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INTRODUCTION

Welcome

2It is a great pleasure to welcome you to this module. We hope that you will enjoy this 

course. This study guide is merely a summary of the contents in your prescribed textbook.

PURPOSE OF THE MODULE

3The purpose of the module Entrepreneurship and how to establish your own business is 

for you to acquire foundational concepts in business management. This module will de-

velop your understanding of entrepreneurship and it will teach you how to become an 

entrepreneur and introduce you to the route that you have to follow to start your own 

business. It provides a foundation for all later modules in this subject.

LINK TO OTHER MODULES

4This module does not stand alone. It is an integral part of Business Management I. The 

purpose and the learning outcomes of this module are therefore aimed at developing 

your expertise and abilities in the fi eld of entrepreneurship.

MODULE OUTCOMES

Module outcomes

5After completing this module, you should have the competence to identify and start a 

small business with the necessary assistance and support, and to develop business plans 

that comply with appropriate laws and that refl ect an ethical approach to management. 

6The intended outcomes can be distinguished as follows:

7SPECIFIC OUTCOMES 8ASSESSMENT CRITERIA

91. Compile a business plan with assistance 101.1 Apply market research techniques 

and the SWOT analysis to identify and 

evaluate opportunities, sketch cus-

tomer profi les and identify competi-

tive advantages.

111.2 Apply fi nancial and marketing knowl-

edge and planning and information 

technology skills to generate a busi-

ness plan. 
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122. Implement a business plan with 

assistance

132.1 Apply knowledge of the business world 

and communication and networking 

skills in obtaining a support base. 

142.2 Use knowledge of legal requirements 

to register an enterprise and en-

sure compliance. 

152.3 Apply knowledge of business practice 

to obtain the necessary resources. 

162.4 Identify entrepreneurial skills to start 

an enterprise according to the business 

plan.

Framework of the module

18The following six chapters of the prescribed textbook provide the framework for this 

module:

CONTENTS

CHAPTER 1 –  ENTREPRENEURSHIP AND SMALL, MEDIUM AND MICRO ENTERPRISES IN 

PERSPECTIVE

CHAPTER 2 – BASIC BUSINESS CONCEPTS AND THE BUSINESS ENVIRONMENT

CHAPTER 3 – THE IDENTIFICATION AND DEVELOPMENT OF BUSINESS IDEAS

CHAPTER 4 – THE VIABILITY OF A BUSINESS IDEA

CHAPTER 5 – THE BUSINESS PLAN

CHAPTER 6 – SETTING UP A BUSINESS

19
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A mind map for the prescribed textbook

20Entrepreneurship and how to establish your own business

21

Composition of the study/learning package for the module

22The study package for this module consists of this study guide and tutorial letter 101. 

You must purchase the prescribed book as soon as possible. The prescribed book is vital 

because you will not be able to complete this module successfully without it.

COMPLETING ACTIVITIES, SELF-ASSESSMENT QUESTIONS AND 

ASSIGNMENTS

23We consider the completion of the activities and self-assessment questions in the tutorial 

letters and the assignments as crucial to the successful understanding of this module.

Activities

24You will come across various types of activities in this study guide:
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 • refl ecting on work covered

 • completing self-assessment questions

 • doing self-assessment by means of the suggested solutions to the self-assessment 

questions

25We consider your completion of the activities in the study guide and the assignments 

as crucial to your successful completion of this module. The activities in the study guide 

will guide you on how to manage the content of the study material.

Self-assessment questions

26At the end of each learning unit you will fi nd self-assessment questions based on the 

work done in the chapter. We advise you to work through these questions diligently, since 

they provide extremely useful opportunities to prepare yourself for possible examination 

questions. Self-assessment plays a very important role in mastering learning outcomes 

and you should therefore complete the self-assessment activities in the study guide. You 

will fi nd most of the answers to these questions in the study material covered in the study 

guide and the prescribed textbook. 

Assignments

27By completing the assignments that appear in Tutorial Letter 101, you will get an idea of 

the types of questions you can expect in the examination and obtain fi rst-hand feedback 

from your lecturer. The assignments as well as the examination comprise only multiple-

choice questions. For every question there are four options, numbered from 1 to 4, of 

which you must select only one. For example:

28The internal business environment consists of the … 

(1) micro-environment. 

(2) market environment. 

(3) macro-environment. 

(4) economic environment.

29You cannot select more than one option. In other words, your answer will be option 1 

or 2 or 3 or 4.

30Sometimes the question asks you to select the wrong statement. You should be extra 

careful when answering such questions and not get confused by marking a statement 

that is correct (because you will not earn a mark). Please look at the assignments in Tuto-

rial Letter 101. You will fi nd the occasional question asking you to indicate which of the 

options is wrong.

31In some questions, however, there will be several statements that could be correct. In 

such cases the statements will always be indicated by letters (a, b, c and d) and the answer 

will still be option 1, 2, 3 or 4, but these answers may refer to more than one statement. 

For example:
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32The market environment consists of the … 

a. mission and objectives of the enterprise.

b. consumers. 

c. factors of production. 

d. competitors. 

33Choose the correct option: 

(1) a, b 

(2) b, c 

(3) c, d 

(4) b, d

34This question asks you to indicate which of the statements are correct. If you therefore 

think that statements b and d are correct, you will mark only option 4 as the correct answer.

35In all the above examples the stem of the question asks you to identify the correct 

statement(s). Sometimes the alternatives are a continuation of the stem. For example:

36The needs and preferences of consumers refer to the … environment. 

(1) economic 

(2) physical 

(3) social 

(4) technological 

37In an example such as the above you have to read the stem plus option 1, then you have 

to read the stem again plus option 2, the stem plus option 3, and so on.

Answering a multiple-choice question

38Make a photocopy or record your answers on a separate page

39You will fi nd the multiple-choice questions in the assignment extremely useful when you 

prepare for the examination. However, if you mark your answers (or the correct answers) 

on the actual page in Tutorial Letter 101, you will not be able to use these questions for 

revision. We strongly recommend that you either make a photocopy of the assignments 

and use that for revision, or else write down your answers on a separate sheet of paper 

to avoid making any marks on Tutorial Letter 101 itself. You will then be able to work 

through these questions again in preparation for the examination, without seeing the 

marks that indicate the correct answers.

40Decide on each option independently

41When answering a multiple-choice question, much time is often wasted (especially in 

the examination) by reading all four options, before deciding which one is correct. The 

secret is to read and decide on each option separately. For example, look at question 1 

above. The stem asks you to identify which statement is correct. Take a ruler and cover 
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the other three statements so that you see only statement 1. Read it and then, without 

reading any other statement, decide whether the statement is correct, wrong or that you 

don’t know. Put a tick next to it if you think it is correct; put a cross next to it if you think 

it is wrong; and put a “?” if you are not sure. Then move the ruler down so that you can 

read statement 2. Again decide and mark the category in which it falls.

42When you have done that with every one of the four statements, you may fi nd that you 

have marked one statement correct and three statements wrong. The former is then your 

answer. If you fi nd that you have marked two correct, then compare the two statements 

and choose the one that seems to be the most correct, or the most comprehensive.

43Write down your reasoning

44When you have selected your answer to a particular question, it is essential that you write 

down your reasons for doing so. For example, if you choose option 4 as the correct answer 

to question 2 above, implying that statements b and d are correct, you should write on 

a separate sheet of paper why you think statements b and d are correct. Write down the 

actual reference in the prescribed book on which you base your reasoning. However, you 

must even go a step further. You must also write down why options a and c are wrong. 

Again make specifi c reference to the prescribed book to back up your reasoning.

45This is probably the most important learning step that you can take. We want our students 

to understand the tutorial matter and to be able to explain the concepts and apply the 

principles. We are not interested in whether a student has memorised the tutorial matter 

and can repeat it in an examination. That is why it is so important for you to be able to 

give a reason for your answer.

46It takes a few weeks from the time that you answer an assignment to the time that you 

get back the correct answers and explanations. By that time you will have forgotten why 

you chose a certain option for a particular question, unless you wrote down your reasons.

47The real learning takes place when you compare your reasoning with that of the lecturers. 

So don’t take the easy way out by just answering the multiple-choice questions.
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48The fl ow diagram below will help you to picture the process.

49

Assessment of your progress in this module

50You will be assessed during the semester on your assignments and in the examination 

at the end of the semester against transparent assessment criteria which relate directly 

to the outcomes of this module.
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51The compulsory assignment marks will count in your fi nal assessment towards your total 

mark. Further details of the assessment and examination requirements of this module 

are provided in Tutorial Letter 101.

HOW YOU WILL BENEFIT FROM THIS COURSE

52This course will empower you with the ability to generate ideas for your own enterprise 

and to test the feasibility and viability of these ideas. It will also assist you in drawing up 

your business plan and implementing your idea in practice.

HOW TO APPROACH YOUR STUDIES IN BSM1501

53Tutorial Letter 101 and the study guide will direct you on how to approach the study 

material and other resources and how to use them to your benefi t. Tutorial Letter 101 

also informs you who to contact for academic and administrative matters and it guides 

you on how to manage your time.

54In the study guide we make a defi nite distinction between the parts of the prescribed 

textbook that you have to read and those parts that you have to study.

  Studying

55The sections that you have to study are clearly indicated and form the basis of assign-

ments and the examination. To be able to do the activities and assignments for this mod-

ule, to achieve the learning outcomes and to be successful in the examination, you will 

need a deep understanding of the content of these sections in the study guide and the 

prescribed textbook. To deeply understand the study material, you must, fi rstly, accept 

responsibility for your own studies. Secondly, learning is not the same as memorising. 

You will be expected to show that you understand and can apply the information, not 

just remember it.

  Reading

56In some parts of the study guide you will be required to read a certain section in the pre-

scribed textbook or the study guide. This means that you should take note of the contents 

since it usually contains useful background information or off ers another perspective or 

further examples. It will give you some context, improve your ability to take notes and 

enhance your understanding.

57You must spend at least 120 hours on this module. This includes approximately 40 hours 

of reading and studying the study material, 40 hours of activities and assignments and 40 

hours of preparing for the examination. We encourage you to compile a study plan that 

makes provision for enough time to cover the various topics, chapters, self-assessment 

questions and assignments.

  How to approach a case study 

58First read through the case study without trying to analyse it in any way, then read through 

the questions asked on the case study. Make sure that you understand the theoretical basis 
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for each question. You cannot look for a solution before you are completely sure what 

the question is about. Read through the case study again and remember the contents of 

the questions. Start working through the case study and identify the specifi c information 

you need to answer each question. Integrate the theory with the information from the 

case study by indicating how the theory has or has not been applied. Draw your own 

conclusions.

  Preparing for the examination

59When preparing for the examination, we suggest that you study chapter 1 in the prescribed 

textbook fi rst, then study the information in learning unit 1 in the study guide. After 

working through both chapter 1 and learning unit 1, try to answer the self-assessment 

multiple-choice questions in the study guide without looking at the answers. Evaluate 

your answers with the aid of the answers provided afterwards. Answer the questions about 

chapter 1 in Assignment 02 again. Evaluate your answers with the aid of the memorandum 

provided in Tutorial Letter 201. Repeat this exercise for each chapter in the prescribed 

textbook. Phone us if there is anything that you are not sure about – before the exams!

USE OF ICONS

60Certain icons are used throughout the study guide:

61ICON 62DESCRIPTION

63KEY CONCEPTS

64 

65The key concepts icon draws your attention to certain keywords 

or concepts that you will come across in the chapter concerned.

66LEARNING 

OBJECTIVES

67 

68The learning objectives indicate what aspects of the particular 

chapter you have to master.

69MIND MAP

70 

71Mind maps are provided to help you to identify the relationship 

between various parts of the study material.
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72STUDY

73 

74The study icon indicates which sections of the prescribed textbook 

or study guide you need to study.

75READ

76 

77The read icon will direct you to certain sections of the prescribed 

textbook which you should read for background information.

78ACTIVITY

79 

80The activity icon refers to activities that you must do to develop 

a deeper understanding of the study material.

81FEEDBACK

82 

83The feedback icon indicates that comments are provided on how 

you could have answered the self-assessment activities.

84ASSESSMENT

85 

86When you see the assessment icon, you will need to test your 

knowledge, understanding and application of the material you 

have just studied.

87TIME OUT

88 

89The time-out icon indicates that you should take a rest because 

you have reached the end of a chapter or topic.

90WEBSITE

91 

92The website icon will refer you to a website link with additional 

relevant and interesting information about a certain topic.
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93VIDEO

94 

95The video icon will refer you to a youTube video to watch. This 

video will contain additional relevant and interesting information 

on a certain topic.

CONCLUDING REMARKS

96In the remaining parts of study guide we provide you with the learning units of this 

module (available under the “Learning Units” tab/tool on myUnisa). 

97You need to access myUnisa for any additional information and study material (for example 

online activities, self-assessments, material and – most importantly – announcements). 

98We hope that you will enjoy your studies! We certainly look forward to being your part-

ners in this learning journey. 

99Best wishes

100Your lecturer for BSM1501

101Department of Business Management

102Unisa
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Learning Unit 1

Entrepreneurship and small, medium and micro 

enterprises in perspective

STUDY CHAPTER 1 IN THE PRESCRIBED BOOK 

CONTENTS 

 - Defi nition of the concept of entrepreneur 

 - The relationship between entrepreneurship and small business management 

 - The relationship between entrepreneurship and intrapreneurship 

 - Types of entrepreneurial businesses 

 - Franchisors and franchisees

 - Key success factors of entrepreneurs

1LEARNING OBJECTIVES

When you have worked through learning unit 1, you should be able to

  explain the terms “entrepreneur”, “intrapreneur” and “small business manager”

  explain the similarities and diff erences between entrepreneurship, intrapreneurship d 

small business management

  distinguish between informal and formal businesses

  explain the role of informal businesses in South Africa

  distinguish between micro, very small, small, medium and large enterprises

  explain the diff erence between the franchisor and the franchisee

  describe the key success factors that contribute to successful entrepreneurship

  explain and give a critical evaluation of the following concepts:

 º personal skills, expertise and aptitudes

 º personal characteristics of an entrepreneur

 º functional management skills of an entrepreneur

KEY CONCEPTS

You will need to master the following key concepts to achieve the learning objectives 

for this learning unit:

 • entrepreneur

 • intrapreneur

 • small business manager
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 • informal business

 • formal business

 • franchisor

 • franchisee

 • growth

 • skills

 • expertise

 • aptitudes

 • functional management skills

 • personal characteristics

2A MIND MAP FOR LEARNING UNIT 1

103

104
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OVERVIEW

105In learning unit 1 we will introduce you to entrepreneurship. We will explain what it is, 

discuss the main characteristics of an entrepreneur and distinguish between entrepreneur-

ship, intrapreneurship and small business management. The key factors that contribute to 

successful entrepreneurship are discussed in detail. We are going to look at the important 

role that your skills, expertise and aptitudes will play, as well as the personal character-

istics and management skills that you must have to become a successful entrepreneur.

