Business Studies notes…
Topic 1- Nature Of Business

The importance of businesses
The function of business in creating value/benefit
← A business is an organization that buys and sells goods, makes products or provides services.
← Business enterprises undertake many activities to provide the products demanded by customers, however, the most important activity is production.
← The management of the business, organizes all aspects of running the business including choosing a particular product or service

Production
← Refers to those activities undertaken by the business that combine the resources to create products that satisfy customer needs and wants.
← All products are made from a combination of the following three ingredients:
← National Resources (raw materials)
← Capital Resources (machinery and technology)
← Labour Resources (human skill and effort)

Adding Value through production
Value Chain- the concept that value is added through each stage of the production process, as inputs are transferred into final products (output)

Value is added during the production of a loaf of bread:
← The productive activity was:
← Production of wheat on farm
← Production of bread at bakery
← Production of delivery services by drivers
← The product (output) of one business becomes the raw material (input) by another business is referred to as intermediate products.
← Businesses are interdependent as one relies on another for further manufacturing of the product and after distribution.
← As the raw materials move along the various stages of production, extra value is created- a process known as value adding.
← The production process creates the value chain
← The value of production is the total value added by a producer, measured in dollar terms:
← Value of production=Value of sales-Value

of intermediate products
← The value added to the product is the difference between the cost of the raw materials and the amount received from customers when the product is sold

The Social and Economic Roles of Businesses
← Create employment
← Provide the basis of the nation’s income- Business success has an effect across an entire society, increasing wealth and economic activity
← Bring about technological change and innovation Provides major competition for businesses. Competitors offer products which are better, cheaper or more convenient
← Provide opportunities fro individuals to become entrepreneurs- can achieve substantial success and build substantial wealth
← Offer choices relating to work and consumption- offers people a diverse sector which gives them the opportunity to specialise in what they do
← Provide social interaction- for dealing with people of all ages, for friendships and in some cases even marriage

Business Stakeholders
A stakeholder is any member of the community affected by the decisions and actions of a business.
← Employees- business decisions impact their health, safety, security, pay levels and general working conditions
← Management- Management in a firm is ultimately responsible for communicating business decisions to other stakeholders and because the career directions of managers will be influenced by public perceptions of the performance of the firm.
← Customers-   become dependent on a business for the supply of particular goods and services . Changes in business conduct can influence customers sometimes causing great inconvenience such as the relocation of a business that sells key supplies for the community
← Suppliers- may make a decision to invest substantially in a new technology, business premise, inventory/training in order to provide services to a business

with whom it may have a particularly important relationship.
← Local Communities- For an manufacturer, production may have adverse effects on the environment that are especially significant to local residents.
← Future Generations- The decisions of large global companies, such as oil producers, will have an impact on the state of the environment and the level of resource depletion in the future.

Business Goals
Goals and objectives are those things a business seeks to achieve through its experience and its operation. They include, financial and social goals together with personal goals of the owners and managers.

Financial Goals

Profit and Return on Investment
← Businesses are owned and organized by people who invest money in them. IN return for this investment they expect to receive a reward, usually financial.
← Profit is the name given to the reward for taking the business risk.
← Defined as the excess of revenue over expenditure
← E.g. toymaker sells $1.4 million worth of goods during a trade period. This amount represents the gross revenue from sales. If the costs in relation to production and sales of these toys is $1 million, then the profit would be $400 000his appears a good profit.
← Return on Investment is how much money your making in order to pay the initial investment.
← Profit alone can not be used as a measure for the efficiency of a business
← E.g. the toymaker in the above example has invested $5 million setting up the factory, then the return on investment would be 8%.

The business person must decide whether the return on investment is adequate (this will vary between businesses and the amount of money invested)

Sales by Product and market share
← Market Share refers to the proportion of the product’s total market in terms of sales that a business controls
← Sales

by Product is the amount of a product that is sold.
← Some businesses will accept a lower profit for increased sales. This will enable the business to spread overheads (cost of research and development, advertising etc.) over more unit sales (numbers of a product sold)

Growth and Diversification
← Growth can involve selling more products, employing more people, buying more equipment etc.
← By growing business can spread their fixed costs (costs that do not change with output, such as rent) more effectively and financial institutions are more inclined to support a profitable business that had grown.
← Diversification is the process of moving the business into new areas of production (a service station owner opens a steel production company)
← A business may not be able to grow without diversifying because it is limited in tis customers. Diversifying allows a business to branch out to other potential customers and this grow in its reputation and ultimately profit. Without this a business will fail if demands for its production fall and it has nothing else to offer.

b.   Social Goals
The purpose of a social goal is to benefit certain sections of the community while allowing the business to achieve its financial goals. These include:
← Providing workers with employment, income and better career paths
← Health and safety programs
← Providing services to the community such as educations etc
← Pursuing social justice aims at improving employment opportunities
← Engaging in more environmentally sensitive production such as reduction of pollution and proper disposal of waste products.
← It is now accepted that financial goals may not be achieved if social goals are not part of a business’s objectives.

c. Personal goals of managers and owners
← The most common personal goals are the desire to be your

own boss and to develop products from original ideas.
← Sometimes these personal goals may influence the nature of businesses. E.g. personal goals related to ambition may be consistent with a business goal of expansion.
← However, personal goals may lead to a business’s downfall. E.g. he failure of a business because a personal goal of power and status was put as a first priority.

