20.00

2.2.4 Why save?
Wise money managers know that saving money:
• gives them more independence and security
• gives them a sense of satisfaction
• helps them pay for unexpected expenses
• avoids the need to borrow money and the worry about repaying the debt
• helps them plan for buying big items, such as a bike or a car.
For most people, the most common reason to save is to be able to buy something they really want. For

example, the latest PlayStation 4 controller costs around $90, and most young people would not have that
money lying around. The answer is to save the money you need over a period of time, and the best way of
doing this is to set clear financial goals.

Video eLesson Compound interest (eles-0139)

DISCUSS
Several studies have shown that, beyond a certain point, having more money does not bring increased
happiness. What do you think of these studies? Should we pursue other things in life as well as money?
[Personal and Social Capability]

2.2.5 Setting financial goals FIGURE 3 Saving can become easier if you have
clear goals.It is easier to save money if you have clear financial

goals in mind. You probably have some ideas about
the type of things you want now. However, you might
find it hard to think far ahead and work out what you
will want in the future. The good thing about setting
goals is that they give you a purpose for saving. Some
of your goals will take longer to reach than others.

Tips for goal setting
• Goals should be realistic or you will become

discouraged.
• Goals should be specific. For example, ‘My

goal is to save $200 in six months for a
computer game.’

• Avoid vague goals (such as ‘My goal is to get rich’) because their exact meaning is unclear.
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To save the money needed to buy a new playstation, you will need a budget. A budget is a plan for
the future. It is a way of planning your finances to ensure that you have enough money to meet your
future needs. Most people prepare a budget to manage their personal finances. Families, businesses and
governments also use budgets. The aim is always the same: planning to ensure that expected income
(estimated cash receipts) will match or hopefully exceed expected expenses (estimated cash payments).

21.2.6 The purpose of a cash budget

FIGURE 4 Having enough money to buy your first car is
not just a dream — you could do it if you start saving as
soon as you find a part-time job.

A cash budget is based on the principle that you
must carefully plan your spending so you will
always have money to cover your needs and
most of your wants. It is an opportunity to reflect
on your spending habits and find the areas where
you think you are spending too much. A lot of
people prepare a budget so that they have extra
cash available for something special, such as
a games console or a new car. In most parts
of Australia, you can get a part-time job in a
supermarket or fast-food restaurant when you
turn 15. Other jobs, such as babysitting, may be
available at a younger age. If you started saving
as soon as you found a part-time job, do you think you could save up enough to buy a car when you turn
18? Many young people have successfully achieved this goal.

21.2.7 How to prepare a cash budget
FIGURE 5 Four steps to working out a savings
plan

First, look at your spending habits and carefully
consider your needs and wants. Your needs are
whatever is essential for survival, so it can be difficult
to reduce these expenses. Wants, on the other hand, are
things that you desire rather than need. Although it is
important that we satisfy some of our wants, this is the
area of spending that is first to be cut back because we
can live without satisfying all our wants.

Second, consider where your cash is coming from.
Are you earning money? Do you have a job, or do your
parents give you pocket money? Are there ways you
can increase your income? Once you have worked out
your receipts of cash (money in) and your payments
of cash (money out), you need to put the information
together as shown in FIGURE 5.

Let us have another look at the typical income and
spending patterns of Tiffany, the Year 7 student (see
TABLE 1). Tiffany has decided she wants to buy a new
playstation controller in three months’ time, at a cost
of $90. She has offered to do some odd jobs around
the house for her parents to maintain her income of
$20 per month from this source. She has also decided
she can cut back on some spending by reducing her
fast-food purchases, limiting her game purchases to $20 per month and cancelling the magazine purchase.
TABLE 2 shows what Tiffany’s budget for three months might look like.
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TABLE 2 Tiffany’s budgeted income and expenses

April May June

Income $ $ $

Pocket money 45.00 45.00 45.00

Odd jobs 20.00 20.00 20.00

Allowance from grandparents 15.00 15.00 15.00

Total income 80.00 80.00 80.00

Expenses

Fast food 15.00 15.00 15.00

Mobile phone 10.00 10.00 10.00

Games 20.00 20.00 20.00

Total expenses 45.00 45.00 45.00

Cash remaining (income – expenses) 35.00 35.00 35.00

After three months Tiffany will have saved $105, so she can not only buy the controller but has $15 left
to put towards her next savings goal. Mission accomplished!

FIGURE 6 After three months of managing her budget, Tiffany was able to buy a new PS4 controller.
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21.2 ACTIVITY
1. Prepare a cash budget for yourself for the next three months. Copy the format used for Tiffany’s budget in

TABLE 2, but with your own income and expenses inserted.
(a) You may wish to start a discussion with your classmates to compare your budgets. How are they similar?

How are they different?
(b) Does your budget allow you to save money, or do you spend all your income each month?
(c) If you wanted to save to buy something special, how could you adjust your budget? Are there any extra

sources of income you could access? Can you identify any possible savings within your expenses? Draw
up an amended budget to show the changes.

Reasoning, creating, proposing
2. Compile a list of your own financial goals for the next five years. How long will it take you to achieve each

goal? Compare your goals with others in your class. Are they similar or different? What can you learn about
your goals by comparing them with the goals of others? Communicating, reflecting

21.2 EXERCISES
Economics and business skills key: ES1 Remembering and understanding ES2 Describing and explaining ES3 Examining,
analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6 Communicating, reflecting

21.2 Exercise 1: Check your understanding
1. ES1 Identify three characteristics of a money-wise person.
2. ES1 Define the following terms:

(a) financial
(b) budget.

3. ES2 What are the benefits of preparing a cash budget?
4. ES2 ‘My goal is to be a millionaire by the time I’m 30.’ What is the problem with this statement as a financial

goal?
5. ES2 Briefly outline the four steps to working out a savings plan.

21.2 Exercise 2: Apply your understanding
1. ES4 Think about how you manage payments for your mobile phone bills Do you have a prepaid phone, or

are you on a plan? Identify two problems that can arise for young people in managing the costs of a mobile
phone.

2. <new question, leave one line>
3. <new question, leave one line>

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

21.3 Long-term personal financial goals
21.3.1 The benefits of a savings program
If you speak to your parents and teachers, they will tell you that starting a savings program early in life can
mean the difference between a good lifestyle in retirement and having to watch every dollar you spend.
A large part of your adult life is likely to be spent in paid employment — over 40 years of work is quite
possible. At some stage you will want to retire and enjoy a more relaxed lifestyle, so the time will come
when you need to prepare financially for retirement. Although you have over 50 years before you will retire
and access your superannuation, saving for your eventual retirement will become an important goal once
you reach adulthood and take on a career.

21.3.2 Saving for retirement
Traditionally the retirement age has been 65 years for men and 60 for women. However, improved health
and medical treatment has meant we will live longer than our grandparents and so the retirement age is
being incrementally raised to 70 by the year 2035. (Part of the reason for this is that Australia, like many
Pdf_Folio:8
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developed countries, has a rapidly ageing population and a declining birth rate.) A person can retire when
they choose, but they need to be able to pay for their living expenses once they are no longer earning a wage
or salary.

FIGURE 1 In retirement, people still have to be able to pay for
their living expenses.