INTRODUCTION 

3A MIND MAP FOR THE CREATION OF AN ENTERPRISE

106

107

1.1 DEFINITION OF THE CONCEPT OF ENTREPRENEUR

4Defi nition of an entrepreneur

Entrepreneurs have the ability to identify and seize an opportunity and create and develop a 

business by adding value. They do this by applying resources that include fi nance, time, eff ort, 

people and skills. They are willing to take risks and through their businesses they organise, 

manage and achieve results.
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Do you know any South African young entrepreneurs?

Check out: SA’s Top 10 young entrepreneurs to watch

http://www.thesouthafrican.com/sas-top-10-young-entrepreneurs-to-watch/ 

Entrepreneurs should be willing to take risks, but … 

Check out: Business in Africa riskier http://www.iol.co.za/business/companies/business-

in-africa-riskier-1906584#.VeGhYPaqqko 

Activity 1.1

List the main characteristics of an entrepreneur.

6Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering assignments and for exam preparation.

You must study these characteristics very well, as we are going to use them to distinguish 

between an entrepreneur, a small business manager and an intrapreneur.

1.2 THE RELATIONSHIP BETWEEN ENTREPRENEURSHIP AND 

SMALL BUSINESS MANAGEMENT

108Most enterprises that entrepreneurs start begin as micro or small enterprises. These 

enterprises are usually started and entrepreneurially managed by one person. They can 

grow and become larger small enterprises or even medium and large enterprises if the 

entrepreneur does not become a small business manager. An entrepreneur and a small 

business manager have very diff erent ways of thinking. If the entrepreneur becomes 

too comfortable with the level of growth within the enterprise, he or she becomes a 

small business manager that is averse to risk, change and innovation. The entrepreneurial 

enterprise is then replaced by a managerially focused small enterprise.

Study section 1.2 in your prescribed book to gain a deeper understanding of 

the relationship between entrepreneurship and small business management.



 5 

BSM1501/1

1.2.1  Defi nition of a small business manager

7A small business manager is a person who

  manages an existing business or franchise without ensuring growth 

  works full- or part-time in a lifestyle business that does not generate suffi  cient income to 

cover all living expenses 

  is satisfi ed with a no-growth, single-premise business

  inherits or take over a business and runs it in the same way as the previous owner, without 

expanding or improving it (no creativity and innovation)

  is appointed by the owner of a small business as the manager

Activity 1.2

What is meant by the concept of “creativity and innovation”?

Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.

109Creativity and innovation can be accomplished, among other things, by introducing new 

products, using better methods to market existing products or entering new markets, us-

ing better or other resources, or applying new technology or better production processes.

Activity  1.3

What is meant by the concept of growth?

Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.

1.2.2 Diff erences and similarities between an entrepreneur and a small 

business manager

111Entrepreneur 112Small business manager

113Starts own enterprise and manages it 114Manages own enterprise or an existing business 

or franchise

115Is creative and innovative 116No creativity and innovation
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117Entrepreneur 118Small business manager

119Is willing to take calculated risks 120Does not want to take new risks but still carries 

the fi nancial risk as the owner

121Is responsible for growth 122Not interested in growth, interested only in 

profi t and the survival of the enterprise

1.3 THE RELATIONSHIP BETWEEN ENTREPRENEURSHIP AND 

INTRAPRENEURSHIP

123Study section 1.4 in your prescribed book to gain a deeper understanding of the concept 

of intrapreneur/corporate entrepreneur. 

1.3.1 Defi nition of the concept of intrapreneur

An intrapreneur does not want to take the risk of starting an own enterprise, 

but prefers to use his or her entrepreneurial ability in an existing enterprise. 

An intrapreneur is an employee with entrepreneurial abilities who identifi es 

an opportunity in an existing enterprise.

1.3.2 Diff erences and similarities between an entrepreneur and an 

intrapreneur

124Entrepreneur 125Intrapreneur

126Starts own enterprise and is the owner of 

the enterprise

127Does not want to start own enterprise and 

is an employee

128Identifi es opportunities and seizes them 129Identifi es business opportunities within an 

existing enterprise

130Is creative and innovative 131Is creative and innovative

132Is willing to take calculated risks 133Does not want to take risks 

134Is responsible for growth 135Is responsible for growth

Activity 1.4

Is a small business manager and an intrapreneur the same?

Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.
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1.4 TYPES OF ENTREPRENEURIAL BUSINESSES

Section 1.3 of the prescribed textbook distinguishes between formal and 

informal entrepreneurial businesses. Each of these types of business has very 

specifi c characteristics according to specifi c needs and features. 

1.4.1 The informal business sector

137The informal business sector includes all businesses that are not registered for income 

tax and value-added tax (VAT).

138Businesses in the informal sector range from commercial activities to production and 

service, with most of these businesses operating in the retail trade sector. These busi-

nesses meet the specifi c needs of the poor and less affl  uent people in society, because 

they provide products and services at more aff ordable rates.

139The role of the informal sector remains controversial, as these businesses provide much 

needed income opportunities but their owners tend not to comply with tax, labour and 

other regulations.

1.4.2 The formal business sector

140The formal business sector includes micro, very small, small, medium and large enterprises.

1.4.2.1 Micro, very small and small business sector

153

141Type 142Employees 143Turnover per annum

144Micro 1455 or fewer 146R100 000 

147Very small 1486 to 10 149More than R100 000 but less than R3 million

150Small 15111 to 50 152R3 – R32 million

Refer to Table 1.1 in your prescribed textbook for the defi nition of a small busi-

ness according to the industrial sector, employment and turnover.

1.4.2.2 Medium-sized and large business sectors

160

154Type 155Employees

156Medium 157Up to 200

158Large 159200 and more
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Activity  1.5

List a few examples of prominent young international and South African entrepreneurs.

.

Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.

Refer to section 1.3.1 and Example 1.3 in the prescribed textbook for more 

examples of famous entrepreneurs.

1.4.3 Advantages and disadvantages of formal and informal businesses

Carefully study the following table showing the diff erences between and the 

advantages and disadvantages of informal and formal businesses.

161Formal 162Informal

163Advantages 164Disadvantages

165Registered form of enterprise 166Not a registered form of enterprise

167Recognised business premises 168Does not have recognised premises

169Easier access to fi nance 170Diffi  cult to obtain fi nance

171Easier access to resources 172Diffi  cult to obtain resources

173Disadvantages 174Advantages

175Has to keep fi nancial records 176Does not have to keep fi nancial records

177Has to pay tax 178Does not have to pay tax

1.5 FRANCHISORS AND FRANCHISEES

179Section 1.4.1 in the prescribed book discusses franchisors and franchisees in more detail. 

1.5.1 Defi nition of the concept of franchising

180Franchising is an arrangement in which an individual or business (the franchisor) grants 

an independent party (the franchisee) the right to sell the products or services of the 

business according to guidelines set down by the franchisor.

181The franchisor retains control over the conduct of the business and off ers the franchisee 

a comprehensive business package.



 9 

BSM1501/1

1.5.2 Defi nition of the concepts of franchisor and franchisee

Activity 1.6

Would you classify franchisors as micro, small, medium or large businesses? How would 

you classify franchisees?

Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.

1.6 KEY SUCCESS FACTORS OF ENTREPRENEURS

8Successful entrepreneurs take advantage of certain key success factors such 

as personal characteristics and functional management skills. Make sure that 

you understand these concepts. 

Refer to Table 1.2 displaying the key success factors in the prescribed textbook.

182The profi le of an entrepreneur is an indication of the personal abilities and characteristics 

he or she has. Many researchers have tried to describe a typical entrepreneur, but they 

have found that there is no typical entrepreneur. Few, if any, entrepreneurs have all the 

key success factors, but through their introspection and self-evaluation they can identify 

what their strengths and weaknesses are.

Activity 1.7

How can entrepreneurs apply their strengths and overcome their weaknesses?

Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.

183In the next subsections the role played by the following factors in entrepreneurial suc-

cess will be considered:

 • skills, expertise and aptitudes

 • important personal characteristics

 • important functional management skills

 • external factors
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1.6.1 Skills, expertise and aptitudes

9We can distinguish between skills, expertise and aptitudes as follows:

Skills: Refer to manual work and can be learned.

Expertise: Expertise is based on knowledge that you acquire through experience.

Aptitudes: Each person is born with certain aptitudes and talents.

184It is best to start an enterprise in something you are interested in and feel comfortable 

with (aptitudes), of which you have experience (expertise) and in which you are trained 

(skills). Usually your skills, expertise and knowledge are a product of your natural apti-

tudes, talents and interests.

Refer to Example 1.6 in the prescribed textbook for examples on skills, expertise 

and aptitudes.

1.6.2 Important personal characteristics 

185Skills, expertise and aptitudes in isolation do not guarantee a successful enterprise. To 

ensure success in your enterprise, you must have certain personal characteristics.

10We can identify the following personal characteristics:

  perseverance

  commitment to the enterprise

  involvement in the enterprise

  willingness to take risks

  sound human relations

  creativity and innovative ability

  positive attitude and approach

Study section 1.5.2 where these characteristics are discussed in detail in the prescribed textbook.

Did you know that entrepreneurs should embrace their failures?

Check out the story: Can this movement get SA entrepreneurs to fi nally embrace 

failure? 

http://www.smesouthafrica.co.za/16527/Can-this-movement-get-SA-entrepreneurs-

to-fi nally-embrace-failure/

 

More stories: 

Ten rules for entrepreneurs to live by 

http://www.howwemadeitinafrica.com/ten-rules-for-entrepreneurs-to-live-by/52994/ 
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Success is all in the attitude

http://www.entrepreneur.com/article/204504 

Being a successful entrepreneur in South Africa – The reality 

http://southafrica.smetoolkit.org/sa/en/content/en/8834/Being-a-successful-entre-

preneur -in-South-Africa-%E2%80%93-The-Reality

1.6.3 Important functional management skills

186The management skills of an entrepreneur indicate how well the entrepreneur can per-

form important tasks or activities in an enterprise.

Activity 1.8

List the tasks or activities that an entrepreneur has to perform.

Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.

11Three characteristics of the above functions of the enterprise:

  All these functions occur in every enterprise, regardless of the size of the enterprise.

  These functions must operate as a system.

  There must be constant interaction between these functions.

187

188In this section, we discuss the ability of the entrepreneur to perform specifi c manage-

ment activities in the enterprise. Entrepreneurs must be aware of their strengths and 

weaknesses in terms of management skills in the various functions of the enterprise, so 

that they can build a successful enterprise.

12As an entrepreneur, you should have a combination of the following nine 

management skills:

  planning an enterprise before it is established

  general management skills and the use of advisers

  customer service

  knowledge of competitors

  market orientation

  the importance of quality products and/or services

  accounting for all purposes
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  insight into expenditure, income, profi t and loss

  the ability to use income carefully

Study section 1.5.3 where these management skills are discussed in detail in the prescribed 

textbook.

13

Check out the stories on these management skills:

To succeed as an entrepreneur, know your customer 

http://www.forbes.com/sites/alanhall/2012/06/14/

to-succeed-as-an-entrepreneur-know-your-customer/

Know your competition http://www.entrepreneur.com/article/78596

1.6.4 External factors

189Study section 1.6, which gives a short description of each external factor, in your prescribed 

textbook. The external factors will be discussed in detail in learning unit 2.

14You have now reached the end of learning unit 1.

190

SUMMARY

191Successful entrepreneurs play an extremely important role in a country’s economic 

development, wealth and employment creation. In this chapter we discussed the most 

important concepts related to this role.

192You need to realise that all the success factors we have discussed must be analysed in 

personal terms. This may be discouraging to some potential entrepreneurs, but it is vital 

for you, as an aspiring businessperson, to be aware of all these important aspects. You 

must be critical of yourself, but, at the same time, positive about solving problems. You 

can make adjustments in order to start an enterprise that has been your dream. As an 

entrepreneur, you will realise how important it is to evaluate personal strengths and 

weaknesses realistically in order to achieve your goals.
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1

SELF-ASSESSMENT

To test and assess your knowledge of this learning unit, you can now do the following activities:

(i) Complete the self-assessment questions on learning unit 1 below. Remember: The only 

way you can test your knowledge is by answering the questions without looking at the 

solutions that is contained in Appendix A.

(ii) Do the self-assessment questions in the prescribed textbook at the end of Chapter 1.

193

194Read the case study below and answer all the questions that follow.

195Case study: New Romantics

196Nadene Marx started New Romantics ten years ago in Bergbron, a small suburb in North-

cliff . Nadene is a qualifi ed fashion designer who specialises in making bridal gowns, 

bridesmaids’ gowns, mother-of-the-bride outfi ts and couture evening gowns.

197After the birth of their fi rst child, Nadene and her husband decided that she should resign 

from her job. She started her own enterprise and registered it as a sole proprietorship. 

After careful consideration, they decided that Nadene should rather work from home 

instead of spending thousands of rands per month on renting a small space in a shopping 

centre. Nadene contributed R100 000 of her savings to convert their double garage into 

a studio. The studio consisted of a small reception and display area, a fi tting room and a 

workshop for two seamstresses.

198Nadene’s enterprise became so popular that she could no longer accept all the orders. She 

had to employ another two seamstresses and an administrative assistant. Owing to the 

appointment of the additional staff  members her premises became far too small. When 

their neighbours wanted to sell their house, Nadene decided to buy the property for her 

enterprise. She had to apply for a loan of R900 000 to buy the premises and off ered their 

own home, worth R1 million, as collateral. She also applied for fi nancing of R80 000 to 

buy more advanced sewing machines, overlockers, offi  ce equipment and furniture. The 

new premises had enough space for Nadene to open a small shop that sells accessories 

such as veils, hair accessories, jewellery and underwear. She appointed a full-time shop 

assistant to handle the sales.

199After numerous complaints from customers that they could not fi nd aff ordable bridal 

shoes, one of the new seamstresses, Nicky, suggested that they use off -cuts from the 

fabric to cover ordinary shoes with the same fabric of which the wedding gown is made. 

The brides would buy shoes of their choice and bring them to Nicky to cover them with 

matching fabric.