The competing and conflicting nature of goals
← Achieving goals will require the use of business resources, there will be competition of the allocation of these resources
← The goals of profit maximization may conflict with that of sales maximization. While eh social goal of ecological sustainability may be compatible with the goal of growth and diversification

The Importance of Small Business
Small businesses are important to the Australian economy because they:
← Create jobs- over 50% of small businesses employ people other than the business owner. In 2004, 1 269 000 small businesses employed almost 3.3 million workers
← Helping to increase the national income and living standards
← Increases exports, less than 5% of small businesses
← Greater choice for customers
← Contributes to growth in specific regions and strengthening local communities
← Innovating- approx. 1/10 of overall investment in research and development in made by small businesses
← Improving the skills of the workforce
← Strengthening family ties 2/3’s of small businesses are family owned

How are small businesses classified?
← It is independently owned and operated
← Its is closely controlled by owners/managers who also contribute most, if not all the operating capital
← The principal decision making functions rest with owners/ managers
← Australian Bureau of Statistics defines small businesses as:
← A non-manufacturing business employing

less than 20 employees
← A manufacturing business employing less than 100 employees

Coordinating a Business

Controlling the value chain
The factors required for successfully controlling the value chain are:
← Know enough about the market which you want to sell in
← Know how competitive the market is and how successful are the people who are operating it
← Know which location you are considering to choose
← Consider how your business will be different and better than the current firms in the market.
← Know where you can go for advice.

The role of management
← Planning- identifying the appropriate objectives for the firm
← Organizing- making sure that the business operation (production) are efficient
← Coordinating- ensuring that departments work together efficiently
← Directing- training, motivating and supervising staff and departments to ensure goals are met
← Controlling- determining whether or not the business is meeting expected levels of sales
← Budgeting- estimating with appropriate expert advice the expected cash flow for the business

Life Cycle of a Business

Establishment
Challenges for the business during the establishment stage:
← High Costs associated with the business’s setup
← Difficulties in obtaining the funds for the business’s start up needs
← Customers may only become aware of the business gradually and in the early stages business’s may experience slow growth sale
← Finding the right legal structure
← Choosing the right product with a distinctive advantage over competitors
← Anticipating the business’s entire financing requirements throughout its establishment stage

Growth
← Business moves into a period of rapid growth.
← Business operations generally improve at this point
← The business operator has a better understanding of how the

business functions best.
← Business benefits from better management
← May be able to achieve cost saving advantages by operating on a larger scale. (economies of scale)
← It is easier to obtain finance once a business has been established for a few years
← The number of employees expands, allowing then to specialize, in their jobs and focus on improvement.

Challenges during the growth stage:
← Ensuring the quality of service or production is maintained as output grows
← Managing cash flows and taking into account the financial requirement involved in expanding the business
← Sustaining growth and not letting the success of the business create a sense of self satisfaction or laziness
← Redefining the role of management so that the manager’s workload in not overwhelming

Maturity Stage
← A business is unlikely to achieve substantial growth unless external or internal conditions change significantly
← Business may have reached it maximum achievable size with only one business premises, and the operator ma be reluctant to open up elsewhere.
← The owner may be content with the size of the business as it stands and may not which to partake in risks involving in moving the business to a larger scale

Challenges during the maturity stage:
← Staying responsive to changes with consumer demands
← Sustaining the motivation of management and staff and avoiding laziness and complacency
← Rationalizing business operations and minimizing costs

Post Maturity
Beyond the maturity stage the business can head in one of three directions:
← steady state, where sales levels are maintained and the business remains profitable without any significant changes to the overall business strategy
← renewal, where the business takes off and expands again. This expansion might be fueled by the introduction of new

products, a takeover or merger or expansion into new markets (such as new markets for the products overseas)
← Decline and Final Closure- the business may lose its competitive advantage or its products my become obsolete. Profits may decline steadily, finally reaching a point where the business is no longer viable.

Challenges during post maturity
← Understanding the changing tastes and needs of the customer base
← Shifting into new and related markets where there are greater growth opportunities
← Orientating the management and staff towards change.