When a person retires, they may be
able to access an age pension in order
to survive. This is an amount provided
by the federal government. It does not
allow for a luxurious or comfortable
lifestyle, and may only be sufficient to
pay for basic needs. In the years ahead,
as average life expectancy increases,
the minimum age at which a person can
access the pension will be raised. As
noted above, the retirement age is being
incrementally increased so that by 2035
a person will only be able to access the
aged pension when they are 70 year old.

Those who have the financial resources
to do so are well advised to plan ahead
for retirement, so they can be self-funded
retirees. This means putting aside money now (while you are young and able to work) for when you get
older and no longer have a regular income.

What is superannuation?

FIGURE 2 Those who have the financial resources to do so are
well advised to plan ahead for retirement.

Superannuation is a compulsory savings
scheme whereby employers contribute an
additional percentage of an employee’s
gross wage into a superannuation fund.
Employees can also choose to contribute
to this fund, thus increasing the overall
amount they will receive on retirement.
How much any employee chooses to
contribute is up to them. There are laws in
place that determine the age at which you
are eligible to access your superannuation
savings. in general terms, people cannot
access their superannuation unless they
retire, reach the official retirement age
or have an illness/medical condition that
prevents them from working again. By the
time people retire there may be 40 years
of contributions in the individual’s fund, so this may be enough to fund retirement. Any extra contributions
the person makes during their working life can help achieve this goal.

21.3.3 Buying a house
For most people, buying a house will be the largest purchase they make in their lifetime. A house is also
an investment for the future. Property almost always increases in value over the long term. In many parts
of Australia’s larger cities, houses that cost less than $100 000 to buy 25 years ago are now worth over
a million dollars. Most people value the security of owning their own home, particularly when raising a
family or as they approach retirement age.
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FIGURE 3 At each stage in a person’s life, the amount needed for expenses changes. It is vital to
have a financial plan that includes saving for the retirement stage.

FIGURE 4 The purchase of a house can be a great investment for
the future.

Purchasing a house usually involves
taking out a mortgage loan, with
the property itself used as security
for the loan. (This means the bank
or other lender can take possession
of the property if the borrower fails
to make the regular payments.) In
most cases the loan has to be repaid
over 20 years or more, with regular
monthly payments. It is a long-term
commitment, and you need to make
sure that you are earning enough
to keep up the monthly payments.
Because you are paying interest on
the loan over a long period, the total
amount you eventually pay can be
as much as three or four times the
amount actually borrowed. Throughout the term of the loan, most people find that their wages increase, so
the monthly repayments take up a smaller proportion of their earnings as the years progress. Many people
find it worthwhile to pay back more than the required minimum monthly payments. This way they save on
interest by paying off the loan early.

DISCUSS
Increasing house prices have meant that a whole generation of Australians are struggling to own a property. Do
you think that high house prices are good for society? Which members of society would respectively want lower
and higher house prices? [Ethical Capability]
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21.3.4 Investing in shares
Many Australians choose to invest their money by buying shares. This means that they buy a certain number
of units of ownership in a company. Note that when a person starts up a business, they may start small and
only put their own money into it. If the business is successful and they want to expand, they can do so by
inviting other people to put money into the business. These people will then become part owners of the
business, or shareholders. When businesses become really large, they can sell shares to the general public
to raise funds. Some large businesses today have thousands of shareholders, and because these shares have
value, people can buy and sell them just as they would any other goods. As the value of a company’s shares
goes up or down, so too does the value of the person’s investment. Owning shares means you benefit from
the company’s profits, which can be given to you as dividends or as extra shares. You may also benefit from
capital growth if the value of your shares increases.

Buying and selling shares takes place through the Australian Securities Exchange (ASX). The ASX was
formed in 1987 by amalgamating the six capital-city stock exchanges. A stockbroker has direct access to
the market for trading shares and, for a small fee, acts as an agent to buy and sell shares on behalf of the
general public.

FIGURE 5 Stockbrokers buy and sell shares on behalf of their clients.

Options for your investment
It is an old saying that you should ‘never put all your eggs in one basket’. This applies particularly when
investing in shares. If you buy shares in only one company and that company has problems, the value of
your shares can drop and you lose money. It is generally advisable to buy shares in a number of different
companies as this reduces the risk, and you have a better chance of having some shares that will perform
well. There are over 1500 companies listed on the ASX. These companies are involved in a wide range of
industries covering most sectors of the economy, such as finance, retailing, ICT and mining, so there are
plenty of choices available.
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FIGURE 6 Buying shares listed on the ASX enables you to become a shareholder in a variety
of different businesses.

Investing in shares gives you flexibility. Shares can be bought and sold quickly: you can sell shares and
generally have access to your money in three days or less. Some other investments can take much longer to
sell and convert to cash. You can decide exactly how your money is invested, giving you control over your
financial future. Most people choose to share this responsibility with a stockbroker who can give advice on
what shares to buy and sell.

Video eLesson Sharemarket basics (eles-0256)

21.3 ACTIVITY
Examine the stock market report in a newspaper or online and answer the following:
1. Identify two companies that experienced an increase in share price during the previous day’s trading.
2. By how much did each increase in price?
3. How many shares were bought and sold for each company?
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4. What is the highest and lowest price each company’s shares reached during the last year?
5. Is the current price closer to the highest or lowest experienced during the past year?
6. From what you can see of the shares in these two companies, do you think they would be good value to buy

right now? Explain your answer. Examining, analysing, interpreting

21.3 EXERCISES
Economics and business skills key: ES1 Remembering and understanding ES2 Describing and explaining ES3 Examining,
analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6 Communicating, reflecting

21.3 Exercise 1: Check your understanding
1. ES1 What will be the legal retirement age when you eventually retire?
2. ES1 Define each of the following:

(a) self-funded retiree
(b) dividends
(c) capital growth.

3. ES1 What is the ASX?
4. ES2 What is superannuation? Explain how superannuation works to provide a person with money for

retirement.
5. ES2 What is a mortgage loan? What would happen if a person was unable to keep up payments on a

mortgage loan?
6. ES2 Explain one benefit and one risk of owning shares.

21.3 Exercise 2: Apply your understanding
1. ES2 Answer the following questions.

(a) What are you buying when you buy shares?
(b) What would be the situation if you owned 100 per cent of the shares in a company?

2. ES2 What is the role of a stockbroker?
3. ES1 When is the stockmarket report published?
4. <insert new question, leave one line>

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

21.4 Keeping business financial records
21.4.1 Measuring business success
Katie is very excited. After working in restaurants and other areas of the food industry, she has finally
managed to open her own café. She intends to make this her full-timev job, so she wants to be able to
make a reasonable living from running her own business. This means that she will want the business to
make a profit. For this to happen, she must make sure that money received from selling goods and services
is greater than what she has to pay in expenses to run the business. A business may make a profit one
day, but may make a loss the next day. As long as her business is making a profit over a longer period of
time, it could be successful. In order to measure whether this is happening, Katie needs to keep reliable
financial records.

21.4.2 Financial transactions
All business activity involves sets of financial transactions. Take the example of Katie’s Café. Every time
the café sells a cup of coffee, a sandwich or a piece of cake, it receives money. Every time it buys milk,
bread or other ingredients from other businesses, it must pay them. If Katie employs any additional staff,
they have to be paid wages. A café also has regular electricity, gas and telephone bills to pay. All of these
money-based activities are financial transactions. Katie has to keep a record of them all because she will
need information to help her track how well her business is performing.
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21.4.3 Receipts and payments

FIGURE 1 As well as making the best coffee, Katie needs to
keep track of her business finances.