200The process of making a wedding gown starts when a potential bride phones Nadene to 

make an appointment to see her at the studio. Nadene will then sketch a design according 

to the bride’s preferences and show her samples of fabric that will suit that particular de-

sign. As soon as the bride has decided on a design and matching fabric, Nadene will work 

out a quotation for the dress. The bride must then sign a contract to confi rm acceptance 

of the quotation and pay a deposit of 50% of the fi nal price so that Nadene has enough 
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cash to buy the fabric and accessories. Nadene will then cut the fabric according to the 

design and the seamstresses will start the sewing. The bride has to come to the studio 

for regular fi ttings and a fi nal fi tting will take place one week before the wedding. The 

remainder of the money has to be paid when the bride collects the dress from the studio.

201Nadene’s target market is in Randburg and Roodepoort, and she competes with various 

other dress designers in nearby areas, as well as with big businesses such as Bride & Co 

and The Bridal Couture in Rivonia. Although her dresses are more expensive than those of 

Bride & Co, she has the competitive advantage that her designs are unique – each bride 

can decide for herself what her dress should look like.

202Although Nadene’s designs are original, she has to be aware of the latest trends in fashion 

and overseas designs play an extremely important role in the choices of her customers. 

The fabric, designs and trimmings of bridal gowns change constantly and Nadene has to 

be aware of new methods of stitching and ironing. Her equipment also has to be of the 

best quality, therefore she has to upgrade her sewing machines and overlockers regularly.

203Nadene advertises on the internet and the name of her enterprise, her website and her 

contact details are also displayed on her car. In addition, she displays some of her gowns 

at various local wedding expos. However, most of her customers are referrals from satis-

fi ed previous customers.

204Multiple-choice questions

(1) Nadene Marx could be classifi ed as an entrepreneur because she  .

(a) did not display any signs of creativity or innovation

(b) took calculated risks

(c) managed the business without ensuring growth

(d) started her own enterprise

Choose the correct option:

(1) a, b, c

(2) b, c

(3) b, d

(4) a, b, c, d

(2) Nicky, who suggested that they should use off -cuts from the fabric to cover or-

dinary shoes with the same fabric of which the wedding gown is made, could be 

classifi ed as a/an  .

(1) intrapreneur

(2) entrepreneur

(3) small business manager

(4) franchisor

(3) Nadene registered New Romantics as a sole proprietorship. An advantage of a 

formal enterprise is that Nadene  .

(1) does not have to pay tax
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(2) does not have to keep fi nancial records

(3) has to pay tax

(4) has easier access to fi nance

(4) Nadene used R100 000 of her savings to convert their double garage into a studio. 

This could be regarded as an example of her  .

(1) involvement

(2) commitment

(3) positive attitude and approach

(4) perseverance

(5) Nadene sketches the designs according to the brides’ preferences, works out 

quotations for the dresses and cuts the fabric according to the designs. This could 

be regarded as an example of her  .

(1) involvement

(2) commitment

(3) positive attitude and approach

(4) perseverance

(6) Nadene applied for fi nancing of R80 000 to buy more advanced sewing machines, 

overlockers, offi  ce equipment and furniture. This could be regarded as an example 

of her  . 

(1) creativity and innovative ability

(2) perseverance

(3) positive attitude and approach

(4) willingness to take risks

(7) The opening of a small shop that sells accessories such as veils, jewellery and 

underwear could be regarded as an example of Nadene’s  .

(1) creativity and innovative ability

(2) perseverance

(3) positive attitude and approach

(4) willingness to take risks

(8) Owing to the appointment of the additional staff  members Nadene’s premises 

became far too small and she bought their neighbours’ property. This is an indi-

cation of  .

(1) her general management skills

(2) New Romantics’ growth

(3) New Romantics’ survival

(4) her insight into profi t and loss

(9) Although Nadene advertises on the internet, most of her customers are referrals 

from satisfi ed previous customers. Her ability to  would therefore 

play an extremely important role in New Romantics’ success.

(1) maintain sound human relations
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(2) carry on despite setbacks

(3) take calculated risks

(4) use her own money to establish the enterprise

(10) Nadene should know that the diff erence between income and profi t is that 

 .

(a) profi t must fi rst be used to pay her operating expenses

(b) income is the amount she gets from the sales of the wedding gowns

(c) profi t is the amount that is left after she has bought more fabric and paid all 

her operating expenses

(d) income must fi rst be used to purchase more fabric and accessories

Choose the correct option:

(1) a, b, d

(2) a, b, c

(3) b, c, d

(4) a, c, d

205

SUGGESTED SOLUTIONS TO THE SELF-ASSESSMENT QUESTIONS

Please refer to Appendix A for the suggested solutions to the self-assessment 

questions.

206

207

208

209 
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Learning Unit 2

Basic business concepts and the business 

environment

STUDY CHAPTER 2 IN THE PRESCRIBED BOOK 

CONTENTS 

 - The relationship between an enterprise and an establishment

 - The branch of industry and the production branch

 - The three sectors in which an enterprise can operate

 - The industrial column

 - The business environment

 - The variables of the business environment

15LEARNING OBJECTIVES

When you have worked through learning unit 2, you should be able to

  describe what an enterprise is

  explain the motive for creating an enterprise

  explain the diff erence between an enterprise and an establishment

  list the four factors of production and give an example of each

  explain the diff erence between a branch of industry and a production branch

  explain the three sectors into which enterprises can be classifi ed and give an example of 

an enterprise in each sector

  explain what an industrial column entails

  draw an industrial column for manufacturing and distributing a product

  defi ne the term “business environment”

  list and explain the characteristics of the business environment

  explain the diff erence between the internal and external environments

  explain what the micro-environment entails and give an example of each of the variables 

of the micro-environment

  explain what the market environment entails and give an example of each of the variables 

of the market environment

  explain the types of market that can be served by an enterprise

  explain the diff erent types of competition

  explain what the macro-environment entails
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KEY CONCEPTS

You will need to master the following key concepts to achieve the learning outcomes 

for this learning unit:

 • enterprise

 • establishment

 • branch of industry

 • production branch

 • primary sector

 • secondary sector

 • tertiary sector

 • industrial column

 • business environment

 • micro-environment

 • market environment
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210

A MIND MAP FOR LEARNING UNIT 2

211
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OVERVIEW

212In learning unit 2 we will explain basic business concepts to help you understand the 

special language of the business world. This chapter explains the diff erence between 

an enterprise and an establishment, the diff erence between a production branch and a 

branch of industry, the sectors into which businesses can be classifi ed, as well as the four 

factors of production that are essential for the existence of an enterprise, so that you can 

have a better understanding of what the business world entails.

213We will also discuss and explain how the enterprise relates to the business environment 

as a whole, so that you can see how it fi ts into the bigger picture. An enterprise cannot 

exist in isolation, therefore we will distinguish between the three main divisions of the 

business environment, namely the micro-, market and macro-environments. We will also 

explain the diff erent variables of each of these environments and indicate the signifi cant 

role they play in the existence and growth of an enterprise.

2.1 THE RELATIONSHIP BETWEEN AN ENTERPRISE AND AN 

ESTABLISHMENT

214This section refers to sections 2.2 and 2.2.1 in the prescribed book.

16Defi nition of the concept of enterprise

An enterprise is an independent body that is established by an entrepreneur to provide products 

and services that will meet the needs of consumers, with the main aim or motive of making 

a profi t. The enterprise consists of all the functions of the enterprise and the establishment.

17Defi nition of the concept of establishment

An establishment is the place where inputs are converted into outputs. This is the place where 

physical production takes place, in other words, the factory or plant.

Activity 2.1

We just mentioned that the enterprise consists of all the functions of the enterprise and 

the establishment. Can you still remember these functions? They were mentioned in 

learning unit 1 of the study guide.

Refer to Figure 2.1 in the prescribed textbook where the relationship between 

the enterprise and the establishment is explained by means of an illustration.
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Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.

2.2 THE BRANCH OF INDUSTRY AND THE PRODUCTION 

BRANCH

18Defi nition of a production branch

A production branch refers to all the enterprises that use more or less the same production 

processes or perform the same activities.

19Defi nition of a branch of industry

A branch of industry refers to all the enterprises that produce or sell more or less the same 

products or provide the same services.

20In the prescribed textbook, Table 2.1 indicates the diff erence between a pro-

duction branch (industry) and a branch of industry. Also pay attention to the 

following sketches that provide examples of enterprises that can be classifi ed 

under the same production branch.

215

216Example 1

217

21

Feedback

From the above example it is clear that although these enterprises manufacture diff erent 

products, they all use raw materials (inputs) which they process into fi nal products (outputs). 

Therefore, they all fall under the manufacturing production branch.
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218Example 2

219

22Feedback

From the above example it is clear that although these enterprises sell diff erent products, they 

all sell fi nal products to consumers. Therefore, they all fall under the commercial production 

branch.

220Example 3

221

23Feedback

From the above example it is clear that although these enterprises provide diff erent services, 

they only provide services – they do not manufacture or sell products. Therefore, they all fall 

under the service production branch.

2.3 THE THREE SECTORS IN WHICH AN ENTERPRISE CAN 

OPERATE

24An enterprise can exist or operate in the following three sectors:

  primary sector

  secondary sector

  tertiary sector

It is important that you study the defi nitions of each of these sectors. In other words, you must 

know which activities take place in each sector and also give examples of enterprises that can 

be classifi ed under each sector.

222The primary sector

223Defi nition: Exploitation of natural resources in their raw, unprocessed form.

224Examples:\ Crude oil extracted from the sea, agriculture, forestry, fi shing and mining.
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225The secondary sector

226Defi nition: Processing of natural resources into fi nal products.

227Examples: Crude oil refi ned and processed into petroleum, food processing and energy 

production.

228The tertiary sector

229Defi nition: Conveying or distributing fi nal products from the manufacturer to the con-

sumer. This includes wholesalers, retailers and the end consumers. The tertiary sector 

therefore includes all enterprises that sell fi nal products to consumers, as well as enter-

prises that provide services.

230Examples: Distribution of goods – petroleum distributed to wholesalers, fi lling stations, 

consumers; provision of services – pest control or entertainment.

25Feedback

Enterprises are classifi ed into these three sectors according to the activities that they perform. 

Manufacturing enterprises fall under the secondary sector and commercial (trade) and service 

enterprises fall under the tertiary sector.

26

Check out this video explaining the three business sectors.

Business sectors https://www.youtube.com/watch?v=8KDxAWfMwf4

Activity  2.2

To test your knowledge of each of these sectors, you must decide under which sector 

each of the following enterprises can be classifi ed:

• Jacks’ Fruit Farm (where fruit is cultivated)

• ABC Fruit Factory (where fruit is processed and canned)

• Susan’s Fruit Shop (where fruit is sold to consumers)

• Woolworths

• Old Mutual (insurance)

• Pick n Pay

• De Beer’s Mining Company

• a furniture factory

Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.
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2.4 THE INDUSTRIAL COLUMN

In the prescribed textbook, Figure 2.2 is a sketch of an industrial column for 

the manufacturing and distribution of paper.

27Defi nition of the concept of industrial column

An industrial column represents the route that an individual product follows from its original 

stage until it ends up in the hands of the consumer.

It is important to remember that we classify enterprises into sectors according to the activities 

they perform. However, if we look at an individual product, we combine all the processes and 

transactions that take place from the primary sector, through the secondary sector, along 

to the tertiary sector where the product ends up in the hands of the end consumer. In other 

words, we combine the sectors in an industrial column.

28Look at the following example which indicates the route that an individual 

product (crude oil) follows from its original stage until it ends up in the hands 

of the consumer. All the sectors that are involved (primary, secondary and 

tertiary) are combined in an industrial column.

231Industrial column for petroleum

232
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Activity 2.3

Draw the industrial column for the following products:

• wine

• a diamond ring

• a table (wood)

• bread

• leather shoes

29Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.

233

2.5 THE BUSINESS ENVIRONMENT

2.5.1  Defi nition of the concept of business environment

The business environment includes all the factors and variables which infl uence 

the establishment, growth and continued existence of the enterprise positively 

and/or negatively, thereby promoting or hindering the achievement of the 

enterprise’s objectives.

In the prescribed textbook, Figure 2.3 is an illustration of the business environ-

ment. This illustration gives an overall picture of the internal environment (the 

micro-environment or the enterprise itself) and the external environment (the 

market and the macro-environments).

Activity 2.4 

List the three main components of the business environment.

Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.
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2.5.2 Characteristics of the business environment

30You must be familiar with the following characteristics of the business 

environment:

  The business environment changes constantly.

  The enterprise must keep up with the changing environment.

  The establishment, growth and continued existence (survival) of the enterprise are directly 

infl uenced by the business environment.

  The business environment infl uences the future of the enterprise.

  There are both opportunities and threats in the business environment.

  The variables are interdependent.

  The complexity of the infl uence of the business environment depends on the type of 

enterprise.

234The business environment can positively and/or negatively aff ect the enterprise. The 

entrepreneur must be aware of the variables in the business environment, since they 

represent the strengths, weaknesses, opportunities and threats that can benefi t or harm 

the enterprise. The strengths, weaknesses, opportunities and threats form the basis of a 

SWOT analysis that the entrepreneur has to compile for his or her enterprise.

31The micro-environment (internal environment) represents the strengths and 

weaknesses of the enterprise.

The market and macro-environments (external environment) represent the opportunities and 

threats of the enterprise.

The SWOT analysis will be discussed in more detail in learning unit 4.

2.6 THE VARIABLES OF THE BUSINESS ENVIRONMENT

2.6.1  Micro-environment 

32Defi nition of the micro-environment

235The micro-environment is the sum total of all the factors and variables which 

occur internally in the enterprise and is infl uenced directly or indirectly by the 

decisions of the enterprise’s management. The internal environment is the 

enterprise itself and is under direct control of the enterprise’s management.

Activity 2.5

List the variables of the micro-environment.
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Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.

Study each of these variables very well. Be aware of their defi nitions and subdi-

visions, and how they can infl uence the establishment, growth and continued 

existence of the enterprise.

2.6.1.1 The mission and objectives of the enterprise

236The mission and objectives indicate what you want to achieve with the business and 

how you want to achieve it. We distinguish between primary and secondary objectives.

237The primary objective

238The primary objective is the main or overall objective of the enterprise, therefore there 

can be only one main objective. This objective is a long-term objective which determines 

the direction of the enterprise. The main objective of starting an enterprise is to make 

a profi t.

239The secondary objectives

240Secondary objectives are additional objectives which are set to support the achievement 

of the primary objective. Secondary objectives are short-term objectives which change 

constantly. There must be more than one secondary objective – each function of the 

enterprise will set its own secondary objectives in order to help the enterprise achieve 

the primary objective. Examples of secondary objectives are to sell quality products at 

aff ordable prices (the marketing function), to pay market-related salaries (the human re-

sources function) and to maintain good relations with suppliers (the purchasing function).

