
SMALL BUSINESS MANAGEMENT

Chapter 10: HSC course


Small Business Management
Business Studies Syllabus B HSC 2 Unit Course

(25% of course time)

Expected Outcomes
On completion of this topic students should be able to:

· recognise the importance of the small business sector in the national economy

· understand the factors contributing to a successful business

· recognise why there is a high failure rate in small business

· identify the growth areas in the small business sector

· recognise the factors to be considered in establishing a small business

· understand the techniques of small business management

· develop a detailed business plan for a small business.

Terminology
Franchise, mark‑up, profit margin, break even, transfer of title, zoning, Australian Securities Commission, contracts, workers= compensation, taxation, public risk, patent, professional indemnity, seed capital, working capital, net worth, electronic trading, electronic data interchange (EDI).

Possible Approaches

· Set up a small retail, service or manufacturing business.

· Contact the nearest government agency which provides advice about the establishment of small business.

· Evaluate the management of an existing small business.

· Examine a recent case study of a successful small business owner/manger from a business journal to ascertain the reasons for her/his success.

· Interview a range of small business owners in the local area about how they manage their finances, including whether they employ outside experts to prepare and interpret financial statements.

· Trace a business through changes in management, resource application and legal structure as an historical approach.

Area of Study
1. Nature and role of small business

· Definition of small business according to number of employees, turnover and asset value.

· Importance of the small business sector in the national economy, including contribution to Gross Domestic Product, employment, balance of payments, invention/innovation.

· Past, present and future growth areas of small business in the national economy.

· Success and failure analysis B statistics and reasons (including gender).

2. Establishing a small business

  Motivation and personal qualities for operating a small business.

  Planning options relating to:

B setting up a new business or purchasing an existing business

B legislation relating to business formation

B government regulations relating to site and operation

B location including choice of freehold or leasehold

B capital availability

B target market and use of SWOT analysis.

  The small business plan:

B prime function of business including nature of product B good or service

B mission statement, goals

B projections relating finance/cash, staff, production requirements, marketing, planning and controlling

B budgets, including financial statement.

  Planning time frames:

B short, medium and long term.

  The planning, implementing, monitoring, evaluating and modification cycle.

3. Managing a small business

  Use of advisers/experts and outsourcing of support services.

  Management of:

B administration and information services, including use of electronic trading and electronic data interchange (EDI)

B production, including ordering of materials and equipment, supply contracts, scheduling, quality control

B marketing, including product, price, promotion, place

B customer relations, including quality of service, warranties/after sales service, credit policy

B staffing, including job design, remuneration packages, on costs, training and development, performance appraisal, enterprise agreements

B finance, including needs analysis of sources and types of finance, projections of profit and loss, cash flows, balance sheet, break‑even analysis

B control and evaluation, including feedback controls on all stages of production, research and development, report audience and format

B risk, including security measures, insurance, patents and copyright.

4. Small Business Management Case Studies

  Use of case studies to illustrate the establishment and management of small business.
1. NATURE AND ROLE OF SMALL BUSINESS
Definition
· Definition of small business according to number of employees, turnover and asset value.
ABS definition:

· less than 20 employees; or

· less than 100 for manufacturing industries.

· (for agricultural firms a small business has a turnover of less than $400,000 p.a.

According to corporations law (Corporate Law Simplification Act (1995)) companies are small if 2 of the following are true:

· < 50 employees

· turnover < $10 million

· asset value < $5 million

What is really a small business?

· Is the business independently owned?

· Are the owners involved in the day to day management and/or do the owners take the major decisions?

· Do the owners/managers provide almost all of the operation capital?

· Has the business only a small share of the national market.

Importance of small business
· Importance of the small business sector in the national economy, including contribution to Gross Domestic Product, employment, balance of payments, invention/innovation.
· Major source of employment and employment growth

· main source of innovation and invention.  R&D

· Small businesses contribute 40% of GDP.