All of Katie’s financial transactions
can be classified as either receipts or
payments. Receipts occur when Katie
receives money, usually when a customer
buys food or a drink from her café.
Payments occur when her business pays
out money — to one of Katie’s suppliers
or staff, or to pay the gas, electricity or
phone bill. Remember that in order to
make a profit, Katie will usually need her
business receipts to be greater than her
payments, so it is important that she keeps
an accurate record of both. In the past,
business owners had to do this manually
by writing up their records in books called
journals. Journals are still important, but
they are usually not handwritten records
any more.

These days we have technology to help us. By using some simple computer programs, online banking,
and business machines such as a cash register and an EFTPOS terminal, Katie can record her transactions
quickly and accurately. The process of entering and maintaining financial records is called bookkeeping, and
Katie can buy a program such as MYOB or QuickBooks to help her with this process. These programs set
up electronic journals that allow Katie to enter details of all her transactions each day. They are based on
spreadsheets and, with all the necessary formulae already entered, Katie simply has to enter her figures and
the program performs the necessary calculations.

FIGURE 2 EFTPOS facilities are essential for any
business, and can assist in keeping financial
records.

FIGURE 3 Katie will need to update her cash
receipts and payments records each day after
she has closed the café.

Recording cash receipts
Katie will have a cash register on the counter in her café. Before she opens the café each morning, she will
already have some cash in the drawer of the cash register. This is known as a float, and it is there so she can
give change to customers if necessary. As each customer pays, the sale is recorded on the register and the
cash deposited in the register drawer. The cash register will then print a docket for the customer. She will
also have a card reader for EFTPOS and credit card transactions. This reader is linked to the cash register,
which also records these transactions. A copy of the EFTPOS docket will be printed for the customer, and a
second one for the business. This is usually placed in the register drawer with the cash.
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FIGURE 4 Cash receipts journal of Katie’s Café

Date Details Receipt no.
Cash

sales ($)
EFTPOS
sales ($)

Other
receipts ($)

Total
receipts ($)

Jan. 3 Sales 460.00 630.00 1090.00

Refund-A1
Bakery

0003 120.00 120.00

Jan. 4 Sales 340.00 540.00 880.00

Jan. 5 Sales 440.00 590.00 1030.00

Soft drink
machine sales

0004 100.00 100.00

Jan. 6 Sales 450.00 610.00 1060.00

Jan. 7 Sales 430.00 520.00 950.00

Jan. 8 Sales 380.00 580.00 960.00

Refund-A1
Bakery

0005 90.00 90.00

Jan. 9 Sales 470.00 650.00 1120.00

Total 2970.00 4120.00 310.00 7400

At the end of the day, after she has closed the café, Katie can retrieve a total of her day’s receipts from
the cash register. She will then add the total of the cash and EFTPOS dockets in the drawer, subtract
the amount she had as a float before the first transaction, and it should equal the total amount recorded
in the register. She then goes to her computer and enters the figures in the cash receipts journal of her
bookkeeping software. At some stage she will take the cash to her bank and deposit it in her account.

The cash receipts journal could be set out as shown in FIGURE 4.
This journal mostly records the money received by Katie’s Café for selling food and drinks to its

customers. There are three other transactions recorded. She has an arrangement to pay her local bakery
a certain amount per week for bread and rolls, but doesn’t always collect the exact quantity each day. On
3 and 8 January, she received a refund from the bakery for using less bread than she had paid for. She has
a soft drink vending machine that is owned by the soft drink company in her café. Each week a company
rep comes and refills the machine with cans of drink and pays her a share of the money collected in the
machine. Katie received $100 on 5 January.

You will notice Katie has set up separate columns in her journal for different types of transactions. This
enables her to keep track of the cash she has received, the amount directly credited to her account through
EFTPOS payments, as well as other money received that is not part of her normal business activities, such
as the refunds from the bakery. At the completion of a week’s business the computer software has added up
the total in each column, showing Katie her total receipts for the week. She will now need to compare this
with her payments for the same period.

Recording cash payments
Katie is able to use online banking, so she can make all her business payments from her computer. Each
time she does so, the bank provides a reference number as a means of recording the transaction. Katie’s
bookkeeping software enables her to record each payment just as she did with each cash receipt. The
software has a cash payments journal set up, with columns to record each type of payment.

The cash payments journal could be set out as shown in FIGURE 5.
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FIGURE 5 Cash payments journal of Katie’s Café

Date Details References Bakery ($) Groceries ($) Wages ($) Utilities ($)
Total

receipts ($)

Jan. 3 A1 Bakery 346189 500.00 880.00

Groceries 458214 380.00

Jan. 4 Electricity 675312 490.00 490.00

Jan. 5 Groceries 789324 430.00 430.00

Jan. 6 A1 Bakery 876931 500.00 500.00

Jan. 8 Wages 987214 600.00 1010.00

Groceries 996526 410.00

Jan. 9 Total 1000.00 1220.00 600.00 490.00 3310.00

As you can see, Katie makes regular fixed payments to the bakery. Every few days she has to buy
groceries such as milk, flour and other ingredients for her cakes, as well as cold meats and salad vegetables
for sandwich fillings. She employs one assistant at a wage of $600 per week. She also has a column to
record the payment of utilities bills, such as the electricity, gas and phone. The bookkeeping software totals
up all the columns for her so she can keep a track of each different type of business expense.

21.4.4 Retrieving financial reports
From time to time, Katie will want to find out how her business is performing. Is she making a profit
or a loss? Does she have enough cash coming in to ensure that she can pay her expenses on time? Her
bookkeeping software can make use of the entries in her journals to provide her with the information she
needs in different types of reports. Two of these are the income statement and the cash flow statement.

Income statement
An income statement can tell Katie whether or not her business has made a profit over a period of time. It
does so by using the following information:
• The amount of money earned by selling goods and services, known as the business revenue.
• The cost of the materials used in earning that revenue (such as bread, milk, coffee powder), known as

the cost of goods sold.
• The operating expenses used to run the business (such as wages, gas, electricity).
The first step is to subtract the cost of materials used from the total sales revenue. This figure will give

Katie her gross profit. She can then subtract the operating expenses from gross profit to provide a figure for
net profit.

Gross profit = sales revenue – cost of the materials
Net profit = gross profit – operating expenses
Katie’s bookkeeping software would produce an income statement as shown in the interactivity.
The total of all sales revenue was $7190.00. To calculate the cost of goods sold, the money paid for

groceries and bread (as shown in the cash payments journal) had to be added, although the actual cost of
the bread was reduced by the amount of the refunds as shown in the cash receipts journal. This cost of
goods sold was then subtracted from the revenue figure to give the gross profit. Subtracting the total of the
operating expenses from the gross profit gives a final figure for net profit. In this case, Katie has made quite
a good profit of $4090 this week.
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FIGURE 6 Katie’s Café income statement

Cash flow statement
As well as determining whether the business has made a profit during the week ending 9 January, Katie
needs to know if she has enough cash coming into her business to cover the various costs that will have to
be paid. Using the data from the two journals, her bookkeeping software can produce a cash flow statement
that provides her with this information.

This statement would be prepared as shown in FIGURE 7.