33

Check out these other important objectives of a business:

10 most important business objectives

http://smallbusiness.chron.com/10-important-business-objectives-23686.html

2.6.1.2 The functions of the enterprise
241All enterprises, regardless of their size, have eight functions. These functions should oper-

ate as a system, which means that there should be constant interaction between them.

242The general management function

243General management includes all the activities that are performed in the enterprise to 

enable the enterprise to attain its goals. These activities consist of four elements, namely 

planning, organising, leading and control, and are found in all the other functions of the 

enterprise.



28

244The fi nancial function

245This function determines what the capital requirement or need of the enterprise is and 

how this need will be fi nanced. This includes decisions on applying funds eff ectively and 

the best possible use of sources of fi nance.

246The marketing function

247Marketing is responsible for transferring the products from the manufacturer to the 

consumer, as well as the activities that make this transfer possible.

248The operations function

249This function is concerned with transforming inputs into outputs by using the four factors 

of production to manufacture a product or to provide a service.

250The logistics function

251Logistics deals with the procurement of resources, ensuring that production means of 

the right quality are supplied to the enterprise in the right quantities, at the right time, 

to the right place and at the right price.

252The human resources function

253This function is responsible for the eff ective use of a competent, motivated labour force. 

Responsibilities include compiling job descriptions and job specifi cations, as well as re-

cruiting, selecting, employing and training personnel.

254The information management function

255The information management function (administrative function) is responsible for col-

lecting, processing, storing and distributing information to enable management to make 

informed decisions.

256The public (external) relations function

257This function is responsible for promoting the image of the enterprise among all the 

interest groups of the enterprise by ensuring positive support from all the relevant inter-

est groups.

2.6.1.3 The factors of production

258All enterprises need four factors of production. These factors are scarce and expensive 

and must be used carefully to produce products or to provide services that will satisfy 

the unlimited needs of consumers.

Activity 2.6

Can you still remember the factors of production?

They were mentioned in the mind map for learning unit 2.
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259Entrepreneurship

260The entrepreneur is the person who takes the initiative and risk to combine the other 

three factors of production to start an enterprise in order to off er products or services 

that will satisfy needs.

261Labour

262Labour refers to human resources – people with knowledge and skills to produce the 

products or to provide the services.

263Capital

264We distinguish between fi nancial capital (own or borrowed money), physical capital (land, 

buildings, machinery, equipment and vehicles) and human capital (technical knowledge 

and skills).

265Natural resources

266This includes raw materials to produce products or stock to sell.

2.6.2 Market environment

34Defi nition of the market environment

267The market environment is defi ned as the sum total of all the factors and vari-

ables which exist externally and which can positively or negatively infl uence 

the existence and growth of the enterprise. The market environment is the link 

between the enterprise and the macro-environment. It surrounds the micro-

environment and is surrounded by the macro-environment. The enterprise has 

limited or no control over this environment.

Activity  2.7

List the variables of the market environment.

Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.

Study each of these variables very well. Be aware of their defi nitions and subdi-

visions, and how they can infl uence the establishment, growth and continued 

existence of the enterprise.
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2.6.2.1 The consumers and their needs

268This variable includes all individuals, groups or institutions that have a specifi c need for 

the enterprise’s products or services and that are prepared to pay for them. In other 

words, they are the people to whom the entrepreneur is going to sell his or her products.

35In the prescribed textbook, section 2.3.2, you will see that we can identify more 

than one type of market. You must be able to name each of these markets, 

defi ne them and also give examples of each of them.

We distinguish between the following types of market:

  consumer market

  industrial market

  resale market

  international market

  government market

36As an entrepreneur, you should also be aware that consumers have certain 

rights. You must be able to name each of these rights, defi ne them and also 

give examples of each of them.

We distinguish between the following rights of consumers:

  the right to be informed

  the right to exercise personal choice

  the right to be heard

  the right to be protected

269The right to be informed

270Consumers should receive objective information. This means that the enterprise may not 

mislead consumers by withholding information about their products.

271The right to exercise personal choice

272Consumers have the right to choose. They can decide which products or services they 

prefer.

273The right to be heard

274Consumers have the right to complain about poor-quality products or poor service.

275The right to be protected

276Consumers’ safety is important and they should be protected against harmful products.

2.6.2.2 The competition

277Competition means that each enterprise tries to convince a consumer that its products 

and services are the best and that the consumer should therefore buy products and 

services from this specifi c enterprise.
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37

You must be able to distinguish between direct and indirect competition.

Direct competition

Direct competition refers to enterprises selling the same products.

Examples:

  If a consumer wants to buy margarine, he or she can choose between various types of 

margarine, such as Rama, Flora and Stork.

  An enterprise that provides garden services will compete directly with all the other enter-

prises that provide garden services in the same area.

  Coca-Cola’s direct competition is Pepsi, as they off er almost the same product.

Indirect competition

Indirect competition refers to the use of substitute products.

Examples:

  If a consumer cannot fi nd margarine, he or she can decide to buy butter.

  An enterprise that provides garden services competes indirectly with informal garden 

workers and with homeowners who prefer to maintain their gardens themselves.

  If a consumer is thirsty and cannot fi nd Coca-Cola, he or she can decide to buy Bonaqua 

Pump still water.

38As an entrepreneur, you should also be aware that businesses compete with one an-

other’s products or services, but we can also identify four other types of competition.

Study section 2.3.2 in the prescribed textbook. You must be able to name each 

of these types of competition, defi ne them and also give examples of each of 

them. 

We can distinguish between various types of competition:

  competition between the needs of consumers

  competition between mechanisms for satisfying needs

  competition between product forms

  competition between diff erent trademarks

39

Did you know?

Your business’s competitors extend well beyond those with similar products:

http://www.entrepreneur.com/article/246648

10 ways competition can improve your business: 

http://www.entrepreneurmag.co.za/advice/growing-a-business/compete-to-win/10-

ways-competition-can-improve-your-business/

2.6.2.3 The suppliers of resources and services

278This variable deals with all the businesses and institutions that supply resources (factors 

of production) to the enterprise. Examples include suppliers of raw materials or stock, 
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suppliers of capital and suppliers of labour. It also includes suppliers of services, such as 

water and electricity, municipal services and telephone services. 

Study the examples given in Example 2.5 in the prescribed textbook.

2.6.3 Macro-environment

40Defi nition of the macro-environment

The macro-environment consists of all the variables and factors outside (external to) the en-

terprise which have a positive or negative infl uence on the growth and continued existence of 

the enterprise and which encourage or hinder the achievement of objectives. The enterprise 

has no control over this environment or the variables which operate within it.

Activity 2.8

List the variables of the macro-environment.

Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.

Study section 2.3.3 in your prescribed textbook. You need to know each of 

these variables very well. Be aware of their defi nitions and subdivisions, and 

how they can infl uence the establishment, growth and continued existence 

of the enterprise.

279The economic environment

280The economic environment includes aspects such as infl ation, interest rates, trade cycles, 

economic growth rate and the purchasing power or disposable income of consumers.

281The social environment

282This environment refers to the needs and preferences of consumers. It includes aspects 

such as the size and composition of the market, geographic location of consumers (needs 

diff er between regions), the changing role of women (more working women), changing 

lifestyles (consumers are more health-conscious) and the development level of the market 

(consumers are more informed).
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283The technological environment

284The technological environment includes aspects such as new products, new machinery 

or equipment and more advanced production processes.

285The physical environment

286This environment refers to aspects such as limited and expensive resources, natural di-

sasters, pollution (air, water and noise pollution) and environmentalism, as well as power 

shortages.

287The political environment

288The political environment not only refers to the legislation and infl uence of the govern-

ment (such as labour and tax laws), but also to legislation of the local authorities (such 

as health requirements). It also includes statutory provisions, trade unions, associations 

and institutes.

289The international environment

290This environment includes aspects such as the international economy (exchange rates), 

international politics (sanctions or wars) and international technology (imported technol-

ogy and more advanced machinery and equipment).

41

Check out:

How technology can help you manage business at the speed of your people: 

http://www.entrepreneur.com/article/243336

You have now reached the end of learning unit 2.

SUMMARY

291After you have studied this learning unit, you will realise that it is quite impossible for an 

enterprise to function in total isolation. Interaction with the business environment is of 

the utmost importance. The management of an enterprise should continually analyse 

the environment and determine its general trends. Valuable information can be used to 

help the enterprise achieve its objectives and to identify its strengths, weaknesses, op-

portunities and threats. In this way the enterprise is able to ensure growth and continued 

existence. However, the opposite is also true. If an enterprise ignores important signals 

in the business environment, this can cause it to close down.
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292The three components of the business environment identifi ed in this chapter, namely the 

micro-, market and macro-environments, are in constant interaction with one another 

and cannot function independently. Remember that the variables we have identifi ed 

infl uence these environments and play a signifi cant role in the growth and continued 

existence of the enterprise.

42SELF-ASSESSMENT

To test and assess your knowledge of this learning unit, you can now do the following activities:

(i) Complete the self-assessment questions on learning unit 2 below. Remember: The only 

way you can test your knowledge is by answering the questions without looking at the 

solutions contained in Appendix A.

(ii) Do the self-assessment questions in the prescribed textbook at the end of Chapter 2.

293Read the case study below and answer all the questions that follow.

294Case study: Lazy to Cook

295Lazy to Cook is a catering and event management enterprise that concentrates on wed-

ding receptions. The enterprise designs original invitations, arranges and decorates ven-

ues, provides catering for the receptions and off ers advice and assistance to the bridal 

couples to make their wedding day special and enjoyable. Zanele Makhubo started Lazy 

to Cook in 2008. At that stage, she catered only for small functions for family and friends 

in Soweto, and the enterprise operated as an informal business. Being a career-oriented 

woman in the corporate world and an external marker for Business Management at Unisa, 

Zanele soon realised that there was an ongoing demand for her services and that this 

type of business, if managed well, could be very profi table. She decided to register the 

enterprise as a sole proprietorship and applied for a loan to buy her own equipment to 

cut the costs of hiring tents, furniture, crockery and accessories for each function.

296Although Zanele is the sole owner of the enterprise, her whole family is actively involved 

in it. Her daughter designs the invitations for the functions, her son acts as a photographer, 

her husband helps with the decoration of the venues and her sister-in-law, Nonkabi, is 

in charge of the catering. Nonkabi is responsible for hiring and supervising kitchen staff  

to help her prepare the food and she also hires and supervises students to act as waiters 

during the functions. Zanele is responsible for the fl ower arrangements and for the overall 

management of the events. She also acts as a wedding planner and coordinator by giving 

advice to the bridal couples on invitations, colour schemes, fl owers, venues and menus.

297Although the demand for catering services is great, Zanele’s business is still struggling. 

She managed to get only a small loan of R20 000 because she could contribute only an 

amount of R5 000 as own capital. The business still operates below break-even point, as 

she currently has to use the income from the functions to pay for her operating expenses. 

The family also moved to Roodepoort, while their target market is in Soweto. This causes 

a tremendous increase in transport costs every time they have to cater for a function 

in Soweto. The poor economic situation in the country has also had a serious eff ect on 

her business. People simply do not have the money any more to pay for big weddings. 
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Although there are smaller functions during the year, the most popular season for wed-

dings is during the summer months, which means that the enterprise does not generate 

a stable monthly income. Zanele has to make provision for quiet months in order to have 

enough cash fl ow to pay her operating expenses.

298However, Zanele is not one to give up easily. She decided that, despite setbacks and dif-

fi cult situations, she would make a success of this enterprise. She wants to increase her 

mortgage bond by R150 000 to convert her double garage into a formal offi  ce so that 

the enterprise has a more professional appearance and build a storeroom for storing 

her equipment, tents and accessories properly, so that she will be able to exercise bet-

ter control over these assets. She also wants to include a small display area in the offi  ce 

to show her clients diff erent options in decorating the venues, as well as examples of 

her daughter’s invitations and her son’s photographs. Zanele wants to apply for vehicle 

fi nancing of R250 000 to buy a bakkie to transport her equipment and decorations to 

and from the various venues. She also decided to contribute R60 000 of her own savings 

to upgrade her kitchen with new stoves and refrigerators to enable the enterprise to 

prepare some of the food in advance.

299Zanele is aware that there are many catering businesses in Roodepoort. The West Rand 

is also known for its beautiful wedding venues that off er complete packages to bridal 

couples. However, she has identifi ed a gap in the market for smaller and cheaper func-

tions – something that these big venues cannot off er.

300Multiple-choice questions

(1) Zanele acts as a wedding planner and coordinator. Lazy to Cook could therefore 

be classifi ed under the  production branch.

(1) commercial

(2) bridal services

(3) service

(4) manufacturing

(2) Lazy to Cook off ers catering services by preparing the food for the functions and 

Zanele also acts as a wedding planner and coordinator by giving advice to the bridal 

couples. Lazy to Cook could therefore be classifi ed under the  sectors.

(a) primary

(b) secondary

(c) tertiary

(d) commercial

Choose the correct option:

(1) a, b

(2) b, c

(3) a, d

(4) b, d
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(3) The primary objective of Lazy to Cook would be to .

(1) make a profi t

(2) provide an excellent service to bridal couples

(3) maintain good relations with their suppliers

(4) generate enough cash to pay for their operating expenses

(4) The ingredients that Lazy to Cook uses to prepare the food for the functions could 

be regarded as an example of their  .

(1) natural resources

(2) labour

(3) entrepreneurship

(4) capital

(5) When Zanele places her advertisements, she should keep in mind that her clients 

must receive objective information and that she may not mislead them by with-

holding any information. Her consumers have the right to  .

(1) be informed

(2) exercise personal choice

(3) be heard

(4) be protected

(6) After a bridal couple has decided that they want to serve a formal dinner at their 

wedding reception, they have to decide what food Zanele has to serve. This relates 

to competition between  .

(1) the needs of consumers

(2) mechanisms for satisfying needs

(3) product forms

(4) diff erent trademarks

(7) The culture of the wedding couple would determine the type of reception that 

they would want for their wedding. This is an example of how the  

environment could infl uence Lazy to Cook.

(1) economic

(2) social

(3) political

(4) physical

(8) An increase in the price of petrol would have a direct infl uence on Lazy to Cook’s 

operating expenses. This is an example of how the  environment could 

infl uence Lazy to Cook.