· 50% of private sector employment, and rising.

· More successful at adapting and exporting due to higher flexibility.  (Austrade)

Past, Present, Future
· Past, present and future growth areas of small business in the national economy.
Past:
· Retailing - nation of shopkeepers.

· Agriculture - soldier settler, sheep=s back.

· construction

· manufacturing

· services - finance(accountibg) , property, business services.

Present:
· retailers

· services

· construction

· manufacturing

· wholesale

· recreation

· hospitality
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Future:
· High tech
· services to an ageing population

· SOHO

· Franchising

· Outsourcing.

· Health and community services

· property and business services 19.7% 92-95

SMALL BUSINESS FAILURE
Success and failure analysis B statistics and reasons (including gender).

Expected Outcome: recognise why there is a high failure rate in small business.
Reasons for Failure:
· Undercapitalisation - not enough WK.

· lack of basic understanding of financial accounts
· lack of management skills.

Businesses should seek advice as they are going into business and if they are getting into trouble - before it is too late.  Just because someone is a good motor mechanic does not mean they are good at managing a workshop.

Statistics for small business failure:
· 50% fail in the first year

· 60% fail within two years

· 75% fail within the first five

Critical Success Factors
· Create and build the business on a real market opportunity - develop a niche market.

· Develop a sustainable competitive advantage.

· Constant searching for new opportunities (niches) is vital.

· Strive to be the best not the biggest.

· Identify risks and move to counter them.

· Use expert advice early and often.

· Diversify - risk management.

· Drop unprofitable products or services.

· Manage the companies resources (cash, staff, assets, time and information).

· Keep good, up-to-date financial records.

2. ESTABLISHING A SMALL BUSINESS
· Motivation and personal qualities for operating a small business.
· being your own boss

· personal satisfaction

· financial rewards

· create a job for themselves

Other prerequisites:

· Management training and experience

· Written business plan

· High quality product

· Basic market research.

· knowledge of the industry

Planning options relating to:
· Setting up a new business or purchasing an existing business
There are 3 options when establishing a business

1.  NEW business

2.  BUY EXISTING business

3.  BUY FRANCHISE
Setting up a new business
Advantages

· Freedom and choice - as owner wants it

· Owner determines pace of growth and change.

· No goodwill to pay for

· Can start on a smaller scale

Disadvantages:

· High risk, high uncertainty

· Need time to attract customers

· Profits need time to come in.

Buying an existing business
Advantages:

· immediate source of income

· business is already set up.

· easier to obtain finance

· information available about the business

Disadvantages

· You inherit any problems and past mistakes

Franchise
A small fee is paid for:

· A successful business formula

· recognised brand name

· Established trademarks.

Franchising is the fastest growing area of small business.

Advantages:

· franchisor often provides assistance in the form of

· Training.

· Operating procedures.

· Management policies.

· Marketing training.

i.e. you benefit from their experience.

· easier to raise money - aware of name.

· marketing is more effective - able to use goodwill of franchisor.

· _ 32 green book

Examples:

· photo processing

· petrol stations

· car dealerships

· services (tax)

· fast food outlets

Investigations of Existing businesses

Legislation and Government Regulations
· legislation relating to business formation

· government regulations relating to site and operation

There are many regulations that must be applied to, for example: land zoning, ownership, safety, employment of staff and taxation. 

· Every business name must be registered under the NSW BNA (1962).

· Partnerships are covered by the NSW Partnership Act (1892).  In 1991 this act was amended to allow limited liability partnerships.

The following acts are relevant to running of small business:

Federal
· Trade Practices Act (1974) 

· Workplace Relation Act (1996) - Enterprise bargaining.