FIGURE 7 Katie’s Café cash flow statement
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The net cash flow figure is the amount calculated by subtracting total cash outflows (or payments) from
total cash inflows (or receipts). In this case, the figure for net cash inflow was the same as the net profit
figure ($4090.00). As the net cash flow is positive, Katie’s Café has enough cash to cover her expenses.

21.4 ACTIVITY
Bob’s Bakery has the following transactions during the week ending 31 March 2015:

Date Details Amount ($)

March 25 Purchased flour and yeast 250.00

March 25 Takings from sale of bread 300.00

March 26 Paid for advertising leaflets 150.00

March 26 Takings from sale of bread 280.00

March 27 Takings from sale of bread 310.00

March 27 Paid electricity bill 400.00

March 28 Purchased flour and yeast 250.00

March 28 Takings from sale of bread 270.00

March 29 Paid wages 500.00

March 30 Takings from sale of bread 290.00

March 31 Purchased flour and yeast 250.00

March 31 Takings from sale of bread 320.00

1. Draw up a cash receipts journal with columns for date, details, receipt no., bread sales, other receipts and
total receipts. Record all cash receipts for the week in the appropriate columns and sum the columns.

2. Draw up a cash payments journal with columns for date, details, reference no., materials purchases,
advertising, utilities, wages and total payments. Record all cash payments for the week in the appropriate
columns and sum the columns.

3. Use the information from the journals to produce an income statement for the week for Bob’s Bakery.
4. Use the same information to produce a cash flow statement for this business.
5. Consider whether the business has had a successful week.

Examining, analysing, interpreting

21.4 EXERCISES
Economics and business skills key: ES1 Remembering and understanding ES2 Describing and explaining ES3 Examining,
analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6 Communicating, reflecting

21.4 Exercise 1: Check your understanding
1. ES1 Define the term profit in your own words.
2. ES2 Explain the difference between gross profit and net profit.
3. ES1 The cost of the materials used in earning revenue (such as bread, milk, coffee powder) is

known as what?
4. ES1 What does the abbreviation EFTPOS refer to?
5. ES2 Explain the difference between receipts and payments.

21.4 Exercise 2: Apply your understanding
1. ES2 What is the difference between cash inflows and cash outflows?
2. ES2 Explain the purpose of an income statement for a business owner.
3. <insert new question, leave one line>
4. <insert new question, leave one line>

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.
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21.5 Business financial planning
21.5.1 Planning to succeed
Anybody who plans to start up their own business needs to spend time planning. This involves setting goals
for the business and deciding how to achieve those goals. A lot of time, energy and money can go into
setting up and running a business. Therefore, if the owner hopes to make a profit, a good plan is essential.

21.5.2 What is a business plan?
A business plan is a statement of the aims and goals of a business, and all the steps that will be taken to
achieve those aims. It is important that the plan be written down so that the business owner can regularly
check whether or not all steps are being followed. The business plan will usually include the following:
• an operations plan outlining how the business will be set up and the staff needed to run it
• a financial plan showing how the business will be financed, together with estimated cash flow, revenue,

expenses and profit
• a marketing plan detailing how the goods or services provided will be advertised and promoted to

potential customers.
Of these, the financial plan is particularly important because the business owner will need to raise money

to start the business, and will then need a system in place to monitor receipts and payments and produce
regular reports on how well the business is performing.

21.5.3 Financial planning FIGURE 1 A financial plan is essential to measure the success of
the business.When starting a business, the owner

must be able to answer the following
questions:
• How much money do I need to

start my business?
• Where will I get the money?
• What is it going to cost me each

week (or month, or year) to run
the business?

• How much revenue must I
generate to cover all my costs and
still make a profit?

Let’s return to Katie’s Café and
examine how she might have tried to
answer these questions.

Establishment costs
These are the costs associated with starting up the business. Katie found an empty shop in a busy shopping
centre, and was able to rent it. The landlord demanded the first two months’ rent in advance, so that amount
had to be paid first. Then Katie had to fit out the shop so that it could function as a café. First, she bought
tables and chairs, refrigerators and a large industrial stove. Then she had fixtures and fittings installed,
such as display cabinets, preparation benches and a serving counter. She also had to purchase equipment
including all the food preparation utensils, a cash register and cleaning equipment. The telephone and
electricity had to be connected, and she needed a broadband internet connection. All of these had to be paid
for before the business could earn a single dollar in revenue.

Pdf_Folio:19

TOPIC 21 Individual and business success 19

Permissions
clearance
pending

UN
CO
RR
EC
TE
D
PA
GE
PR
OO
FS



“c21IndividualAndBusinessSuccess_print” — 2019/6/18 — 15:31 — page 20 — #20

FIGURE 2 Establishment costs for Katie’s Café include buying suitable furniture.

Operating costs

FIGURE 3 Operating costs can include marketing and advertising
the business.

As well as her establishment costs,
Katie had to estimate what it would
cost to run the business once it opened.
These are her operating costs. They
include the ongoing costs of rent,
wages, gas, electricity, water and
telephone bills. She also needs to pay
insurance and may want to organise
advertising, which will also cost
money. If she has borrowed money to
help her start up the business, she has
to repay that loan with regular monthly
payments.

Katie must estimate all these costs
and be assured that her business will
be able to generate enough revenue to
cover all the regular expenses. One of
the main reasons for business failure
is a problem with cash flow, so Katie
needs to be realistic by developing
a budget for her business as part of
her financial plan. The budget can be
drawn up using the same layout as
an income statement and a cash flow
statement, and then entering estimated
amounts for all the receipts and payments. Doing this will give Katie an idea of the level of revenue she
needs to aim for. If it is likely to take some time to build up a regular customer base, she will need to have
money in reserve to cover her expenses during this start-up period.Pdf_Folio:20
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21.5.4 Sources of business finance
Katie’s business plan has to include details of where she will get the money to cover her establishment costs
and also meet her operating costs while the business becomes established. She may be able to use some of
her own savings but, as this is unlikely to be enough, she will probably need to borrow some of the money
needed.

Equity
Equity refers to the money contributed by the business owner to start and build the business. If Katie had
some savings, she may have been able to put these into the business to assist with the establishment costs.
It is obviously the best form of finance for starting up a business because it does not have to be repaid. In
most cases, the amount of equity an owner can contribute is not enough to cover all establishment costs, so
borrowing becomes necessary.

Long-term borrowing
Long-term borrowing refers to any loan for a period of more than two years. It is usually used to finance
buildings, such as business premises, or expensive equipment needed in a business.

Secured borrowing

FIGURE 4 Business owners like Katie
often have to take out a loan to finance
their businesses.

Secured borrowing is a form of long-term borrowing. When
a person borrows money to purchase a piece of equipment
for a business, they can offer the equipment as security for
the loan. This means that the bank or other lender of the
money can take the equipment if the borrower fails to keep
up repayments on the loan. If Katie had decided to buy a
shop rather than rent one for her café, she would have taken
out a type of secured loan known as a mortgage (discussed
in subtopic 2.3.3). She could have used a secured loan to buy
the equipment she needed, using the equipment as security
for the loan.