(1) political

(2) social

(3) economic

(4) international
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(9) The most popular season for weddings is during the summer months. If a bridal 

couple wants their reception to be held outdoors, Zanele has to take the weather 

into account, since summer is the rainy season in Gauteng. This is an example of 

how the  environment could infl uence Lazy to Cook.

(1) political

(2) economic

(3) international

(4) physical

(10) Zanele registered her enterprise as a sole proprietorship and since she does ca-

tering for functions, she also has to comply with health requirements of the local 

municipality. This is an example of how the  environment could infl u-

ence Lazy to Cook.

(1) political

(2) economic

(3) social

(4) physical

301

43SUGGESTED SOLUTIONS TO THE SELF-ASSESSMENT QUESTIONS 

Please refer to Appendix A for the suggested solutions to the self-assessment questions.

302
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Learning Unit 3

The identifi cation and development of business ideas

STUDY CHAPTER 3 IN THE PRESCRIBED BOOK 

CONTENTS

 - The three stages in creating an enterprise

 - Cultivating a creative attitude

 - Generating business ideas

 - The development and evaluation of business ideas

 - The feasibility of business ideas

44LEARNING OBJECTIVES

When you have worked through learning unit 3, you should be able to

  list and explain the three stages in creating an enterprise

  defi ne creativity

  distinguish between divergent thinking and convergent thinking and explain why both 

these abilities are essential for creative output

  list and explain the fi ve methods that can be used to cultivate a creative attitude

  list and discuss the fi ve approaches that can be followed to generate business ideas

  explain what a feasibility study is

  explain the purpose of using a bow-tie diagram

  list the four questions that must be answered when you conduct a feasibility study

  explain the diff erence between a feasibility study and a viability study

KEY CONCEPTS

You will need to master the following key concepts to achieve the learning outcomes 

for this learning unit:

 • idea stage

 • planning stage

 • implementation stage

 • creativity

 • creative attitude

 • divergent thinking

 • convergent thinking

 • feasibility study
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 • viability study

 • bow-tie diagram

45

A MIND MAP FOR LEARNING UNIT 3

303

304

OVERVIEW

305Learning unit 3 deals with the idea stage, the fi rst stage in the creation of an enterprise. 

The idea stage focuses on identifying, developing and evaluating feasible business ideas. 

As a prospective entrepreneur, you have probably already thought of possible business 

ideas, or you may still be looking for a good idea. In this chapter you will get the oppor-

tunity to identify and develop various ideas.

306Since identifying business ideas is a creative process, you must be able to assume a cre-

ative attitude. We will explain how you can apply divergent and convergent thinking in 
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order to become more creative, and we will introduce you to diff erent techniques to help 

you to cultivate a creative attitude. We will also discuss the diff erent approaches that you 

can use to generate business ideas.

307Only one of the ideas that you have generated can be converted into an enterprise. You 

must therefore be familiar with the methods you can use to develop and evaluate your 

business idea. We will explain how you can use a bow-tie diagram to develop your idea 

and a feasibility study to evaluate your idea. We will also explain the diff erence between 

a feasibility study and a viability study.

3.1 THE THREE STAGES IN CREATING AN ENTERPRISE

308This section relates to section 3.1 in your prescribed book. 

46The creation of an enterprise can be divided into three main stages:

  the idea stage (chapter 3)

  the planning stage (chapters 4 and 5)

  the implementation stage (chapter 6)

These three stages form the theme of the rest of the prescribed textbook.

309The idea stage

310Defi nition: Identifying and generating feasible business ideas.

311During this stage, the entrepreneur cultivates a creative attitude, identifi es opportunities, 

generates and develops business ideas, chooses a suitable idea and tests the feasibility 

of this idea.

312The planning stage

313Defi nition: Investigating the profi table exploitation of the idea and drawing up a busi-

ness plan.

314This is the decision-making stage where the entrepreneur tests the viability of the idea 

by investigating the market and profi t potential of the idea. The entrepreneur has to 

decide on the products he or she wants to off er and determine the potential consum-

ers, target market and expected market share. He or she has to calculate the total cost 

per unit, decide on the selling price and determine the profi t potential of the idea. If the 

entrepreneur is satisfi ed with the results of the viability study, he or she has to draw up 

a business plan.

315Implementation stage

316Defi nition: Put the idea into practice by starting the enterprise.

317This stage entails all the actions that the entrepreneur has to take to start the enterprise. 

The entrepreneur has to register the form of enterprise, comply with legal requirements 

and implement the eight functions of the enterprise.
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Refer to Figure 3.1 in the prescribed textbook where this three-stage process 

is illustrated.

3.2 CULTIVATING A CREATIVE ATTITUDE

318In learning unit 1 we mentioned that creativity is one of the personal characteristics of an 

entrepreneur. An innovative business idea can be very satisfying, but it can also become 

a huge headache. You must convince people that there is a need for your product or 

service and therefore you should try to provide specialised or exceptional products or 

services to distinguish your enterprise from other competitive enterprises. To be able to 

do this, you must act creatively.

3.2.1 What is creativity?

Creativity is the ability to consider a topic in various ways and come up with 

something new or identify new ideas.

319We could also defi ne creativity by saying that it is seeing the same thing as everybody 

else but thinking of something diff erent. You must be able to generate new possibilities 

or alternatives.

3.2.2 Divergent and convergent thinking

47Creative thinking can be divided into divergent and convergent thinking. 

It is important that you study the defi nitions of both of these concepts in 

section  3.2.2 in the prescribed textbook. Both of these abilities are essential 

for creative output.

320Divergent thinking

 • the ability to think of many original, diverse and elaborate ideas

 • essential to the novelty of creative products

 • right brain dominant – see things in a perceptual manner

321Convergent thinking

 • the ability to logically evaluate and choose the best idea from a selection of ideas

 • essential to the appropriateness of the products

 • left brain dominant – see things in an analytical manner
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3.2.3 Methods of cultivating a creative attitude

Activity 3.1 

We sometimes wonder if creativity is a given.

Try to answer the following question: Are you born with creativity or is it possible to 

develop and improve your creative abilities?

Some people are born with the gift of being creative, and it is possible to de-

velop and improve your creative abilities. Creativity is just as much an attitude 

as it is a manner of thinking. You can think of new ideas by getting used to 

being creative. Refer to section 3.2.2 in the prescribed textbook.

48You can cultivate a creative attitude using the following methods:

  actively seeking ideas

  writing down your ideas 

  viewing a topic from another person’s perspective

  breaking your routine

  exploring grey areas

Study these methods in the prescribed textbook.

Check out:

Three unexpected ways to boost creativity: 

http://www.entrepreneur.com/article/247164

3.2.4 Techniques to enhance the creativity of teams

Read the discussion on the techniques and tools that can be used to enhance 

team creativity in section 3.2.3 in the prescribed textbook.

3.3 GENERATING BUSINESS IDEAS

The techniques for generating business ideas can be divided into fi ve broad 

approaches. You must be able to explain these approaches and give examples 

of each of them.
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322The entrepreneur’s skills, expertise and aptitudes

323Skills refer to manual work and can be learned. 

324Expertise is based on knowledge you acquire. Expertise and knowledge are obtained 

by formal studies and/or experience.

325Aptitudes refer to inborn talents.

326Common needs

327Try to satisfy a need among various people for the same product by grouping people 

with the same need together.

328Existing problems

329Make a list of your problems, or a list of problems that other people experience.

330Everyday activities

331Be aware of activities that you perform every day, such as going shopping, looking at 

advertisements or talking to other people.

332Other sources

333Consider the use of sources such as the Yellow Pages, business publications, inventors’ 

associations, expired patents, advertisements and trade shows.

3.4 THE DEVELOPMENT AND EVALUATION OF BUSINESS 

IDEAS

3.4.1 The development of business ideas

334It is important to realise that although you were encouraged not to limit your creativity 

in the previous section, not all of these creative ideas will work. Only one of your ideas 

can be converted into an enterprise on its own or in combination with one or more of 

the other ideas on your list.

50

Check out 

Five ways to salvage promising ideas that are not working out:

http://www.entrepreneurmag.co.za/advice/starting-a-business/

start-up-advice/5-ways-to-salvage-promising-ideas-that-arent-working-out/

51Before you can evaluate your business idea, you must be clear about the fol-

lowing two matters:

  What are the main business activities?

  Who are your consumers?
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335What are the main business activities?

336The main business activities may be one or more of the following:

 • the manufacturing of a product

 • the provision of a service

 • the selling of other people’s products or services

337Who are your consumers?

338The consumers may be either or both of the following:

 • individuals

 • organisations

3.4.1.1 The bow-tie diagram

The bow-tie diagram is illustrated in Figure 3.4 in the prescribed textbook.

A bow-tie diagram can be used to illustrate the possible business activities 

and consumers of an enterprise, and to help the entrepreneur to develop his 

or her business idea.

339The bow-tie diagram provides six options for your business:

 • manufacturing products for individuals

 • providing services for individuals

 • selling other people’s products or services to individuals

 • manufacturing products for organisations

 • providing services for organisations

 • selling other people’s products or services to organisations

52The bow-tie diagram can be used to develop your business idea in terms of

  the essence of the idea

  the possible combination of ideas

  taking a new direction with the idea

3.4.1.2 The evaluation of business ideas

Activity 3.1

How do you choose the right business idea?
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Evaluate each of the ideas on your list by means of a feasibility study.

53

Check out

The secrets to select and evaluate innovative business ideas: 

http://www.entrepreneurmag.co.za/slideshow/starting-a-business-slideshow/

the-secrets-to-select-and-evaluate-innovative-business-ideas/

3.5 THE FEASIBILITY OF BUSINESS IDEAS

3.5.1 What is feasibility?

Activity 3.2

How would you defi ne a feasibility study? Explain the focus of this study.

54

340Defi nition of a feasibility study

341A feasibility study is a general examination of the potential of the idea to be 

converted into an enterprise. This means the entrepreneur has to determine 

whether it would be practically possible to convert the idea into an enterprise.

342Focus of a feasibility study

343This study focuses on the ability of the entrepreneur to convert the idea into an 

enterprise. This means the entrepreneur has to determine whether he or she 

has the skills and expertise to convert the idea into an enterprise, and whether 

the idea matches his or her aptitudes.

344To be feasible, it must be practically possible to convert the idea into an 

enterprise.

3.5.2 Why do we do a feasibility study?

55We do a feasibility study to determine the

  potential of the idea to be converted into an enterprise

  ability of the entrepreneur to convert the idea into an enterprise
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3.5.3 How do we do a feasibility study?

56We do a feasibility study by answering the following four questions:

  Do I want to do what the idea suggests?

  Is there a market for my idea?

  Can I meet the needs of my consumers?

  Can I get the idea to my consumers?

To understand, interpret and apply these questions, you can read the discussion 

in section 3.4.2 in the prescribed textbook. It provides a detailed explanation 

of how a feasibility study is done.

3.5.4 The diff erence between feasibility and viability

345Although feasibility and viability are two diff erent concepts, they are easily confused. 

We have already explained that a feasibility study entails a general examination of the 

potential of the idea to be converted into an enterprise and that it focuses on the ability 

of the entrepreneur to convert the idea into an enterprise.

Activity 3.3

How would you defi ne a viability study? Explain the focus of this study.

346Defi nition of a viability study

347A viability study is an in-depth investigation of the market and profi t potential 

of the idea.

348Focus of a viability study

349This study focuses on the market and profi t potential of the idea. This means 

that the entrepreneur has to determine whether consumers would buy his or 

her products and whether the expected market share would be suffi  cient. The 

entrepreneur has to determine a competitive selling price that covers the cost 

per unit and would still generate enough profi t.

350To be viable, the enterprise has to generate enough cash over the short term, 

as well as sustainable profi ts over the long term.

351Important: Remember that you can only proceed to the viability stage if your 

idea turns out to be feasible. If your idea is not feasible, you have to identify, 

develop and evaluate new ideas.
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You have now reached the end of learning unit 3.

SUMMARY

352In this learning unit you have learned the fi rst step in the creation of an enterprise, 

namely identifying, developing and evaluating feasible business ideas. We explained the 

importance of creativity, how to apply creativity techniques, as well as the approaches 

to generate business ideas. We also paid attention to developing and evaluating the 

feasibility of business ideas.

353We hope you have gained the necessary knowledge to do a feasibility study so that you 

can evaluate your business ideas. It is important to remember that if your idea turns out 

not to be feasible, you cannot continue to the next stage in the creation of an enterprise. 

You will then have to identify new ideas, develop them and test the feasibility of these 

ideas again. 

354If your idea is feasible, you can move on to the fi rst part of the planning stage, the viability 

study, which we will discuss in learning unit 4.

57SELF-ASSESSMENT

To test and assess your knowledge of this learning unit, you can now do the following activities:

(i) Complete the self-assessment questions on learning unit 3 below. Remember: The only 

way you can test your knowledge is by answering the questions without looking at the 

solutions contained in Appendix A.

(ii) Do the self-assessment questions in the prescribed textbook at the end of chapter 3.

355Read the case study below and answer all the questions that follow.

356Case study: Power for the Nation

357Power cuts have become a real problem for all South Africans, as we suddenly have to 

schedule our daily lives around Eskom’s load shedding. This situation also has a serious 

eff ect on the business sector – without power, no manufacturing, trading or service can 

take place. Businesses have to choose to either close their doors for the period of load 

shedding and, as a result, suff er losses of thousands of rands, or provide their own power 

by means of their own generators.

358However, the old proverb that “one man’s death is another man’s breath” also applies to 

the above situation. When Eskom announced its plans for load shedding, Martin Crous 

immediately identifi ed an opportunity to sell generators to households and small busi-

nesses. After speaking to some of their acquaintances and shop owners in Randburg, 

Martin and his wife, Jessica, came to the conclusion that the biggest demand would be 
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for small generators that could meet the basic power needs of an average household for 

at least four hours, and slightly bigger generators for small businesses. 

359Martin and Jessica decided to import generators from China and started their own en-

terprise, Power for the Nation. They registered the enterprise as a partnership. As they 

only needed some offi  ce space and could use their garage to store the generators, they 

decided to run the enterprise from their home in Randburg. They invested R100 000 of 

their savings in the enterprise and applied for vehicle fi nancing of R200 000 to buy a small 

second-hand truck. They also applied for a loan of R90 000 to fi nance the import of their 

fi rst consignment of generators. Since Martin and Jessica decided to place orders accord-

ing to the orders they had received from their customers, they would have a guaranteed 

income at the end of each transaction. Customers would have to pay for the generators 

as soon as they had been delivered and installed, so that Power for the Nation could have 

enough cash to pay for the next consignment from China.