Voluntary and Involuntary Cessation
← Voluntary closure – is when a bus owner wants a different challenge or wants to retire.
← Involuntary closure - when the failure of a business forces the operator to cease trading. These includes factors such as:
← A lack of business management skills
← Excessive borrowing
← Failure to seek out and use professional advice
← Being out done by competitors or not responding to changing conditions
← Unfavorable economic conditions

Classification of Business

Size
An important way of classifying business entities is according to their size:
← Large- businesses employing 200 or more people
← Medium- Businesses employing more than 20 or more people, but less than 200 people
← Small- Businesses employing less than 20 people
← Very small/Micro- Businesses employing less than 5 people including non employing businesses

Industry Sector
1. Primary- industries that are involved with obtaining raw materials e.g. mining, fishing, and farming
2. Secondary- these industries turn raw materials into semi finished/ finished products e.g. manufacturing
3. Tertiary-service industries e.g. retail
4. Quaternary-jobs involving information e.g. teachers, accountants
5. Quinary- providing domestic services e.g. cleaners,

chefs

Public Private Sector
Public Enterprises
← Government owned and operated (AKA. GBE, government business enterprises)
← Provides the community with essential goods and services
← Include all levels of government federal, state and local
← Privatization- the process of transferring the ownership of a government business to the private sector

Private Sector
← Businesses owned and operated by private individuals or groups of individuals
← Approx. 99.5% of businesses are privately owned
← Private sector businesses cover all businesses not owned by the government
← Most exist to make profit

Classification According to geographical spread
International Businesses
← Produces its products in only one country and exports them to overseas markets.

Multinational Businesses
← Ownership restricted to one country, operations occur in more than one country. Commonly using production facilities overseas.

Transnational Businesses
← International ownership and relations. Likely to be registered in many countries with each country or region’s operations acting with some degree of independence.

SOLE TRADER: an unincorporated private bus. owner
    • advantage:
    ➢ est. is cheap ( only legal setup cost is registration of bus. name
    ➢ owner keeps profits
    ➢ free to make decisions and can operate independently ( no interferences ( choice of working hours
    ➢ direct contact with customers ( give better customer service
    • disadvantage:
    ➢ unlimited liability for the conduct of the bus. and debts
    ➢ use own savings or a bank loan ( money for expansion must come from bus. profits or savings ( slow down growth of bus.
    ➢ have to work long hours without holidays
    ➢ if fall ill ( major problems ( if die ( bus. ceases

PARTNERSHIP: an unincorporated private bus.

with two or more owners
    • advantage:
    ➢ no legal formalities but registering bus. name
    ➢ if one falls ill ( not so badly affected
    ➢ better access to finance
    ➢ split incomes ( tax advantage
    • disadvantage:
    ➢ unlimited liability ( if a person isn’t able to pay, others have to pay ( if bus. gets sued, lose all personal assets
    ➢ end in disagreements ( concerning direction or running of bus.
    ➢ profits must be shared
    ➢ decisions made are legally bidding on all other partners

PRIVATE COMPANY (PTY LTD): an incorporated company with between 1 and 50 shareholders (owners) ( shares can be sold privately ( limited liability

PUBLIC COMPANY: an incorporated company with unlimited shareholders ( shares sold publicly ( unlimited liability

COOPERATIVES: bus. owned jointly by all its members or workers who share profits equally
    ➢ COMMERCIAL COOPERATIVE: operate in primary industries ( rural activities (e.g. farming)
    ➢ FINANCIAL: provide common financial benefits for members ( building societies and credit unions provide vehicles where members can invest their money and when needed ( burrow for housing and personal needs
    ➢ COMMUNITY SERVICE: provide ethnic community service (e.g. childcare)

CHANGING CONSUMER TASTES:
    ➢ current fashions ( clothing, footwear, hairstyles ( shaped by movie icons, television celebrities and entertainers ( reinforced by fashion magazines
    ➢ healthy lifestyle: introduce low-fat, all-natural, no-added sugar and preservative-free products
    ➢ better-informed population: consumers aware of health risks ( e.g. demand for cigarettes have fallen
    ➢ time-saving products: domestic appliances, home delivery services including fast food, and services at home ( mowing, painting and cleaning
    ➢ housing demand ( more people living in

city ( convenience of being near work and entertainment venues

ECONOMY MY AFFECT BUS.:
    ➢ Boom period (economic growth) ( more jobs created, therefore increase consumer spending ( increase sales and profits
    ➢ Recession (slowdown in economy) ( loss of jobs, therefore reduce consumer spending, loss in sales and decline in profits

INCREASED DIVERSITY:
    ➢ ageing population ( increased demand for diff products ( health services and recreational facilities to cater older age groups and retirement comities
    ➢ rising incomes ( demand for higher quality, more prestigious products and services ( boutique fashion, resort accommodation

FEDERAL GOVERNMENTS:
    ➢ regulate the economy and use diff. policies
    ➢ MONTARY POLICY: gov actions involving supply of money that influence economic activity in Aust. ( using Reserve Bank ( e.g. rising interest rates ( sell houses, cant afford their loan, less investment in housing, reduce spending, encourages spending ( greater return from Banks
    ➢ FISCAL POLICY: this is using the budget and decisions are made about spending and revenue raising activities ( by spending money in one sector ( flow on effect ( e.g. tourism ( increase recognition of country, plane companies, tour guides, cruises increase
STATE GOVERNMENTS:
    ➢ set many of the legal requirements for a bus. e.g. registration of bus. name
LOCAL GOVERNMENTS:
    ➢ control most of land zoning regulations and building codes ( e.g. to change parking arrangements, or create a local shopping mall would effect the bus. in that location