Leasing
Leasing is another form of long-term borrowing a business
can use. Leasing helps businesses access expensive
equipment. Under a lease agreement, the business owner
effectively rents the equipment for an agreed period,
usually around four years. Katie may well have used
a leasing agreement to acquire the refrigerators and
industrial stove for her café. The owner of the equipment
is known as the lessor, while Katie would be known
as the lessee. At the end of the lease period, Katie can
either pay an agreed amount to buy the refrigerators and
stove outright, or she can return the equipment to the
lessor. If the equipment is still in good working order,
it may be worthwhile for her to pay to keep it. If the
equipment is wearing out, or newer models are available, she may want to take the opportunity to enter
a new lease agreement so she can bring in new equipment.

Short-term borrowing
A business may need to borrow smaller amounts of money at various times to finance improvements to the
business or to cover temporary cash flow difficulties. Short-term borrowing is normally repaid in less than
two years. It can include purchasing supplies and other products on credit, or using a bank overdraft.
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Trade credit

FIGURE 5 A café can establish credit arrangements with
suppliers, so one payment covers a number of deliveries.

Many businesses use trade credit as a form of
short-term borrowing. Rather than paying for
every delivery of supplies with cash, Katie
could establish trade credit arrangements
with her suppliers. This would mean that
she could have regular supplies of fruit and
vegetables, milk, coffee beans or powder,
cold meats, and so on delivered several times
a week, but would only pay at the end of
the month. Many businesses operate in this
way, particularly if they deal with each other
regularly. It is easier to make one monthly
payment to cover a lot of smaller purchases
rather than having to make lots of small
payments.

Bank overdraft
A bank overdraft is one of the most
common forms of short-term borrowing. An
overdraft is where a bank allows a person or
business to draw out more money from their
account than they have in that account. This
is called overdrawing the account, and the
overdrawn amount is known as an overdraft.
The bank will usually put a limit on the
amount that can be overdrawn. An overdraft
can be very helpful in managing cash flow. If
Katie has to pay a lot of bills for electricity,
telephone, rent, insurance and wages all
within a few days of each other, she may
not have enough money in the bank to cover
them all. An overdraft arrangement allows her to pay all these bills, paying off the overdraft as she deposits
the takings in her bank account over the following weeks.

Weblink Business Grants Australia

21.5 ACTIVITY
Follow the Business Grants Australia weblink in your Resources section and identify one type of funding that is
available to business owners in your state. Answer the following:
1. What type of business is eligible for this particular type of funding?
2. Is the funding provided in the form of a loan, or is it some other type of funding?
3. What is the process of applying for the funding?
4. What other support is available to assist business owners?
5. What conditions are applied to anyone who wishes to take advantage of this type of funding?

Describing and explaining
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21.5 EXERCISES
Economics and business skills key: ES1 Remembering and understanding ES2 Describing and explaining ES3 Examining,
analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6 Communicating, reflecting

21.5 Exercise 1: Check your understanding
1. ES1 What is a lease?
2. ES1 How can a lease be used to help equip a business?
3. ES1 How can a bank overdraft help a business owner with short-term cash flow problems?
4. ES2 Outline a method that a business owner can use to set up a budget when opening a business.
5. ES2 Explain the difference between establishment costs and operating costs.
6. ES2 What is the difference between a lessor and a lessee?

21.5 Exercise 2: Apply your understanding
1. ES5 Joel has set up a gardening business, leasing a vehicle for $25 000 and borrowing $6000 for other

gardening equipment. He has to pay $800 per month in lease repayments, and $250 per month on his other
loan. He spends $900 per month on fuel and maintenance of equipment.
(a) What were Joel’s total establishment costs?
(b) What are his monthly operating costs?
(c) If he earns $2500 in his first month, how much profit will he make?

2. <insert new question, leave one line>
3. <insert new question, leave one line>

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

21.6 SkillBuilder: Conducting a survey

How do we conduct a survey?
A survey is the process of collecting data to
help analyse an issue. It consists of putting a
set of questions to a sample group of people.
For example, the publishers of a magazine
may conduct a survey to find out whether
their readers are satisfied with the content of
the magazine. Surveys are an efficient way of
collecting information from a large number of
respondents. The questions can range widely to
find out people’s attitudes, values, opinions and
beliefs. Katie’s Café may conduct a survey to
gather information about its customers and the
types of products they wish to buy.

Go to your learnON title to access:
• an explanation of the skill (Tell me)
• a step-by-step process to develop the
skill, with an example (Show me)

• an activity to allow you to practise the skill
(Let me do it)

• questions to consolidate your understanding of the skill.
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21.7 Being an entrepreneur
21.7.1 Turning ideas into a business
Not everyone knows how to turn their ideas into a business. A person who is willing to take a risk and has
the qualities required to turn an idea into a successful business is called an entrepreneur. An entrepreneur’s
methods are sometimes regarded as groundbreaking and innovative. For these people, the opportunity to
explore untapped markets with no guarantee of success can be motivation itself. However, for those whose
ideas translate into a successful business venture, the profits are often huge.

21.7.2 What is an entrepreneur?
An entrepreneur is someone who could be just like you. Entrepreneurs:
• have great ideas and do something about them
• hunt for opportunities to promote their ideas
• thrive on the challenge of creating their own successful business
• make money out of solving problems and selling their ideas
• usually start up their own businesses.

FIGURE 1 Could you be an entrepreneur? If you have
most of these attributes and skills, your chances of
entrepreneurial success look good.

How old do you have to be?
Any age! If you have a great idea and the

determination to make it happen, you could
join this list of young entrepreneurs who
enjoy some huge success stories:
• HiSmile was started in 2014 by

20-year-old and 18-year-old friends
Alex Tomic and Nik Mirkovic. Their
teeth whitening service took off after
Kylie Jenner promoted their services

• Founded in 2015 at the age of 17,
Blake Garrett’s school administration
software startup School Bytes was
developed after the founder overheard
members of his school’s office staff
complaining about the clunky current
system they were using.

• Subway sandwiches were the brainchild
of 17-year-old US-based Fred DeLuca.

• Rip Curl, an Australian company, was
started up in the Australian backyard
of surfers Brian Singer and Doug
Warbrick.

• Dell Computers was set up when
18-year-old Michael Dell realised it was
a lot cheaper to build computers than to
buy them ready made.

• Poppy King founded Poppy Industries
Pty Ltd at age 18 after recognising there was a gap in the market for matte lipstick.

• Molly Whiticker-Ferrie was aged 14 when she started her Melbourne-based business, Fairy Friends
Forever, which specialises in birthday parties for girls.
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21.7.3 Who are some successful entrepreneurs?
There are many examples of youthful entrepreneurs who have gone on to be successful business owners. A
famous one is Sir Richard Branson, chief executive officer of the Virgin Group. He started his first business,
a student magazine, when he was aged 16 and still at school. Another example is Bill Gates, co-founder of
Microsoft. His interest in computers and computer software began when he was 13 years old.

Richard Branson

FIGURE 2 Richard Branson with his daughter Holly
Richard Branson is the founder of
the Virgin group, which comprises
hundreds of companies including an
airline, a train company and a mobile
phone network. He started his first
business at the age of 16. You may
have seen Richard Branson in the
media because he is famous for his
publicity stunts whenever Virgin
launches a new business or project.
One of Richard Branson’s current big
ideas is commercial space travel.

If you have heard Richard Branson
speaking, you will know that he is
passionate and enthusiastic. He listens
to staff and customers, carrying a
notebook with him wherever he goes
so that he can write down what he sees and hears. He then follows up on the ideas. He shares Virgin’s future
plans with his staff, and his vision inspires people to perform at their best.