· Discrimination- sex and race

State
· OHS (1983)

· Fair Trading Act (1993)

Local
· zoning

Location
· location including choice of freehold or leasehold
A good location is an asset and will lead to high levels of sales and profits.  The main factor of location is MARKET  (Is there a market for this good/service here?). Factors to consider when choosing a successful location include:

· Traffic
· Exposure
· Site, including:

· -
Parking

· -
Accessibility

· -
Public transport

· -
effort needed to get to premises (eg chiropractor on second floor)

· Competitors location - near/far

· Government help (eg Virgin Airlines)

	Prime location = customer convenience + visibility


Capital availability
1.  How much money will I need?

2.  Where will I get the money?

The main expenses to consider are:

· Fixed Assets - eg machinery, furniture and equipment

· Working Capital - money to run the business.  Amount needed found by constructing a projected cash flow statement.

· Legal Fees
· Advertising
· Prepayments - eg insurance

· Expenses - rent, wages

It is best to estimate a full years running costs before establishing a business.

Where will I get finance?

Debt - Tax advantages, do not have to sell ownership.

Equity - not as risky, dilutes return on investment, owners have say in running.

Note: Revenue Statement consists of:

Trading Statement (shows Sales, GP)

+ Profit/Loss Statement (Other income, expenses)

Target market and use of SWOT analysis.
Target Market refers to the group of customers to which the business intends to sell its products

Businesses must conduct some market research to identify their customer=s needs.  

A business must decide the customer=s motivation for buying their product before formulating the best marketing strategy.

SWOT analysis
The business should be regularly evaluated in terms of SWOT.

Internal
· performance

· products

· staffing

· prices

· services

· resources

It can lead to identification of an unsatisfied demand that the business can satisfy.

After SWOT analysis the business is in a much better position to determine:

· target markets

· performance of existing products

· weaknesses which need attention.

THE SMALL BUSINESS PLAN:
· prime function of business including nature of product B good or service

· mission statement, goals

· projections relating finance/cash, staff, production requirements, marketing, planning and controlling

A BP is a summary and evaluation of a business concept.  A BP has the following advantages:

· It provides a clear direction and aim for the future.  Helps with management.

· SWOT analysis provides invaluable information about the eternal business environment.

· Future problems can be anticipated and planned for in advance and solutions found.

· Helpful for borrowing.

A comprehensive BP should contain:

· A statement of the vision, mission, goals and objectives of the business

· A marketing plan which shows location, selling method, target market details, product, promotion, pricing and distribution (and people) elements.

· An operational plan, which shows sources and costs of inputs, production processes and equipment requirements. 

· A financial plan, which shows cash flow forecasts, finance sources, sales projections, targets and market share analysis.

· A staffing plan, showing experience and qualifications needed, duties and responsibilities, organisation chart and remuneration.

These are the strategic parts of the BP.  
Action plans are formulated to show how goals are to be achieved.  They are short term.

	1. State the goals

	2. Identify personnel

	3. Select priorities

	4. Select strategies to achieve goals (what needs to be done/change?)

	5. What is helping/hindering that change and what can be done about it?

	6. Record and monitor (and modify) implementation


Projected cash flow statement

Budget
· budgets, including financial statement.

Planning time frames:
· short, medium and long term.
Strategic planning involves making projections and developing strategies to achieve the broad goals of the business, and includes:

· Finance and cash flow - setting up, ongoing and expansion

· Production - accurately forecasting demand and exceeding customer expectations

· Human Resources - correct number of trained staff.  Develop staffing strategy.

· Marketing approach - Monitoring size and growth potential of target market. 

The planning, implementing, monitoring, evaluating and modification cycle.
Because the business environment is constantly changing, the business plan should be changed accordingly. All plans must be:

· Implemented

· Monitored

· Evaluated and

· Modified

to ensure the planning cycle is effective.