360They found a supplier in China that agreed to manufacture the generators on an order 

basis. The supplier would then use a shipping agent to load a container to be sent by 

ship to Durban harbour. From there the generators would be transported by road to 

Randburg by an independent transport agency.

361The fi rst consignment was sold out within the fi rst week, and Power for the Nation already had 

a waiting list of customers who had placed orders. The prices of their generators were slight-

ly higher than those of their main competitors. Since big hardware stores and chain stores 

such as Builders Warehouse and Game could order in bulk, they could charge lower prices. 

The competitive advantage of Power for the Nation, however, was that their selling price 

included the cost of delivery and installation. Martin would deliver the generators per-

sonally to the customers and do the installation, should the need arise. As Martin was 

a qualifi ed electrician, he went to China for training in servicing and repairing the gen-

erators. An ordinary generator needs to be serviced after every 1 000 hours. Part of the 

purchasing agreement with the manufacturer in China entailed that Martin would receive 

free spare parts equal to 10% of the monetary value of each consignment of generators.

362Since Martin and Jessica started importing these generators six months ago, the enter-

prise has grown to such an extent that they had to rent a warehouse in an industrial area 

to store the generators. The need for alternative power will defi nitely not decline within 

the near future, since Eskom has already indicated that there is no short-term solution 

to the electricity shortage in South Africa. However, Martin and Jessica are aware of the 

fact that if they want to survive over the long term, they will have to extend their target 

market to other suburbs as well.

363Multiple-choice questions

(1) Martin Crous identifi ed the opportunity to sell generators to households and small 

businesses during the  stage in the creation of Power for the Nation.

(1) idea

(2) planning

(3) viability

(4) implementation
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(2) Martin and Jessica invested R100 000 of their savings in the enterprise during 

the  stage in the creation of Power for the Nation.

(1) idea

(2) planning

(3) viability

(4) implementation

(3) Martin and Jessica decided to import generators from China during the  

stage in the creation of Power for the Nation.

(1) idea

(2) feasibility

(3) planning

(4) implementation

(4) To come up with creative ideas, Martin and Jessica had to apply divergent and 

convergent thinking. Divergent thinking  .

(a) entails the ability to evaluate ideas logically

(b) is essential to the novelty of creative ideas

(c) entails the ability to think of many original ideas

(d) is essential to the appropriateness of the products

Choose the correct option:

(1) a, b

(2) b, c

(3) c, d

(4) b, d

(5) If Martin and Jessica judged everything they observed on the strength of the 

ideas they could develop from it, they would have  as a method to 

cultivate a creative attitude.

(1) actively sought ideas

(2) written down their ideas 

(3) viewed the topic from another person’s point of view

(4) explored grey areas

(6) If Martin and Jessica used the breaking of their routine as a method to cultivate 

a creative attitude, they would have  .

(a) taken note of how they performed their everyday activities

(b) started conversations with strangers

(c) done things that they had never done before

(d) explored the grey areas between right and wrong

Choose the correct option:

(1) a, b

(2) a, c, d
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(3) a, b, c, d

(4) a, b, c

(7) As Martin was a qualifi ed electrician, he went to China for training in servicing 

and repairing the generators. Martin used his  to generate the idea of 

servicing and repairing the generators himself.

(1) skills

(2) expertise

(3) aptitudes

(4) natural talents

(8) After speaking to some of their acquaintances and shop owners, Martin and Jes-

sica came to the conclusion that there was a big need for generators in Randburg. 

They used  to generate the idea of importing generators from China.

(1) everyday activities

(2) Martin’s skills, expertise and aptitudes

(3) common needs

(4) other sources

(9) Martin and Jessica would have used a  to develop their business idea 

of selling generators to the residents of Randburg.

(1) bow-tie diagram

(2) profi t analysis

(3) feasibility study

(4) viability study

(10) Martin and Jessica had to conduct a feasibility study to  .

(a) do a general examination of the idea

(b) determine their ability to convert the idea into an enterprise

(c) determine the market potential of the idea

(d) determine the profi t potential of the idea

Choose the correct option:

(1) a, b

(2) a, c

(3) a, d

(4) c, d

SUGGESTED SOLUTIONS TO THE SELF-ASSESSMENT QUESTIONS

Please refer to Appendix A for the suggested solutions to the self-assessment 

questions.

364
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Learning Unit 4

The viability of a business idea

STUDY CHAPTER 4 IN THE PRESCRIBED BOOK

CONTENTS 

 - The viability of a business idea

 - The market potential of a business idea

 - The profi t potential of a business idea

 - When is an idea viable?

58LEARNING OBJECTIVES

When you have worked through learning unit 4, you should be able to

  explain the answers that the market research should provide

  explain the method that can be used to establish whether there is a need for a specifi c 

product or service

  defi ne the mission and objectives of an enterprise

  list the four segments into which the total potential market can be divided and give 

examples of each segment

  explain what a target market is

  compile a SWOT analysis for an enterprise

  list and explain the two factors that determine the size of the expected market share

  list the three scenarios for which the expected market share should be calculated and 

explain why we must calculate the expected market share for these three scenarios and 

the purpose for which these calculations are used

  explain the components for classifying costs

  explain the diff erent methods of calculating the total cost per unit for a manufacturing 

enterprise, a commercial enterprise and a service enterprise

  explain what factors should be considered when we calculate the selling price of a product 

or service

  explain what a pro forma income statement is and how to calculate the expected gross 

profi t and the expected net profi t

  explain what the break-even point is, how it is calculated and how it can be lowered

  explain the importance of having enough cash available

  defi ne a cash budget and explain the purpose and components of a cash budget

KEY CONCEPTS

You will need to master the following key concepts to achieve the learning outcomes 

for this learning unit:
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 • viability study

 • market research

 • mission and objectives

 • total potential market

 • market segmentation

 • target market

 • SWOT analysis

 • market share

 • fixed and variable costs

 • direct and indirect costs

 • total cost per unit

 • cost price

 • selling price

 • pro forma income statement

 • break-even point

 • cash budget

59A MIND MAP FOR LEARNING UNIT 4

365

366The planning stage

367
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OVERVIEW

368This learning unit deals with the essence of a viability study – the importance of estimat-

ing the interest in the enterprise and its off ering, the expected sales in units at a certain 

price and the diff erent costs involved. You will also come to terms with the importance, 

meaning and necessity of a SWOT analysis to test the viability of your business idea. You 

will learn how market research is conducted, what market segmentation entails and how 

to determine the expected market share of your potential enterprise. We will also teach 

you how to do projections and introduce you to some fi nancial statements and budgets.

369When you have studied this learning unit, we hope that you will be able to test the vi-

ability of your business idea.

4.1 THE VIABILITY OF A BUSINESS IDEA

370In learning unit 3 we explained the three stages to which an entrepreneur must pay 

attention before he or she can start an enterprise and we discussed the fi rst stage, the 

idea stage, in detail. We now move on to the second stage, the planning stage, in the 

creation of an enterprise. The planning stage consists of two parts – the viability study 

and the business plan. In learning unit 4 we will discuss the fi rst part of the planning 

stage, namely the viability study.

371To see where the viability study fi ts in, refer to Figure 4.1 in the prescribed textbook that 

illustrates the planning stage.

372Before committing resources to a new enterprise, it is essential that the entrepreneur 

establish whether the business idea is viable. This requires a viability study.

4.1.1 Why do we do a viability study?

Activity 4.1

Can you still remember the defi nition of a viability study?

Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.

373It is extremely important to investigate the market and profi t potential of the business 

idea before we can continue with the second part of the planning stage, namely drawing 

up the business plan. If an idea is not viable, we are going waste our time and money by 

drawing up a business plan.
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4.2 THE MARKET POTENTIAL OF A BUSINESS IDEA

374To determine the market potential, the following four steps should be taken:

375Step 1:  Conduct market research.

376Step 2:  Establish the needs and characteristics of consumers.

377Step 3:  Determine the mission and objectives of the enterprise.

378Step 4:   Do a market analysis to determine the total potential market, target 

market and expected market share.

4.2.1 Step 1: Conduct market research

60Defi nition of the concept of market research

Market research entails gathering information on a certain market so that better and more 

informed decisions can be made.

379Market research will provide answers to the following questions:

 • Is there a need for the products? (Need analysis)

 • Who is going to buy the products? (Customer profi le)

 • How many products can be sold? (Market share)

 • What price can be charged for the products? (Price analysis)

380Market research will also provide answers to make the following assumptions:

 • The number of products that must be sold to show a profi t (Profi t analysis)

 • Whether the cash fl ow will be suffi  cient to run the business (Cash fl ow analysis)

4.2.2 Step 2: Establish the needs and characteristics of consumers

381It is essential that the entrepreneur do a proper needs analysis of the consumers and 

their characteristics.

382As an entrepreneur, you must fi nd out the following:

 • Who are your consumers and what are their needs?

 • What products or services do the consumers want?

 • How do consumers make their buying decisions?

383The products or services that consumers want may not necessarily be what you want to 

off er. This implies that you require information on the characteristics, needs and purchas-

ing power of your customers.

Activity 4.2

What is a customer profi le?
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Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.

61

Did you know:

The better you know your customer, the better you can position your brand?

http://www.entrepreneur.com/article/236628

Five steps you can use to fi nd your niche: 

http://www.entrepreneurmag.co.za/advice/starting-a-business/

launch/5-steps-you-can-use-to-fi nd-your-niche/

Why it pays to know your customers: 

http://www.smesouthafrica.co.za/16238/Why-it-pays-to-know-your-customer/

384The needs of the market (consumers) form the basis of the marketing strategy. After you 

have analysed the needs of the consumers, it is important to determine how you are go-

ing to meet those needs profi tably.

385You must work out how you can provide the right products or services at the right 

prices and in so doing also make a profi t. You must also determine how you are going 

to distribute the products or services to the market and how you are going to make the 

consumers aware of the products or services.

Activity 4.3

What is a marketing strategy?

Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.

386The marketing strategy is based on the following four elements:

 • product

 • price

 • distribution

 • marketing communication

387We will discuss the marketing strategy in more detail in learning unit 6.

388How do we establish whether there is a need for a product or service?

389It is important to take the four steps below in order to obtain the information you require 

in deciding about the need for a product or service.
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(1) List the features of the product or service.

This will help the entrepreneur to focus on those features that may be important to 

the market, evaluate the off ering to see if it really adds value to the market and use 

it as a guide to test the needs of the market.

(2) Determine who occupies the market (the major competitors) and who the industry 

leaders, suppliers and other role players in the market are.

Make a thorough analysis of your competitors to establish who they are, where they 

are, how big their enterprises are, what products they off er and what prices they 

charge.

(3) Identify the possible consumers and segment the market.

Determine the total market potential, do market segmentation, evaluate the seg-

ments according to size, demand and profi tability and decide on the target market.

(4) Use the information obtained and draw up a fi nal list of the following:

  the features of the product or service 

  the needs and profi les of the consumers 

  the potential number of consumers

62Study the above steps in section 4.3 in the prescribed textbook.

Once you have information on the needs and characteristics of your potential consumers, 

you can

  determine what kind of enterprise you want to start

  defi ne your business and determine your objectives

63

Check out:

Advertising legend Ivan Moroke on the fi ve questions your marketing strategy 

absolutely has to answer: 

http://www.entrepreneurmag.co.za/advice/marketing/marketing-tactics/

the-golden-rules-of-marketing/

4.2.3 Step 3: Determine the mission and objectives of the enterprise

Activity 4.4

In learning unit 2 we discussed the mission and objectives of an enterprise. Can you still 

remember how we defi ned the mission and objectives?
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We defi ned the mission and objectives broadly as what you want to achieve 

with the enterprise and how you want to achieve it.

390You have already decided what type of enterprise you will be running. You must now 

pay attention to the mission of the enterprise so that you know exactly what you intend 

to do with your enterprise. You should spend enough time on determining the mission 

and objectives of your enterprise.

64Defi nition of the mission of the business

The mission is the broad goal of an enterprise. It defi nes the fundamental and unique purpose 

of an enterprise and identifi es its products or services and consumers.

391After the mission has been set, it is possible to formulate objectives for the enterprise. An 

objective is something that the enterprise wants to achieve over a specifi c time. Objec-

tives must be set so that you have something against which to measure progress. Refer 

to learning unit 2 for the discussion on primary and secondary objectives.

392Objectives should meet the following requirements:

 • Objectives must be measurable.

 • Objectives must be realistic and attainable.

 • Objectives must be clear and understandable.

 • Objectives must be set within a specifi c time frame.

65

Check out:

How to write one inspiring mission statement:

http://www.entrepreneurmag.co.za/advice/starting-a-business/start-up-advice/

video-how-to-write-one-inspiring-mission-statement/

4.2.4 Step 4: Do a market analysis

Activity 4.5

List the three steps that must be taken to do a market analysis.

66Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.
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4.2.4.1 Determine the total potential market

393(a) Do market segmentation

67Defi nition of market segmentation

The division of the total potential heterogeneous consumer market into smaller homogeneous 

groups that have similarities or characteristics in common.

394This means that the total consumer market, which consists of consumers who are all diff er-

ent (heterogeneous), is divided into groups of people who are all similar (homogeneous).

395How do we do market segmentation?

396

397Geographic

 • Where are the consumers or where do they live (in which area)?

398Demographic

 • Who are the consumers – what are their occupation and average income?

 • What are their average age, gender, social class and the size of their households?

399Psychographic (Lifestyle)

 • What products do they buy (prefer) or on what products do they spend their money?

 • What type of lifestyle do they maintain?

400Behaviouristic (Buying pattern)

 • When do they buy the products?

 • How often do they buy?

401It is important to remember that the types of question that you will ask under each 

segment will depend on the type of enterprise and the types of product that you are 

going to off er.

402(b) Examine each segment according to the following:

 • Accessibility – will you be able to reach your consumers?

 • Measurability – can you determine the number of consumers in the segment?

 • Profi tability – can the consumer pay the price for your product that will enable you 

to make a profi t?
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4.2.4.2  Determine the target market

68Defi nition of a target market

The target market is the portion of the total market that you can reach with your products 

or services.

403This refers to a specifi c market segment or segments at which you will direct your prod-

ucts or services or the people to whom you are going to sell your products or services.

404(a) How do we determine the target market?

405

(1) First fi nd out what part of the total potential market is served by your competitors 

by making a list of your competitors and determining which market segment is 

their target market.

(2) Then deduct their market share from the total potential market.

406

407(b) How do we examine the competitors?

408Do a thorough analysis of your competitors by determining, for example, who they are, 

where they are, what products they sell and what prices they charge.