Mark Zuckerberg

FIGURE 3 Mark Zuckerberg
Mark Zuckerberg is a famous American entrepreneur. He
is one of the founders of the successful social media site
Facebook. Mark Zuckerberg is a computer programmer who
began creating websites while he was at university. In 2004,
he launched Facebook and it has grown in popularity ever
since. As of November 2018 according to hootsuite.com,
there were over 1.47 billion daily users of Facebook. His
business has been successful because he has specialised
skills and was willing to take a risk to develop a unique
business idea.

Mark Zuckerberg believes in the open and free flow of
information between people. Facebook has allowed this
to occur, but it has also created controversy throughout its
years of operation. As a result of Facebook’s success, Mark
Zuckerberg has been able to donate significant amounts of
money to charitable causes.
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Carolyn Creswell
FIGURE 4 Carolyn CreswellCarolyn Creswell is the founder of

Carman’s Fine Foods. She scraped together
$1000 when she was 18 years old to buy
out the homemade muesli business she
worked for. Today, Carman’s products are
sold in supermarkets across Australia and
exported to more than 30 countries.

Some people suggest that the business
is an overnight success, but Carolyn
Creswell responds that she has been
successful because of hard work. She
learned everything she knows about the
business while working on the job, and
she believes this makes it easier for her
to empathise with staff. Carolyn Creswell
is driven by passion rather than the desire to make money. She believes it is vital to have a clear vision of
where the business is heading and to consider that when making every decision.

Lorna Jane Clarkson
FIGURE 5 Lorna Jane ClarksonLorna Jane Clarkson is the founder of

workout fashion business Lorna Jane. She
began making leotards while she worked
as a dental therapist and realised that there
was a demand for fashionable activewear.
Lorna Jane Clarkson and her husband,
Bill, opened their first store in 1993. There
are now more than 150 Lorna Jane stores
worldwide.

Together with her husband, Lorna Jane
Clarkson has never been afraid to take
a risk. While other businesses believed
that the market for fitness garments was
too small to make a profit, the Clarksons
decided to focus on that niche market
anyway. The success of their business can be traced back to their vision and good management. Lorna Jane
is renowned for innovative designs and for listening to customers, particularly through social networking.

21.7 ACTIVITIES
1. In small groups, come up with an original business idea. Through discussion, develop a strategy for

launching your new product. You will need to consider how it will be promoted (e.g. advertising and
publicity), distributed (e.g. online or shopfront) and priced (e.g. interest-free loans or ‘cheaper than all
competitors’ promises).
Present your concept to the class using a PowerPoint or Keynote display. Negotiate the tasks that each

group member will perform.
Reasoning, creating, proposing

2. Choose an entrepreneur — from this section or one that you know — and investigate the behaviours and
skills that they bring to their business. Use the questions below to help you.
(a) What business did this entrepreneur start, and at what age?
(b) Why did this person become an entrepreneur?
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(c) What behaviours does this person display that make them an entrepreneur?
(d) What skills does this entrepreneur have?

Examining, analysing, interpreting

21.7 EXERCISES
Economics and business skills key: ES1 Remembering and understanding ES2 Describing and explaining ES3 Examining,
analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6 Communicating, reflecting

21.7 Exercise 1: Check your understanding
1. ES1 In your own words, what is an entrepreneur?
2. ES1 At what age can you be an entrepreneur?
3. ES2 Outline the sort of personality and qualities that a successful entrepreneur is likely to have. Suggest why

these might be needed.
4. ES2 In this subtopic you learnt about Mark Zuckerburg.

(a) Why is Mark Zuckerburg an entrepreneur? Has he been successful so far? Explain.
(b) How did Mark Zuckerburg put his business idea in place?
(c) If you were the entrepreneur’s business adviser, what three tips would you give Mark Zuckerburg for

continued business success?
5. ES2 What is a niche market?

21.7 Exercise 2: Apply your understanding
1. ES5 What do you think would happen to Australia’s economy if we had no entrepreneurs?
2. ES5 Do you think you have ‘got what it takes’ to be an entrepreneur? Explain, drawing attention to what you

see as your strengths and weaknesses for such a career.
3. <Insert new question, leave one line>
4. <Insert new question, leave one line>

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

21.8 Business owner or entrepreneur?
21.8.1 Are they different?
We have looked at some examples of well-known entrepreneurs. But what is the difference between a
business owner and an entrepreneur? Unfortunately, this question hass no easy answer. Both business
owners and entrepreneurs run businesses. The difference is best seen in the behaviours and skills that
entrepreneurs bring to a business that people who simply run businesses do not have.

21.8.2 Business owners and entrepreneurs
Business owners play an important role in the economy, just as entrepreneurs do. A business owner might
start their own businesses, just as entrepreneurs might. Business owners might purchase an existing business
and run that, just as entrepreneurs also run businesses.

However, business owners tend to be content with simply running a business on a day-to-day basis so
that it makes a profit. They prefer to minimise risks and make calculated decisions where the outcome
is reasonably clear. However, entrepreneurs do much more than that. As we know, entrepreneurs seize
opportunities and take risks. Entrepreneurs also establish a shared vision and demonstrate initiative,
innovation and enterprise. A business owner might have an idea for solving a problem and meeting that
need in order to satisfy a target market, whereas an entrepreneur’s vision might be to make a big change
or have an impact on the world. Entrepreneurs often do not know if their ideas are achievable or not.

The typical questions that need to be considered by both business owners and entrepreneurs when starting
a new business are illustrated in the interactivity.

Let us have a closer look at some of the behaviours and skills that entrepreneurs bring to a business.
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FIGURE 1 Typical questions considered by entrepreneurs and business owners in making a
business idea happen

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

FIGURE 2 A shared vision is much more likely to be achieved
because people who are involved in developing a vision will be
more inspired to work towards the goal of achieving it.
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21.8.4 Initiative

FIGURE 3 Jo Horgan, founder of Mecca
When an entrepreneur demonstrates
initiative, it means they are taking
the first step in a series of actions
or in a process. They frequently do
this without someone prompting
or telling them to take this step; an
entrepreneur will usually make this
decision independently. However, they
might seek the help or advice of other
people before they do so.

Jo Horgan was the 2018 Australian
EY Entrepreneur of the Year. EY
refers to the global organisation,
Ernst & Young Global Limited. Jo
Horgan, founder of Mecca, commenced
business in 1997 and has grown into one of Australia’s leading cosmetics and beauty businesses.

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

FIGURE 4 Holographic communication is widely predicted to be an innovation that will
change the way we work and talk to each other over the next few years.
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21.8.6 Your turn

21.8 ACTIVITY
Working in a group of three or four, use the information in this section to plan a video presentation that promotes
the need for entrepreneurs. Make it interesting and catchy.
Cover all the behaviours and skills that are typical of an entrepreneur. Use video editing programs and internet

research as part of your planning.
You may choose to start a discussion with your group using the Discussion panel.