REGULATORY BODIES:
    • Australian Securities and Investments Communities (ASIC):
    ➢ regulate and provide customer and market protection
    ➢ ensure honesty and fairness in financial market
    • Aust. Competitive and Consumer Commission (ACCC):
    ➢ enhance

welfare of Aust through promotion of competition and fair trading and provision for consumer protection
    ➢ administers Prices Surveillance Act 1983 ( provides ACCC to veto proposed price rises, hold inquiries into pricing practices and monitor prices, costs and profits
    • Workplace Legislation:
    ➢ Workplace Relations Amendment Act 2005 sets out regulatory guidelines for wage negotiations and settling of industrial disputes in Aust.
    ➢ Similar to OH&S 2000 ( set appropriate standards for health, safety and welfare in workplace

Topic 2- Key Business Functions

BUSINESS FUNCTIONS:
    ➢ Operations (inventory)
    ➢ Human Resources
    ➢ Marketing
    ➢ Finance and Accounting

HIERARCHICAL STRUCTURE: where organisation of functions is arranged with many units and sub-units ( -ve prevents employees developing skills, reducing commitment to bus.

FLAT STRUTURES: company organised into only a small number of key units ( +ve give employees greater control over their work

CHAIN OF COMMAND: the flow of authority, responsibility and communication from the top to the bottom of the organisation

SPAN OF CONTROL: number of workers directly controlled by a supervisor

INTERDEPENDENCE OF BUSINESS FUNCTIONS:
← All departments of a bus. work towards achieving the prime function of the bus.
← The concept of bus. functions helps to identify the different roles that a small group of people must do
← Each plays a role in the value chain of bus.
← Prime Function ( the main task of the bus.
      o Marketing adds value to a product via the successful promotional activities
      o F&A add value by increasing the efficiency w/ which the P.F. is performed. Determines what bus. opp’s are financially worthwhile
      o Inventory adds value by ensuring that the relevant goods are available when they are

needed
      o H.R. ensures that efficient management of employees, improve customer service, slve problems, innovate and improve productivity

DIVISION OF LABOUR- dividing of the production process into smaller tasks and then allocating employees into their specialist areas
            ← ADVANTAGES:
            ← Increases efficiency- allow employees to concentrate on their specific areas
            ← Fewer training expenses
            ← Employees are easily replaced, as skills levels are clearly defines
            ← DISADVANTAGES
            ← Employees can lose sight about their role in the bus. operations
            ← Specialization reduces flexibility of production
            ← Workers can lose motivation is jobs lack variety

RELATIONSHIP BETWEEN BUSINESS FUNCTIONS
    ← Bus. operations do operate independently
    ← Ensuring the flow of info between dept’s is a crucial aspect of effective management
E.g. ( Marketing dept. when making campaigns must contact finance to find out ho much is available for spending
( Finance contacts operations for production costs to make budget
( Productions contacts H.R. for wage costs, which ultimately determine production costs

      ← OPERATIONS (inventory)
ROLE OF OPERATIONS
      ← Operations involve the transformation of inputs into outputs
      ← It is the function of the bus. that combines raw materials, energy, and labour into something that can earn money for the bus.

PURCHASING AND SUPPLY CHAIN MANAGEMENT
← Purchasing- paying of necessary stocks for production
← Purchasing dept. must know how far ahead and in what quantities inputs have to be ordered
← It is essential for supplies to be accessed from a central area to ensure inputs are reached easily, reducing time inefficiencies
← Supply chain- are the links between suppliers and a

bus’s production process

ROSTERING AND SCHEDULING
← Rostering is concerned w/ allocating people in the bus. to tasks
← Involves organizing the availability and use of labour most efficiently according to bus. requirements
← Managers are responsible for organizing their H.R in the most cost-effective manner
← It allows for management to coordinate H.R w/ the production process so as to minimize wastage and overlap between employees
← Scheduling is concerned w/ the timing of the use of resources in the operations process
← Both are important if production if to be efficient
← Staff must be trained to follow schedules so work is completed w/in the right amount of time

TASK DESIGN
← Refers to how a job is to be done
← Task design will have to be more specific as tasks become more complicated
← Manager must make sue that they have workers that are able to perform the relevant tasks

BUS. LAYOUT AND WAREHOUSING
← Crammed space= inefficiencies
← Office spaces should be mage w/ processes being grouped together= maximum efficiency
← Warehousing involves organizing storage in the most cost-effective manner
← Need for storage space can be kept to a minimum w/ an effective inventory policy
← Biggest expense of a bus/ => warehousing