409Now determine how well you can compete with them by compiling a SWOT analysis. A 

SWOT analysis is a list of the strengths, weaknesses, opportunities and threats of the en-

trepreneur. Remember, the strengths and weaknesses come from the micro-environment 

and the opportunities and threats from the market and macro-environments.
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410  

411Example of a SWOT analysis

412Strengths 413Weaknesses

• good location

• suffi  cient capital

• experienced labour

• experience in management

• quality products

• premises too small

• lack of capital

• inexperienced staff 

• lack of management skills

• product quality below standard

414Opportunities 415Threats

• no competition in the area

• cheaper supplies of raw materials

• technologically advanced machinery

• enter new markets

• can include other products

• can expand enterprise

• competition

• unreliable suppliers

• outdated machinery

• increase in interest rates

• crime in the area

• consumer boycotts

416Please note: The above are only a few examples – your SWOT analysis will depend on 

your particular situation.

417Remember: You cannot list the same example as both a strength and a weakness – it 

cannot be both. For example, the amount of available capital may be either a strength 

or a weakness. The same applies to opportunities and threats. You must use diff erent 

examples when you compile a SWOT analysis.

69

Did you know?

Do you know your business strengths and weaknesses?

http://www.smesouthafrica.co.za/Do-you-know-your-business-strengths-and-weak-

nesses/ 

SWOT analysis examples

http://www.entrepreneurmag.co.za/advice/business-plans/

business-plan-research-and-preparation/swot-analysis-examples/
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4.2.4.3  Determine the expected market share

70Defi nition of the expected market share

The expected market share is that part of the target market that an enterprise will be able 

to serve on the basis of its production capacity and the state of the country’s economy.

418This means that an entrepreneur cannot assume that he or she would be able to serve 

the total potential target market, as the state of the country’s economy and the capacity 

of his or her enterprise could restrict the size of the actual market share.

419The size of the expected market share will be determined by the

 • capacity of the enterprise

 • state of the economy

420

421(a) The capacity (production capacity) of the enterprise

71Defi nition of the capacity of the enterprise

The capacity of the enterprise is the greatest possible workload that an enterprise can handle 

within a certain period.

422This means the maximum number of products that an enterprise can manufacture or 

sell within a certain period. If the capacity of the enterprise is too small, it restricts the 

number of products or services that can be provided and the ability of the enterprise to 

satisfy the potential demand.
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423(b) The state of the economy

72The state of the country’s economy

The state of the country’s economy determines the interest rate and infl ation rate, which 

directly infl uence the disposable income or buying power of consumers.

424There may be a very big demand for the product or service, but if the economy of the 

country is in a decline, consumers do not have the necessary money to buy the product 

or service. If infl ation increases, the buying power of consumers decreases and therefore 

they would rather spend money on necessities than on luxuries. The type of product or 

service that the entrepreneur off ers will determine how the economy will infl uence his 

or her enterprise.

73

Check out: 

The top 3 economic challenges facing entrepreneurs in 2016: 

http://www.entrepreneur.com/article/253473

425Why do we calculate the expected market share?

426Calculating the expected market share helps determine whether to go ahead with the 

business idea. It indicates the number of consumers that will buy the products or services; 

in other words, it indicates how many products or services (or units) the enterprise can 

sell. We use this fi gure to calculate the sales fi gure or turnover in the income statement 

(units sold multiplied by the price per unit), which is the starting point of determining 

the profi t potential of the business idea.

74

To make provision for restrictions and uncertain conditions, the entrepreneur 

must calculate the expected market share for the following three scenarios:

  a very prosperous scenario

  a most probable or likely scenario

  a very conservative or weak scenario

427It is extremely important to calculate the market share as accurately as possible, as it 

has a direct infl uence on the calculation of your income. To be realistic and to reduce 

risk, the entrepreneur must calculate the market share for all three diff erent scenarios or 

circumstances.

428The entrepreneur must then calculate the profi t for each of these scenarios and judge 

from that whether it is worth going ahead with the business idea.

429The above process can be summarised and illustrated as follows:

 • Calculate the expected market share for the three diff erent scenarios.
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 • Calculate the profi t for each scenario.

 • Judge from this whether it is worth going ahead with the idea.

430

431We have now reached the second part of the viability study in which we are going to 

determine the profi t potential of the business idea. Remember that the viability study 

consists of two main parts, namely determining the market potential and determining 

the profi t potential.

4.3 THE PROFIT POTENTIAL OF A BUSINESS IDEA

432To determine the profi t potential, the following two steps must be taken:

433Step 1: Calculate the expected income.

434Step 2: Do projections.

4.3.1 Step 1: Calculate the expected income

435After calculating the expected market share and the number of units that can be sold, it 

is time to calculate the expected income from the sales.

Activity 4.6

Name the two steps in calculating the expected income.

Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.

436Calculating the expected income can be illustrated as follows:

437
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4.3.1.1 Calculate the total cost per unit (cost price)

438(a) Classify costs

439Before we can calculate the total cost per unit, we must fi rst look at the classifi cation of 

the diff erent costs.

440We distinguish between the following types of cost:

 • fi xed costs and variable costs

 • direct costs and indirect costs

75You must be able to explain the diff erent cost concepts and to give examples 

of each of them.

Important: We will NOT expect you to do any calculations.

441Fixed costs

442Defi nition: Costs that remain the same, regardless of the number of units manufactured. 

Fixed costs are fi xed in total but variable per unit.

443Examples: Rent or salaries.

444Variable costs

445Defi nition: Costs that increase proportionally with the number of units manufactured. 

Variable costs are variable in total but fi xed per unit.

446Examples: Cost of raw materials or wages for overtime.

447Direct costs

448Defi nition: Costs that can be allocated directly to the manufacturing of a product.

449Examples: Direct material costs or direct labour costs.

450Indirect costs

451Defi nition: Costs that cannot be allocated directly to the manufacturing of a product. 

Indirect costs are also known as overheads.

452Examples: Rent or indirect wages.

Read the explanations of the diff erent types of costs in section 4.7.1 in the 

prescribed textbook.
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76

Check out 

The relationship of direct and indirect costs with fi xed and variable costs: 

http://www.efi nancemanagement.com/costing-terms/

relationship-of-direct-indirect-costs-with-fi xed-variable-costs

453(b) Calculate the total cost per unit

454The way the cost of a product is calculated depends on the type of enterprise. There are 

specifi c diff erences in calculating the cost per unit for the following types of enterprise:

(1) manufacturing enterprises

(2) service enterprises

(3) commercial (trade) enterprises

77Study the diff erent formulae or methods to calculate the cost per unit for a 

specifi c type of enterprise. See fi gures 4.10, 4.11 and 4.12.

Important: We will NOT expect you to do any calculations.

4551. Calculating the total cost per unit for a manufacturing enterprise

456Manufacturing costs + Commercial overheads = Total costs

457

458Method

459(1) Calculate the direct costs of materials used to manufacture one unit.

460(2) Calculate the direct costs of labour needed to manufacture one unit.

461(3) Calculate the indirect costs per unit:

462 Add manufacturing overheads, administrative overheads and marketing overheads. 

Divide the total overhead costs by the number of products manufactured in the 

same period in which the costs were incurred.

463(4) Add all the costs together (steps 1, 2 and 3) to get the total cost per unit.

4642. Calculating the total cost per unit for a service enterprise

465
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466 Method

467(1) Calculate the total costs per month.

468(2) Calculate the number of business hours per month.

469 Hours per day × Days per week × Weeks per year ÷ Months per year

470 = Hours per month

471(3) Calculate the cost per hour.

472 Total costs per month ÷ Number of working hours (business hours) per month

4733. Calculating the total cost per unit for a commercial (trade) enterprise
474 

475Method

476(1) Calculate the cost of sales of one product.

477 Opening stock + Cost of purchased stock – Closing stock = Cost of sales

478 ÷ Number of items sold

479 = Cost of sales per unit

480(2) Calculate the contribution of the overheads.

481 Add administrative and marketing overheads.

482 Divide the total by number of units sold.

483(3) Add cost of sales per unit and overheads per unit.

78Read the explanations of calculating the total cost per unit for the diff erent 

types of enterprise in section 4.7.1 in the prescribed textbook.

4.3.1.2 Calculate the selling price

79There are two very important factors that have to be considered when deter-

mining the selling price of a product or service:

  The selling price should at least cover all the costs incurred.

  The selling price is directly infl uenced by the competitors’ prices.

484(a) The selling price should at least cover the costs incurred

485If the costs are not covered by the selling price, the enterprise will show a loss from the 

start and will not survive. The selling price must make a contribution towards profi t. 

Remember, the main reason (primary objective) for starting an enterprise is to make a 

profi t. The profi t is the return on the investment that the entrepreneur has made in his 

or her enterprise.
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486(b) The selling price is directly infl uenced by the competitors’ prices

487Your price must be more or less the same as the competitors’ prices, unless you off er more 

benefi ts. If your business has exceptional strengths, this can justify high prices. However, 

if your business has many weaknesses, you will be obliged to charge lower prices than 

your competitors.

488How do we calculate the selling price?

489

490Having established the selling price, we can now calculate the potential income and net 

profi t from the sales of our products or services.

4.3.2 Step 2: Do projections

491The fi nal part of our viability study is based on the following fi nancial projections:

492(1) Calculate the expected net profi t (pro forma income statement).

493(2) Calculate the break-even point.

494(3) Do cash planning by preparing the cash budget (cash forecast).

80Study these fi nancial projections carefully. You must be able to defi ne them, 

know how they are compiled (the formulae) and explain the main entries.

Important: We will NOT expect you to do any calculations or to prepare fi nancial statements.

4.3.2.1 Calculate the expected net profi t

495How do we calculate the expected net profi t?

496We calculate the expected net profi t by drawing up a pro forma income statement.

81Defi nition of an income statement

An income statement is a summary of the income and expenditure of an enterprise over a 

specifi c period.

497To be viable, the business idea must be profi table. To determine whether the idea would 

be profi table, we have to multiply the expected number of units that would be sold (which 

we determined in the market analysis) by the selling price (which we determined in the 

fi rst part of our profi t analysis) to get our sales fi gure (turnover). From the turnover, we 
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then have to deduct the cost of sales to get the amount of gross profi t. Then we have to 

deduct all the expenses from the gross profi t to get the expected net profi t.

498The main entries on an income statement are as follows:

499Sales (units sold multiplied by the selling price)

500– Cost of sales

501= Gross profi t/income

502– Expenses

503= Net profi t/income

504

505Refer to learning unit 5 of the study guide for the explanations of the main entries and 

examples of income statements.

Activity 4.7 

Are an income statement and a pro forma income statement the same?

Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.

506What is the purpose of drawing up a pro forma income statement?

507The purpose of drawing up a pro forma income statement is to calculate the net profi t 

for the three scenarios we have used to determine our expected market share.

Activity 4.8

Can you still remember these three scenarios?

508To make an informed decision about our expected net profi t, we are going to draw up 

a pro forma income statement for a very prosperous scenario, a most probable scenario 

and a very weak scenario.

4.3.2.2 Calculate the break-even point

509During the fi rst part of the profi t analysis we emphasised the role that cost plays in de-

termining the selling price of a product or service. We are now going to determine how 

many products the entrepreneur has to sell in order to cover all the costs.



 69 

BSM1501/1

82Defi nition of a break-even point

A break-even point is the number of units that must be sold for the income and expenditure 

to be equal. In other words, this is the point where all the costs and expenditure are covered. 

At this point the net profi t will be equal to R0, which means neither a profi t nor a loss is shown.

510How do we calculate the break-even point?

511The break-even point can be calculated in rand value or in units.

512Example 1: Calculate the break-even point in units

513Formula

514

515Example 2: Calculate the break-even point in rand value

516Formula

517

518Refer to learning unit 5 of the study guide for an example of the calculation of the break-

even point in units.

519Ways to lower the break-even point

520The lower the break-even point, the sooner the enterprise can start making a profi t. 

Therefore, the entrepreneur should recalculate the break-even point regularly.

521The break-even point can be lowered by

 • lowering direct costs

 • exercising cost control over fi xed expenses

 • increasing prices

83Study the ways to lower the break-even point in section 4.9.1 in the prescribed 

textbook.

522
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523Benefi ts of calculating the break-even point

524By knowing the break-even fi gure, the entrepreneur can manage the business more 

eff ectively.

 • The entrepreneur can allocate sales and marketing eff orts (such as advertising) to 

sell more products in order to reach the break-even point sooner.

 • Cost can be controlled if a “slow” month is predicted.

 • Profi ts can be maximised by knowing and understanding the break-even fi gure.

4.3.2.3 Do cash planning: the cash budget

Activity 4.9

Why is it so important for an enterprise to have enough cash available?

Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.

84Defi nition of a cash budget

A cash budget is a formal plan for forecasting future receipts and payments of cash. It is designed 

to cover a period of one year and is divided into twelve monthly or four quarterly periods.

525The purpose of a cash budget

 • It shows how cash fl ows in and out of the enterprise.

 • It may be used to plan short-term credit needs.

 • It determines future ability to pay debts and expenses, because it helps the entre-

preneur to predict months when there may be a cash shortfall.

 • Financial institutions require proper cash budgets before making a capital expenditure 

for new assets and expansion. Financial institutions would be more inclined to grant 

loans because it shows that the entrepreneur exercises proper fi nancial planning.

 • A business that operates on a cash basis will stand a better chance of getting loans 

in diffi  cult times.

 • It highlights problem areas in payment schedules, which can then be used to spread 

payments evenly throughout the entire year.

526The main entries on a cash budget are as follows:

527Total cash receipts

528– Total cash payments

529= Net cash balance
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530+ Opening cash balance

531= Closing cash balance

532Refer to learning unit 5 of the study guide for the explanations of the main entries and 

an example of a cash budget.

Read the discussion in section 4.10 on the cash budget in the prescribed 

textbook.

4.4 WHEN IS AN IDEA VIABLE?

533To be viable, the enterprise must be able to

 • generate sustainable profi ts over the long term

 • generate enough cash (money) to meet its daily expenses

534If these requirements cannot be met, the entrepreneur cannot start the enterprise. The 

entrepreneur then has to start over by looking for a new idea, testing the feasibility of 

the new idea and going through the entire process of the viability study again.

535If the entrepreneur decides that the idea is viable, the next step in the planning stage 

will be to draw up a business plan.

You have now reached the end of learning unit 4.