Reasoning, creating, proposing

21.8 EXERCISES
Economics and business skills key: ES1 Remembering and understanding ES2 Describing and explaining ES3 Examining,
analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6 Communicating, reflecting

21.8 Exercise 1: Check your understanding
1. ES1 List some of the important questions that need to be considered by a business owner or an

entrepreneur in making a business idea happen.
2. ES2 What is the difference between a business owner and an entrepreneur?
3. ES2 Outline what is meant by the following entrepreneurial behaviours:

(a) establishing a shared vision
(b) initiative
(c) innovation
(d) enterprise.

4. <Insert question, leave one line>
5. <Insert question, leave one line>

21.8 Exercise 2: Apply your understanding
1. ES5 Describe what might happen to an entrepreneur or a business owner if their business fails.
2. ES2 Why is being an entrepreneur so important to the success of a business?
3. <Insert question, leave one line>
4. <Insert question, leave one line>

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

21.9 Business success: high-quality product
and location
21.9.1 Important choices
How does a small business owner make sure their product is of high quality, and how can they choose the
best location to gain exposure for their business? These are important choices that will contribute to the
success of the business.

21.9.2 A high-quality product
A business owner should aim to produce a high-quality product — one that meets the expectations of the
customer. This means that the product will be reliable, safe and easy to use, durable, well designed and
delivered to customers on time. A business owner will need to ensure that quality materials are used in the
production of their good or service, and that there are no faults before it is sold to customers.
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How to make a high-quality product
Just how do you produce a high-quality product? Attributes that a business owner might attempt to include
in their new product before taking it to the marketplace include:
• Premium features— producing a product that is perceived to be superior to the products of

competitors. A business owner can achieve this by making sure that the product will be considered
luxurious; for example, by being more accommodating, providing greater comfort, or by tasting
better than the competitors’ products. For example, companies such as Sony and LG often add
premium features to their consumer electronics products.

FIGURE 1 A clothing retailer can add a premium feature
to its product, thus creating a high-quality product, by
providing a tailor to adjust customers’ purchases.

• Durability and reliability— creating
high-quality products that provide the
customer with high value by lasting
as long as possible. We live in a
society that does not seem to value
products that last for a long time,
but some businesses distinguish
their products from those of their
competitors on this very basis. Boral,
for example, is renowned for
supplying durable building products
and construction materials.

• High performance— making sure
that the product performs better than
the products of competitors. A business
owner can achieve this by making
a product that is faster, more efficient or
more powerful; or by making a product that completes a task in a better way than competing products.
Samsung and Apple, for example, advertise that their mobile phones offer top performance.

DISCUSS
Many people update their mobile phones each year in a desire to have the newest and most powerful model. Do
you think that this trend will continue in the future? What are the different motivations for the consumer and the
manufacturer to continue this trend? Are there any downsides to this behaviour? [Ethical Capability]

21.9.3 Location

FIGURE 2 Many people today run businesses
online from home so there is no physical location
for their business.

Many factors must be considered when a business
owner chooses a location. These include personal
convenience, zoning regulations, the suitability of
the premises for the business and the potential for
expanding those premises. Other important factors
discussed in detail below are:
• visibility
• accessibility
• competitor location
• cost
• area reputation.
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Visibility
Exposing the product and the business to potential customers is essential for a retail business or one
providing a service to the public. Businesses such as music stores and hairdressers rely heavily on passing
trade for sales. That is why these types of businesses typically locate in shopping centres or on shopping
strips.

FIGURE 3 An example of a shopping centre and a shopping strip: Melbourne Central shopping centre (top)
and Liverpool Street in Hobart (bottom)

Accessibility
A business generally needs to locate as close as possible to its customers or suppliers. The importance
of each of these considerations depends on the nature of the business. A retail business needs to be close
to customers, with convenient parking or access to public transport nearby. For this reason, a clothing
store might decide to locate in a shopping centre or a shopping strip. For a business that manufactures
goods, being close to suppliers might be more important. A car parts manufacturer would need to be close
to transport networks, such as freeways or railway lines, so that it can easily receive raw materials from
suppliers and then distribute the finished goods.

Competitor location

FIGURE 4 Many businesses choose to locate in large shopping
centres because they can then feed off the large number of
customers who are drawn in by the wide variety of products
and competitive prices offered in one location.

For a retail business or service
provider, it does not usually make
sense to locate close to competitors.
If an antique furniture shop is already
established in a shopping centre, it
might be a bad idea to set up another
one there unless there is a huge
demand for antique furniture. It would
make more sense to locate near other
businesses that sell different products,
and feed off the customers that are
drawn in by the variety of choices
or by the attraction of a large brand
name. This is why many businesses
choose to locate in a large shopping
centre with well-known businesses
such as Coles, Woolworths, Target and
Big W nearby.
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However, some businesses choose to locate in an area where there are other businesses selling the same
product. They will do this because customers are attracted by the competition and choices offered by the
collection of businesses. Examples of this include furniture stores or car yards located together along a busy
highway.

Cost
When considering the cost of a location, the business owner must decide whether to rent or purchase the
premises. In general, the cost of the location will be affected by the location’s size, quality, visibility,
accessibility and the amount of passing trade. For example, locating in a shopping centre is usually more
expensive than locating on a shopping strip. For the business owner, an ideal location would be one where
costs are kept to a minimum, taking into account all of the other location factors. A restaurant relying
heavily on passing traffic might find that locating in a low-cost site with low visibility is ultimately not a
successful strategy.

Area reputation
A location with a low cost might initially seem attractive, but it could be relatively cheap because of its poor
reputation. An area with a poor reputation might have a high crime rate and be perceived as an unsafe place.
Potential customers may not be prepared to visit a business located in such an area.

Online businesses
Online businesses can be located in any location; they do not even need to be located in the same country
as the market that they operate in! Rent may be higher for online businesses in inner-city areas; however,
in these areas they may be able to attract higher-skilled workers to work for them. Consideration should
be given to the location of the warehouse where goods are shipped from. Increasing numbers of online
businesses are also moving to set up in a physical location after establishing their reputations online.

21.9 ACTIVITY
Select a site in your local area that has shops (businesses), houses and perhaps industrial areas and complete
the following:
1. Draw the site plan, detailing traffic flows and the location of shops and houses.
2. Explain the reasons for the location of each business.
3. If you were to open a new business here, such as a café, where would you locate your business? Give

reasons for your answer.
Reasoning, creating, proposing

21.9 EXERCISES
Economics and business skills key: ES1 Remembering and understanding ES2 Describing and explaining ES3 Examining,
analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6 Communicating, reflecting

21.9 Exercise 1: Check your understanding
1. ES1 Briefly outline the attributes a business owner might consider when developing a high-quality product.
2. ES1 What is passing trade?
3. ES2 Explain the following factors in a high-quality product:

(a) premium features
(b) durability and reliability
(c) high performance.

4. ES5 What might happen to a business that does not sell a high-quality product?
5. <insert new question, leave one line>

21.9 Exercise 2: Apply your understanding
1. ES5 What do you think would happen to a business that chose an unsuitable location? List five possible

consequences of choosing the wrong location.
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2. ES3 List the factors that need to be considered when deciding the location of the following businesses:
(a) a car manufacturer
(b) a restaurant
(c) a supermarket
(d) a health food store
(e) an online T-shirt supplier
( f) an importer of exotic plants.

3. ES2 Why are location and a high-quality product so important to a business’s success?

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

21.10 Business success: quality service and sound
management practices
21.10.1 Meeting customer expectations
Providing quality service and using sound management practices allow a small business to meet customer
expectations.