IMPROVING OPERATIONS
                TECHNOLOGY
← Impact of technology= computerization
← Impact of computerization ( captures info. In virtually any transaction
← Technology is a major factor towards lowering costs, lifting quality, and creating a competitive adv.
                CAD AND CAM
    ← Computer aided design: use of comp’s to design a product
    ← Eliminates inefficiencies in design process
    ← Computer aided manufacturing: use of comp’s in production process
    ← Eliminates inefficiencies and wastage in manufacturing of a product

IMPACT

OF TECHNOLOGY
← Replacing human labour in production and services (robotics)
← Increased levels of outsourcing
← Demand for highly skilled workers
← Managers role- supervisor to facilitator and team leader
← Reduces people in middle management

CONTROLLING OPERATIONS
← Prevention- establish systems to check all raw materials thoroughly and examines procedures before production begins
← Concurrent (work-in progress)- set up to detect ant variations from set standards while it is occurring
      • Aims to rectify problems before next stage commences
← Feedback (output control)- compares results of production process w/ targets
← Controls may be internal (final inspection of good) or external (customer satisfaction surveys etc)

INVENTORY CONTROL
← Just-in-Time approach (JIT)- order raw materials for the bus. ‘just in time’ to meet bus. needs
← Reduces storage costs and money tied-up in stock
← Reduces financial liabilities
← Renders warehousing unnecessary
← 2 Bin Approach- stock is filled and exhausted from one bin, refill occurs while stocks are dran from the other bin
← sales trends must be constantly monitored

QUALITY CONTROL
← strategic factor in gaining high competitive advantage

TOTAL QUALITY MANAGEMENT
← stresses continuous improvement in an org’s internal processes as a way of increasing customer satisfaction
← links employees to value-adding activities to achieve customer satisfaction at the lowest cost
      o TQM is based on
← Quality assurance in every stage of production
← Multi-skilled teams that run themselves to sustain quality in the org
← Inventory control used to maintain inventory efficiency

RECORDS MANAGEMENT
← Allows managers to make timely and informed decisions and to fulfill certain legal requirements
← Crucial for effective descisions

making
← Essential for setting goals and performance measurement

EMPLOYMENT RELATIONS
← Can be used to gain competitive adv.
← Avoid conflict w/ employees and employers
← Maximize job satisfaction w/in bus.
← Allows for the effective management of the employee function of the org.
← Ensure appropriate staff are hired, trained, remunerated and replaced

HUMAN RESOURCES CYCLE- ACQUISITION
← Managers must continually ensure, staff achieve prime function and current employees are being managed effectively
← Cycle restarts after employee(s) leave bus. and position(s) left vacant
      o Recruitment
      o Internal- filling position w/ employees already employed w/in the firm
      o Gives employees an incentive to work well
      o Reduces bus. expenses (i.e. extra wages)
      o External- bus. must undertake strategies to hire new staff ie. Minimizing job specification and advertising

HUMAN RESOURCES CYCLE- DEVELOMENT
← Training- once employees understand the internal processes on their new work environment they are able to work far more productively
← Benefits of training include
      o Increased employment motivation- high bus. commitment will improve sense of direction and job satisfaction of employees ( improve productivity
      o Increased flexibility- employees gain more skill( broadens fulfillment roles beyond their usual ones
      o Gaining the full benefits of technology
      o Creativity- leads to more efficient methods and lower production costs

HUMAN RESOURCES CYCLE- MAINTENANCE
← Ensures employees work efficiently ( prime function and other bus. goals are met and at the lowest possible cost
← Employees working w/ maximum efficiency= competitive adv.
MONETARY:
← wages
← salaries
← share options

NON-MONETARY:
← staff discounts
← child care
← company

parking

EMPLOYMENT RELATIONS:
← OH&S 1990
← Anti-discrimination act 1977

HUMAN RESOURCES CYCLE- SEPARATION
← Voluntary- employee(s) choose to leave current position in search of a new one (not entitled to any special compensation)
← Involuntary- termination of employee due to:
      o Economic downturn
      o Restructuring of operations
      o Employee is not adequately fulfilling the position or responsibility
      o Bus. follow conduct to minimize risk of legal action
MARKETING
              ROLE OF MARKETING
← Identify consumer wants
← Develop products to satisfy these wants
← Direct the flow of production
      o Stimulates consumption which in turn influences production, employment and wealth
      o Influences consumer satisfaction, choice, product variety etc.