Implementation is putting the plan into action. _ 338

The planning cycle is established as follows:

	1.  PF
P

2.  MS
M

3.  SWOT analysis
S

4.  Strategic plan
S

5.  Implement (action plans)
I

6.  Record and Monitor
M

7.  Modify
M


3. MANAGING A SMALL BUSINESS
Use of advisers/experts and outsourcing of support services.
Management of:
B administration and information services, including use of electronic trading and electronic data interchange (EDI)
Management Information Systems are to do with gathering and processing and reporting on information useful to the business.  Information is gathered from such things as:

· General publications: ABS

B production, including ordering of materials and equipment, supply contracts, scheduling, quality control
B marketing, including product, price, promotion, place
Product
The product can be a good, service or concept.  It involves both tangible and intangible benefits eg roadside assistance with car.  Includes:

· Packaging

· Features

· Styling

· Quality

· Brand name

There are 4 types of consumer goods:

1.  Convenience - cheap, easy

2.  Shopping (shop around) - TV

3.  Speciality - BMW

4.  Unsought - funeral service, don=t go looking until need arises.

Note: Different product life cycle:

· Fad - very steep rise and drop-off.

· Reintroduction - fall and then another rise (repackaging, re-marketing)

Distribution
Getting the product to the right place at the right time.  Where is the market?

Distribution mix:

· Size - area covered 

· Cost

· Speed

The 4 P=s, product, price, promotion and place are within the marketing environment.  This relates to the internal and external environment. The internal business environment (MICRO environment) consists of such things as:

· the organisation itself

· suppliers and distributors

· customers and

· competitors

The external (macro) environment consists of:

· Economy

· Technology

· Politics and Law

· Culture and society

· Competitors

There is also a 5th P which is relevant: people, because they are needed for that personal contact with the customer to establish a relationship.

B customer relations, including quality of service, warranties/after sales service, credit policy
Credit Policy
It is essential that there is some control over debtors and creditors.  Creditors control includes:

· 14 days instead of 7

· 5% discount (bigger customer)

Debtor control includes:

· ringing up on the 8th day - asking. 
B staffing, including job design, remuneration packages, on costs, training and development, performance appraisal, enterprise agreements
Small business managers are veryconcerned with developing the skills, attidtiudes and experience necessary to their employees to enable the business functions to operate in a way to maintein their sutainable competitive advantage.

Managers should design jobs that provide high levels of satisfaction as well as high productivity work.

They need to know what future skills are needed. Many businesses are adopting a policy of multiskilling empployees.

Recruiting the right person is very impotant for the success of the business and rcruiting is a very costly function.

Performace appraisal allows employees performance to be evaluated and feedbakc given. Managers need to make decisions about what methods to use to appraise performance.

Remumeration is used as a big motivator. Rewards have both monetary and non-monetary aspects, eg fringe benefits, leave, recognition.

B finance, including needs analysis of sources and types of finance, projections of profit and loss, cash flows, balance sheet, break‑even analysis
The financial strategy of a business allows the marketing and production strategies to operate which support the sustainable competitive advantege.

Managers are concerned with:

· the financial performance of the business

· making decisions about finance

· as part of planning managers are involved in revising financial projections such as cash flow.

It is important for manager to look back at the financial history of the business, say over the last three years.

B control and evaluation, including feedback controls on all stages of production, research and development, report audience and format
Managers need to evaluate the businesses performance to detirmine whether what was planned for is actually being achieved and what afctors account for the success or failure of oferation.

Evaluation does three basic things:

· finds out what happended

· compare it with forecasts

· detirmine where the differences lie

There are a whole range of controls set up within a business so managers know if plans are bining met. Controls provde feedback on what is happening in the busines

Some of the main production controls include:

· invetorry control - raw materials, work in progress and fininshed products

· scheduling

· quality control

B risk, including security measures, insurance, patents and copyright.
Insurance is one way to manage risk

Patents are a type of risk management.

4. SMALL BUSINESS MANAGEMENT CASE STUDIES
Use of case studies to illustrate the establishment and management of small business.


SMEAC
Situation

Mission

Execution - phases

Administration

Communications/Command
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