21.10.2 Quality service
FIGURE 1 Quality customer service will make sure that customers
keep returning to buy the business’s products.Quality service leads to customers

being satisfied with the product of the
business. Highly satisfied customers
obviously generate profit, but by
returning to the business they can
also bring other customers with them.
This is referred to as word-of-mouth
business.

A business can make sure that it
provides quality customer service by
seeking feedback from customers. One
way to collect feedback is through a
customer survey. Many businesses
use customer loyalty programs, which
allow them to build a database on their
customers and stay in contact with
them. Discounts and giveaways can be used to reward customers. Another way that businesses can provide
quality service is by training staff.

21.10.3 Sound management practices
Sound management practices require that business owners exercise four crucial management roles, manage
the finances of the business, and manage the business in an ethical and socially responsible manner.

Management roles
Four crucial management roles must be fulfilled if a business is to be effectively and efficiently managed:
1. planning— This is the process of identifying goals for the business as well as the steps to follow to

achieve those goals. For example, a manager might set a goal that the business will introduce a new
product over the next 12 months.

2. organising— This is the process of working out what resources are necessary to complete the tasks
that need to be performed so that the goals of the business are achieved. These might be human,Pdf_Folio:34
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physical or financial resources. For example, a manager might assign a particular task or responsibility
to a worker in the business.

3. leading— This is the process of motivating or inspiring staff in the business to achieve the goals of the
business. For example, a manager might explain to staff what the goals of the business are and why it
is important to achieve those goals. This might influence staff to work hard to achieve those goals.

4. controlling— This is the process of comparing what was expected to be achieved with what was
actually achieved. For example, a manager would look at sales figures for the new product to see how
the business was progressing towards achieving its goal of introducing a new product over the next
12 months.

FIGURE 2 The four crucial management roles

Financial management
It is vital that the business owner manages the finances of the business. Cash flow needs to be maintained.
Cash is one of the most important resources for a business. Without cash, the business would not survive.
Only by tightly controlling and monitoring the business’s cash position will the business succeed.

The business owner also needs to make sure that the business is making a profit. Regular profit reports
should show that a business is earning more revenue than expenses. If the business is not making a profit,
or if cash flow is poor, the business owner needs to review what is happening in the business and make
changes.

DISCUSS
Some of the largest companies in the world use profit-shifting techniques, where the profit in the different
countries they operate in is moved about in order to reduce their overall tax burden. Do you think it is ethical
for companies to be able to do this? What impact does it have on the people in the countries where this is
happening?

[Ethical Capability]
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Ethical and socially responsible management
A modern business cannot just consider its financial position. Today, people expect that businesses will do
the right thing when making decisions and show concern for society in their actions. Ethical management
occurs when a business applies moral standards to decisions made; for example, by being honest in the way
they deal with other businesses. Socially responsible management occurs when a business shows concern
for the social welfare of the community, including customers, staff and the environment. Society expects
that a business will treat employees fairly, show respect to customers and look after the environment.

21.10 ACTIVITY
Role play the situation described below in which a customer is receiving poor service. At the very least, you will
need someone to play the part of an unhappy, irate or angry customer and someone will need to play the part of
an employee or a business owner. However, choose characters to suit your situation. Set the classroom up like a
business and see if the business owner or employee can keep the customer satisfied!
‘Chris walks in to a clothing store with some friends and starts to browse. The group is laughing while they look

through the racks of clothes. A sales assistant, believing that they are making fun of the clothes, asks them to
leave while telling them, “You don’t belong in a store as expensive as this one!”’

Communicating, reflecting

21.10 EXERCISES
Economics and business skills key: ES1 Remembering and understanding ES2 Describing and explaining ES3 Examining,
analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6 Communicating, reflecting

21.10 Exercise 1: Check your understanding
1. ES1 What is word-of-mouth business?
2. ES1 List the four roles of management.
3. ES2 Describe how a business can develop quality service.
4. ES2 Explain the difference between financial management and ethical and socially responsible

management.
5. <Insert new question, leave one line>

21.10 Exercise 2: Apply your understanding
1. ES3 Complete the following table to explain how each sound management practice contributes to a

successful business.

Sound management practice How it contributes to a successful business

Planning

Organising

Leading

Controlling

Financial management

Ethical and socially responsible management

2. ES2 Describe a scenario where a business provides poor customer service and predict the possible
outcomes of that poor service.

3. What will happen to a business that does not make use of sound management practices?

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.
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21.11 SkillBuilder: Writing a business case study

What is a business case study?

FIGURE 1
A business case study is a description of a real life
business requiring you to explore the main issues
affecting the business and how the business owner
has responded. These issues and responses need to
be analysed and related to your economic and business
knowledge. Conclusions can then be drawn about why
the issue occurred and how to best respond to them,
based on what the business owner did.

Go to your learnON title to access:
• an explanation of the skill (Tell me)
• a step-by-step process to develop the skill,
with an example (Show me)

• an activity to allow you to practise the skill
(Let me do it)

• questions to consolidate your understanding
of the skill.

21.12 Thinking Big research project: <PROJECT
TITLE TO COME>

SCENARIO
<Content to come>

Select your learnON format to access:
• the full project scenario
• details of the project task
• resources to guide your project work
• an assessment rubric.

projectsPLUS Thinking Big research project: <project title to come> (pro-xxxx)
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21.13 Review

21.13.1  Key knowledge summary
Use this dot-point summary to review the content covered in this topic.

21.13.2 Reflection
Reflect on your learning using the activities and resources provided.

Interactivities Individual and business planning crossword (int-5421)

Entrepreneurs and successful businesses crossword (int-5424)

eWorkbook Reflection (doc-xxxx)

Crossword (doc-xxxx)

KEY TERMS
age pension regular payments made by the government to people to support them after retirement
bank overdraft an agreement by which a bank allows an individual or business to draw out more than they have

in their account as a means of overcoming short-term cash flow problems
budget an estimate of future income and expenses used to assist financial planning
capital growth an increase in the value of shares or property over time
cash payments journal a summary of all the business cash payments in the order in which they occurred
cash receipts journal a summary of all the business cash receipts in the order in which they occurred
cost of goods sold the amount paid for goods that were purchased to be resold, or for raw materials used to

produce goods for sale
dividends company profits paid to shareholders, either in cash or in more shares
EFTPOS Electronic Funds Transfer at Point Of Sale — a means by which money can be transferred instantly from

the buyer’s bank or credit card account to the seller’s bank account
financial anything to do with money — particularly income, expenses and savings
financial records written records of all the financial activities of a business or individual
financial transactions any commercial or business exchange of goods or services for money
gross profit the amount of profit gained from selling goods to the public, calculated by subtracting the cost of

goods sold from the revenue gained by selling those goods
gross wage a person’s wage or salary before it is taxed by the government
interest a charge made for use of money that has been borrowed, usually calculated as a percentage
journals lists of transactions recorded in the order in which they occurred
mortgage loan a loan advanced to allow a person to buy a house or other property, with the property itself used

as security for the loan
net profit the final profit figure, calculated by subtracting operating expenses from gross profit
self-funded retirees a person who has saved enough during their working life to be able to support themselves

in retirement
shareholders the owners of a company
superannuation a proportion of a person’s income that is invested for their retirement
superannuation fund an account that accepts, invests and eventually pays out superannuation contributions
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