IDENTIFICATION OF TARGET MARKET
← Market research aids in identifying target market
← Target market- group of consumers, sharing common characteristics in which a particular product/service will be sold.
← Crucial in determining prime function
← Put firms ‘in touch’ w/ consumer demands, allowing the company to develop strong consumer relationships
      o Factors:
      o Demographic- population, age, sex etc. successful marketing campaigns seek to address relevant target age groups
      o Psychographic- lifestyle characteristics, personality types, social class etc (why does a consumer buy different products/services
      o Geographic- knowing when and where a customer makes purchase decisions
      o Behavioral- understanding how a consumer makes decisions and motivations behind decisions.
← Markets can be classified into:
      o Mass markets- single marketing mix ( whole markets
      o Differentiated markets- different marketing segments
      o Concentrated marketing- single marketing mix ( segment 

of who market (niche market)

ELEMENTS OF MARKETING MIX (4 P’S)
            PRODUCT
← Is whatever satisfies consumer needs
← Goods/services provided by the bus. includes physical attributes (colour, size, shape etc) and non-physical attributes (price, distribution means etc)
← Includes positioning (image products invoke in the products of the consumers)
← Packaging is important and often becomes as recognizable as the product itself
← Warranty and guarantees are also included

        PRICE
← Amount consumers have to pay for the product
← Bus. needs to take into account production costs, competitor prices and ‘value for money’ logic
← Lower prices don’t always make a product popular
← Lower prices= short term loss, but maybe successful in the long run
← Higher prices may create a sense of prestige
      o 2 common methods of pricing
      o market penetrations strategy- product is priced low in order to enter the market
      o Market skimming strategy- product is priced relatively high before competition entry
← Product differentiation may add extra value to a product

        PROMOTION
← The way which a bus. tells people about its products and persuades them to buy it
← It has 3 main objectives:
      o Attract new customers
      o encourage customers to try a new product
      o encourage suers to increase consumptions
Methods of promotion:
← sales promotion (free samples, coupons etc)
← advertising (print media, tv, radio, internet etc)
← personal selling (face to face w/ consumers)
← word of mouth

          PLACE
← transportation, storage and distribution of the product to consumers
      o distribution channels
← direct, producer to consumer- (door to door, mail order etc)
← producer(retailer( consumer (distributed in a wider area)
← producer(wholesaler(retailer(consumer

(distribution spans a wide geographic area, large no. of small retailers, and large no. of consumers)

IMPORTANCE OF MARKETING MIX
To ensure a competitive adv( maximum profit, revenue and sales for bus.

ACCOUNTING AND FINANCE

ROLE OF ACCOUNTING AND FINANCE
← Accounting- the process of identifying, measuring and communicating financial information about a bus. To allow informed judgments and decisions by users of the info.
← Main function= make and collect payments and prepare financial reports communicating the performance of the bus.
← Finance- the necessary money to do something such as begin or expand business operations
← Aims to manage the bus’s short-term liquidity (ability to meet its liabilities) and long solvency (ability to keep operating) via effective care of investments and cash flows.
← Finance dept. is responsible for raising finance from the appropriate source   and ensure that excess funds are used effectively.

SOURCES AND USES OF FUNDS

Equity Finance: funds provided by the owners of a bus. The main types of equity are:
    ← Internal Equity: reinvestment of profits that have been retained by the bus. Into activities of the bus. (expansion, research/ development)
    ← External Equity: comes from issuing shares in the bus.
ADVANTAGES:
    ← Less financial constraints in bus.
    ← Rate of ROI paid to equity holders is lower than for debt holders
DISADVATAGES:
    ← As number of owners in crease it is increasingly difficult to make decisions due to division in opinions
    ← Freedom of owner is reduced
    ← Takes longer than debt
    ← Legal costs of becoming a company are high.

Debt Finance: finance raised from borrowing funds from outside the bus., usually banks, gov’t bodies or credit unions
Main types of short-term debt financing:
    ← Bank overdrafts:

company is given permission to write cheques in excess of their account funds up to certain limit.
    ← Promissory Notes: company purchases goods by signing a note promising to pay at a certain date
    ← Commercial bills: company purchases goods buy signing a bill of exchange agreeing to pay at a later date.
    ← Hire Purchase: firm attains assets in return for future payments at fixed times
Main types of long-term debt financing
    ← Mortgage
    ← Debentures: debt security issued by company, must be repaid after a fixed period of time, interest is paid
    ← Unsecured Notes: similar to debentures but not secured by assets of the bus.
ADVANTAGES
    ← Easy to arrange
    ← Managers are able to make decisions w/ freedoms (debt holders do not have rights in management)
    ← Debt payments can act as incentive to ensure adequate cash flows.
DISADVANTAGES
    ← Higher risk of liquidation
    ← Additional debt may send a –ve message to share holders
    ← Debt holders may issue covenants/restriction on company actions

FINANCIAL STATEMENTS
                      The Balance Sheet
← The summary of the type an amount of assets, liabilities and equity of a bus.
← Accounting equation:
Assets= Liabilities+ Owners’ Equity
Or
Owners’ Equity= Assets- Liabilities
← Assets: items of value owned or controlled by the bus. Either Current or Non-Current
← Current- can be converted to cash w/in 12 months ie. Cash on hand, cash at bank, accounts receivable (debtors), and stock (inventory)
← Non-Current- are those which will not be converted to cash in 12 months. Ie. Property (land/building), plant and equipment, motor vehicles
← Liabilities- amounts owed by the bus.
← Current: those payments expected w/in 12 months ie. Accounts payable (creditors), and overdrafts
← Non-Current: those which have

to be repaid over a longer period of time ie. Mortgages and long-term loans.
← Owner’ Equity: the money that the bus. is worth to the owners. Made up of capital (money owners have put in to the bus.), and retained profits (profits which are earned by the bus. but have not been paid as dividends)

Balance Sheet of All Australian Drinks Company Pty Ltd
As at 30/06/07
|ASSETS                                                             |LIABILITIES                                                       |
|CURRENT ASSETS:                                                   |CURRENT LIABILITIES:                                               |
|Accounts Receivable             $100,000                           |Accounts Payable                 $100,000                         |
|Stock                                   $3,000,00                 |Bank overdraft                     $250,000                       |
|Cash in Bank                         $30,500                       |                                                                   |
|Inventory                             $250,000                     |NON-CURRENT LIABILITIES:                                           |
|                                                                   |Bank Loan                         $10,000                         |
|NON-CURRENT ASSETS:                                               |TOTAL: $310,00                                                     |
|Plant and Machinery             $150,000                           |                                                                   |
|Land                                     $700,000                   |                                                                   |
|                                                                   |OWNERS EQUITY                         

                            |
|                                                                   |Capital                               $3,500,000                   |
|                                                                   |Retained Profits                 $420,00                           |
|                                                                   |                                                                   |
|                                                                   |TOTAL: $3,920,000                                                 |
|TOTAL: $4,230,500                                                 |TOTAL: $4,230,000                                                 |

    ← Written in the T- Format or Narrative Style

      REVENUE STATEMENT (PROFIT AND LOSS)
    ← A financial report of income, expenses and profit or loss of a bus. at a certain period of time.
    ← Revenue: income generated by the bus/s daily activities
    ← Expenses: costs incurred by the bus. in the course of operating
    ← Cost of Goods Sold (COGS): amount it costs the bus. to are a good/ service
FORMULA: OPENING STOCK+ PURCHASES- CLOSING STOCK
    ← GROSS PROFIT= SALES REVENUE- COGS
    ← NET PROFIT= GROSS PROFIT- EXPENSES

Revenue Statement of All Australian Drinks Company Pty Ltd
For the period ending June 30 2007
|SALES REVENUE                                                     $5,000,000                                                         |
|LESS COGS                                                                                                                           |
|Opening Stock                   $2,000,000                                                                                           |
|Closing Stock                   $1,000,000                                     

                                                    |
|Purchases                           $500,000                                                                                         |
|TOTAL COGS: $1,500,000                                                                                                               |
|GROSS PROFIT: $3,500,000                                                                                                             |
|+Other income                                                                                                                       |
|Interest from loan             $3,000                                                                                               |
|Discount Received             $1,115                                                                                                 |
|TOTAL G.P: $3,504,115                                                                                                               |
|EXPENSES                                                                                                                             |
|Wages                               $3,000,000                                                                                       |
|Insurance                         $50,000                                                                                           |
|Advertising                       $1,500                                                                                             |
|Subcontractors                 $250,000                                                                                             |
|Maintenance                     $10,000                                                                                               |
|Other Bills                 

      $2,500                                                                                             |
|Delivery services               $15,000                                                                                             |
|Miscellaneous                   $2,500                                                                                               |
|Bank Charges                   $600                                                                                                   |
|New Machinery               $150,000                                                                                                 |
|TOTAL EXPENSES: $3,482,000                                                                                                           |
|NET PROFIT: $22,015                                                                                                                 |

CASH FLOW STATEMENTS
← Reports on the way that a bus. has used its cash over a certain period of time. It is divided into different sections to represent cash flows resulting from:
← Operating activities: cash flows relating to the provision of products and services
← Investing activities: cash flow arising from the acquisition and disposal of non-current assets such as land, building and machinery
← Financing activities: cash flow relating to changes in debt and capital contributed by owners, ie. dividends, issues of new shares to the public etc.

THE KEY USES OF FINANCIAL STATEMENTS
← Management accounting: directed towards internal stakeholders. Involves collecting and summarizing the financial statements necessary to make informed decisions and identifying changes that could be made
← Financial accounting: involved w/ preparation of traditional financial reports.

BUDGETS AS PLANNING TOOLS
← Budget-

a financial plan that sets out expected incomes and outlays.
← Enable management to identify objectives and strategies that need to be employed.
← They force management to plan for the future
← There are 2 main types of budgets
      o Operating budgets- refer to the profit earning activities of firm (sales and production)
      o Financial budgets- concerned w/ the inflow and outflow of cash to planned expenditures and capital revenues for a given period.
← Together these make up the master budget, which presents the overall picture of the bus’s goals.
← By using this info, a bus. is better informed and able to implement its plans, identify emergencies and achieve its goals.
• Taxation and on-costs
Company Tax – for incorporated business, this is 30% of profits.Goods and Services Tax (GST) – 10% on all goods and services sold by businesses, except fresh food, etc.
Pay-as-you-go Tax (PAYG) – employees pay this tax according to
    ← Taxation           the tax scale and their income level.
    Capital Gains Tax (CGT) – companies are liable to pay CGT on any profits made on the sale of assets.
    Payroll Tax – state governments levy this tax based on the total
    amount of wages paid to employees per year.
  » On-costs
These are payments for labour in addition to wages. They include:
  ▪ Workers compensation premiums
  ▪ Maternity leave
  ▪ Sick leave
  ▪ Leave loading
  ▪ Long service leave
  ▪ Superannuation.
    ← Superannuation
A compulsory feature of wage structures in Australia. It is a means of ensuring an income for people in retirement. Superannuation is paid at a rate of 9%.

Critical Issues In Business Success And Failure…
  » Success indicators include a business that makes a profit, covers costs and gives its owner/s a reasonable return.
  » Failure indicators include

a business that closes or has the need to sell off assets or debts. Other failure causes are:
  • Overconfidence- can lead to bad planning, unrealistic estimates of market share and underestimating costs. This can result in failure and thus closure
  • Inadequate market share- failure to take into account for consumer reluctance to switch brands, underestimate competitor and length of time required to build upa sufficient consumer base.
  • Financial problems-

• The importance of a business plan
Business plan – a formal, written expression of the overall framework for decision making in a business and for the allocation of roles to employees. It clearly identifies the goals of the organisation, so that managers can focus on achieving them.

• Identifying and sustaining competitive advantage
  ← Competitive advantage is essential for a business to establish itself and to grow. New businesses usually determine what their competitive advantage is during the early stages of planning, on the basis of current market conditions.
  ← Competitive advantage is usually a feature of the business or product that distinguishes a business from its competitors and gives the business an advantage in the market. Once this is established, the next challenge for the business is to sustain its competitive advantage.
  ← The changing nature of consumer tastes, competitors’ strategies, and technology are the main factors that affect competitive advantage.

• Avoiding over-extension of financing and other resources
• Being unable to meet duties in regards to finance, wages, ad any other obligations to share holders or contracts that the bus. has established
• Overextension of other resources such as:
              • Stock: by buying too many raw materials that might not get sold in time for you to pay back the suppliers.

              • Staff: may be too many of them causing the business to keep paying them and lose money that they could have put back into the business.
              • investing a high proportion of funds in plant and machinery
              • Borrowing too much money etc.
← Managers must always ensure that budgets are adhered to, collect money owed to the bus, maintain records, source funds w/ use in order to keep the bus, successful

• Utilising and exploiting technology
• This leads to success or failure by how sometime technology cost less causing the business to expand, but sometimes is the technology breaks down there well be less production, and could cost more to fix up the piece of equipment.
• You can also use the internet to conduct your business by how they have:
              • E-commerce: is the buying and selling of goods and services on the internet
              • E-business (electronic business): this is using the internet to conduct business.

• Managing cash flow
Cash flow – the movement of funds into and out of a business. A business with good cash flow management is able to pay bills on time, has funds available for short-term spending, etc.
A business with bad cash flow management has overdue bills and has clients who owe them money, etc.
There are several ways to manage negative cash flow:
        ← Managing creditors- forging good relations w/ both clients’ and suppliers can help prevent problems from occurring and minimize damage.
        ← Factoring- form of outsourcing where debts are sold to financial institution. For small bus’s factoring their debts will have an adv. That is payments are received immly, eliminating a major source of cash flow problems.
              ▪ Disadvantage- factoring company’s withhold commissions
        ← Debt collection – a drastic

form of outsourcing payments. Only heavily overdue debts are collected.

Topic 4: DEVELOPING A BUSINESS PLAN

The role of a business plan
• Business doe not plan to fail they fail to plan. This is shown by how some business men have so much optimism that there business idea was so big that they will succeed but this is not always enough to succeed as the business plan allows a business to look into the future and picture what it might face and they can and try and prevent this by how they have already seen slightly into the future.
• There are many types of business plans but each one is unique as it has its own personal features and strategies. But at the same time can be similar as they all posses:
              • Executive summary
              • Objectives goals
              • Strategies
              • Business description and outlook
              • Marketing plans
              • Financial plans
              • And Operational plans

BREAK EVEN FORMULA

|                                                                                                     |
|TOTAL FIXED COSTS                                                                                     |
|BREAK EVEN POINT =                                                                                   |
|SELLING PRICE – VARIABLE COSTS/UNIT                                                                   |
|                                                                                                     |

    ← Fixed costs are those that remain constant regardless of the volume of the good or service produced, such as rent/insurance
    ← Variable costs increase as output rises and include labour costs, and the cost of raw materials
    ← Total rvenue is determined by multiplying the quantity sold by sales (price x quant
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