SUMMARY

536In this learning unit you have learned that, before you can turn a business idea into an 

enterprise, you must do a viability study. In the fi rst part of the viability study you must 

determine the market potential of the idea. To do this, you must establish the needs in 

the market, conduct market research, set the mission and objectives of the enterprise 

and decide on the types of product and the consumers you want to focus on. Then you 

have to do market segmentation, choose your target market and determine the expected 

market share to establish how many products you can sell.

537In the second part of the viability study you must determine the profi t potential of the 

idea. You must calculate your cost price, decide on the profi t percentage and determine 

your selling price in order to calculate your income and net profi t. You must calculate 

the break-even point and make estimations by using tools such as the pro forma income 

statement and the cash budget.

538Finally you must decide whether your business idea is viable. In other words, you must 

decide whether the enterprise can generate sustainable profi ts over the long term, as 

well as enough cash to meet the daily expenses.
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539If the market and profi t potential do not yield satisfactory results, it is not worthwhile 

going ahead with the idea and then you will have to look for a new idea, test the feasi-

bility of the idea and go through all the steps in the viability study again. If the market 

potential and profi t potential show that your business idea is viable, you can move on to 

the second part of the planning stage, which entails drawing up a business plan. We will 

discuss the business plan in learning unit 5.

85SELF-ASSESSMENT

To test and assess your knowledge of this chapter, you can now do the following activities:

(i) Complete the self-assessment questions on learning unit 4 below. Remember: The only 

way you can test your knowledge is by answering the questions without looking at the 

solutions contained in Appendix A.

(ii) Do the self-assessment questions in the prescribed textbook at the end of chapter 4.

540Read the case study below and answer all the questions that follow.

541Case study: The Feather Dusters

542While working as an administrative manager for a big insurance company and raising two 

toddlers, Wendy Williams always wished that she could fi nd a team of reliable people to 

clean her house thoroughly in just a few hours. She talked to her neighbours and acquain-

tances in Boston, a suburb in Bellville, and realised that most of them worked full-time 

and that they all experienced a common problem, namely the lack of reliable, trained 

domestic workers. She established that people had to employ and train new domestic 

workers on a regular basis, many houses in the suburb did not have staff  quarters, leg-

islation regulating the employment of domestic workers had persuaded many people 

to rather not employ full-time domestic workers and there were no cleaning services in 

the immediate area of Boston. She resigned from her job and started her own enterprise, 

The Feather Dusters.

543Wendy started on a small scale, since she did not have much capital. She used her pen-

sion payout and savings to convert her garage into an offi  ce and had to take out a loan 

of R30 000 to purchase two vacuum cleaners and offi  ce equipment. She also applied for 

a bank overdraft to purchase cleaning detergents, feather dusters and brooms. Wendy 

employed six employees – two to do the dusting and sweeping, two to vacuum the 

carpets and two to clean the bathrooms, kitchens and tiles. She used her own vehicle, 

a Volkswagen Kombi, to transport the employees and equipment from one workplace 

to another.

544Initially Wendy started by cleaning only the homes of her friends. She off ered only 

two services – a basic cleaning service that included dusting, vacuuming and cleaning 

bathrooms and fl oors, and a more comprehensive service that also included cleaning 

kitchen appliances such as stoves and ovens, polishing furniture and washing windows. 

Her prices were determined according to the type and amount of work, as well as the 

size of the house.
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545As more and more people became aware of her enterprise, the orders started streaming 

in and she could not accept all of them. Wendy had to employ more people, put together 

diff erent teams and appoint a supervisor for each team. She had to buy equipment for 

each team, as well as vehicles to transport the teams. Her premises became far too small 

to store the stock and to accommodate so many employees and vehicles.

546Wendy realised that she could no longer handle the enterprise on her own. She decided 

to involve four of her friends in the enterprise to accumulate more capital and to help 

her with the management, and they registered the new enterprise as a partnership. The 

enterprise was divided into formal departments, with an experienced person in charge of 

every function. Although Wendy and her partners invested R100 000 of their own capital 

in the business, they still had to apply for fi nancing to purchase new cleaning equipment, 

offi  ce equipment and vehicles. They rented a building in an offi  ce park in Bellville with 

enough space for a reception area, offi  ces for each of the departments, a storeroom, a 

training centre for new employees, a room where the employees could relax between 

their shifts and safe parking for the vehicles.

547Wendy and the other owners decided to include washing and ironing curtains and linen, 

as well as steam cleaning carpets and lounge suites in their range of services. They also 

realised that they had to advertise their services to retain and increase their market share 

and decided to launch a marketing campaign to make potential clients in the surround-

ing suburbs aware of their cleaning services.

548Multiple-choice questions

(1) Before Wendy could determine her expected market share, she had to  .

(a) calculate the total cost per unit of the cleaning services

(b) calculate the selling price of the cleaning services

(c) determine the total potential market for cleaning services

(d) determine her target market

Choose the correct option:

(1) a, b

(2) b, c

(3) c, d

(4) b, d

(2) The people in Boston indicated that they would rather use cleaning services than 

employ domestic workers. This relates to the  segment of the total 

potential market for cleaning services.

(1) geographic

(2) demographic

(3) psychographic

(4) behaviouristic

(3) Most people would most probably use the basic cleaning services on a weekly 

basis. This relates to the  segment of The Feather Dusters’ total po-

tential market.
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(1) geographic

(2) demographic

(3) psychographic

(4) behaviouristic

(4) Most of the women in Boston work full-time and do not have enough time to 

clean their houses themselves. This relates to the  segment of the total 

potential market for cleaning services.

(1) geographic

(2) demographic

(3) psychographic

(4) behaviouristic

(5) Power cuts could prevent The Feather Dusters from keeping to their daily schedules. 

They could list this example as  in their SWOT analysis.

(1) a strength

(2) a weakness

(3) an opportunity

(4) a threat

(6) Legislation regulating the employment of domestic workers had persuaded many 

people to rather not employ full-time domestic workers. This could be regarded 

as  for The Feather Dusters.

(1) a strength

(2) a weakness

(3) an opportunity

(4) a threat

(7) As more and more people became aware of her enterprise, the orders started 

streaming in and Wendy could not accept all of them. This is an example of how 

the  could restrict the ability of The Feather Dusters to satisfy the po-

tential demand for cleaning services.

(1) capacity of the enterprise

(2) economy of the country

(3) buying power of the target market

(4) size of the market

(8) The amount that The Feather Dusters have to spend on fuel to transport the clean-

ing ladies from one workplace to another could be regarded as  costs.

(1) fi xed

(2) variable

(3) overhead

(4) indirect

(9) To calculate the total costs per unit of providing cleaning services, The Feather 

Dusters would divide the total costs per month by the  .
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(1) direct labour costs

(2) cost of renting the premises

(3) hours worked per month

(4) overheads per month

(10) To calculate the break-even point in units, The Feather Dusters would deduct 

the  cost per unit from the price per unit and divide the fi xed costs by 

this fi gure.

(1) direct material

(2) indirect

(3) direct labour

(4) variable

549

SUGGESTED SOLUTIONS TO THE SELF-ASSESSMENT QUESTIONS

Please refer to Appendix A for the suggested solutions to the self-assessment 

questions.

550

551
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Learning Unit 5

The business plan

STUDY CHAPTER 5 IN THE PRESCRIBED BOOK

CONTENTS

 - The business plan

 - The structure of a business plan

 - Guidelines for writing a business plan

 - Writing a business plan

86LEARNING OBJECTIVES

When you have worked through learning unit 5, you should be able to

  explain what a business plan is

  explain the purpose of a business plan

  explain the three principles that are applicable to a business plan

  explain the benefi ts of drawing up a business plan

  list the potential users of a business plan

  explain the character of a business plan

  explain the guidelines for writing a business plan

  list the four possible structures of business plans

  list and explain the main components of the general structure of a business plan

  explain the marketing and fi nancial plan in detail

  list and explain the three most important fi nancial statements that should be included 

in the fi nancial plan 

  explain the break-even point

KEY CONCEPTS

You will need to master the following key concepts to achieve the learning outcomes 

for this learning unit:

 • business plan

 • blueprint

 • feasibility study

 • viability study

 • analysis

 • synthesis

 • comprehensive structure

 • general structure
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 • balance sheet

 • internal and external capital sources

 • capital employed and employment of capital

87A MIND MAP FOR LEARNING UNIT 5

552

553The planning stage

554
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OVERVIEW

555In learning unit 5 you will learn that a business plan forms a pivotal part of the entrepre-

neurial process. The previous chapters dealt with all the components of the entrepreneurial 

process, which we are now going to combine into a business plan.

556This learning unit explains the purpose and principles of a business plan, its potential 

users, as well as the character and structure of this important document. To help you 

write your own business plan, we will discuss the guidelines for writing a business plan, 

explain the components of a general business plan and provide important additional 

information on the fi nancial plan.

5.1 THE BUSINESS PLAN

5.1.1 What is a business plan?

Activity 5.1

How would you describe a business plan?

88Defi nition of a business plan

A business plan is a detailed plan of action that sets out the nature and strategy of an enterprise.

557

558This means that the business plan provides a description of the proposed enterprise. It 

provides information about the entrepreneurial team, the organisational structure, the 

form of enterprise, the products or services the enterprise wants to off er, the location of 

the enterprise, the target market, the capital contribution of the owners and the need for 

external capital, as well as a summary of the market and profi t analysis. The entrepreneur 

uses the business plan to put all his or her ideas and fi ndings on paper.

5.1.2 The purpose of a business plan

559A business plan is compiled for the following reasons:

 • to obtain fi nancing

 • to address all business activities

 • to serve as a communication instrument to help the entrepreneur sell his or her 

management ability and business idea to everyone that has an interest in the busi-

ness (the users of the business plan)
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5.1.3 The principles of a business plan

Activity 5.2

List the principles of a business plan.

89The three principles of a business plan are as follows:

  The business plan is a blueprint of the enterprise.

  The business plan is a fl exible planning document.

  The business plan should be developed by the entrepreneur.

560The business plan is a blueprint of the enterprise

561The business plan lists all the facets of the proposed enterprise. It explains exactly what 

the opportunity is and how the entrepreneur will exploit it. It serves as a road map that 

indicates the route the entrepreneur has to follow in the future.

562The business plan is a fl exible planning document

563As we mentioned in learning unit 2, the business environment changes constantly. The 

business plan should be updated regularly to make provision for these changes.

564The business plan should be developed by the entrepreneur

565The only way to understand your enterprise properly is to develop the business plan 

yourself. External consultants can be used, but as the entrepreneur and owner of the 

enterprise, you should still be actively involved in the process. As the business plan also 

acts as a management instrument and guideline, it is vital for the entrepreneur to be 

personally involved in order to get an operational framework of the enterprise.

Activity 5.3

Is a business plan necessary only for a new enterprise or does an existing enterprise also need 

one?

Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.
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5.1.4 Potential users of a business plan

566You know by now that the entrepreneur is the main user of his or her business plan. 

However, there are other people that would also have an interest in the business plan, 

for example:

 • commercial banks, fi nancing entities and private investors

 • suppliers of resources

 • employees and management

567Commercial banks, fi nancing entities and private investors

568In order to make an informed decision on the viability of the proposed enterprise, fi -

nancial institutions and other investors insist on a business plan. These institutions are 

also businesses and would not enter into a business transaction if the risk of losing their 

capital is too high.

569Suppliers of resources

570Before suppliers would allow an enterprise to buy resources on credit (grant suppliers 

credit), they will ensure that the enterprise can generate enough cash to pay them on a 

regular basis.

571Employees and management

572The business plan can be used to motivate employees. By knowing the objectives of 

the enterprise, employees will be more motivated to do their part in achieving them. 

Management, as we have already indicated in our previous discussions, uses the business 

plan as a management instrument and guideline.

Refer to Figure 5.2 in the prescribed textbook for an illustration of the potential 

users of a business plan.

5.1.5 Benefi ts of drawing up a business plan

 • By identifying problems early on, the entrepreneur can make wise decisions and 

fewer mistakes.

 • The entrepreneur is forced to take all the important factors into account.

 • The entrepreneur can make decisions for the future.

 • Drawing up a business plan provides the ideal opportunity for testing ideas.

5.1.6 The character of a business plan

Activity 5.4

What role does a business plan actually play in starting or growing an enterprise?
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90A business plan is a tool or instrument for

  analysis

  synthesis or integration

  communication

  action

573Analysis

574The business plan contains information on each variable in the business. It serves as a 

checklist of all the sets of information needed.

575Synthesis or integration

576The information should be integrated to make business sense. The information in the 

business plan should correspond, for example, to the sales fi gures and the selling price 

in the marketing plan should correspond to the calculation of the income in the income 

statement.

577Communication

578It serves as a communication tool for all the users of the business plan. It contains infor-

mation on the nature of the opportunity and how it will be exploited. For example, the 

bank can now see how you will pay back the loan by looking at your cash fl ow projections.

579Action

580The business plan should be implemented, otherwise it has no use. The business plan 

must therefore contain information on methods to implement the planned activities.

In your prescribed textbook, Figure 5.3 illustrates how the interaction between 

these characteristics contributes towards the success of an enterprise.

581It is important to remember that the business plan is merely a planning instrument defi n-

ing the entrepreneurial process and indicating how the entrepreneur will implement the 

process. Having the plan on paper does not mean success will inevitably follow. Business 

success and entrepreneurial performance are dependent on much more. The viability 

study is a decision-making platform for the entrepreneur and serves as a fundamental 

source of information in drafting an eff ective business plan. It is extremely important for 

the entrepreneur to realise that a business plan can be written only if a viable business 

opportunity exists in the market environment.

5.2 THE STRUCTURE OF A BUSINESS PLAN

582As an entrepreneur, you must keep in mind that, although a business plan is such an 

important document, there is no single or standardised business plan structure. It must 
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correspond to the nature of your enterprise and must be adjusted according to the poten-

tial reader or user. However, you must always keep in mind that you, as the entrepreneur, 

are the fi rst reader and user of your business plan.

91We distinguish between the following three structures:

  comprehensive structure

  general structure

  alternative structure

583The comprehensive structure

584This is an all-inclusive plan that serves as the blueprint of the business. It includes all 

the planned activities, how they will be implemented and how they will be managed to 

exploit the opportunity.

585The general structure

586This is a more general approach and suitable for applying for fi nance and communicat-

ing with suppliers.

587The alternative structure

588This is also a general approach and suitable for applying for fi nance and communicating 

with suppliers.

Refer to fi gures 5.2, 5.3 and 5.4 in the prescribed textbook for examples of these 

three diff erent structures.

5.3 GUIDELINES FOR WRITING A BUSINESS PLAN

5.3.1 Guidelines for writing a business plan

589When writing the business plan, the entrepreneur should keep the following guidelines 

in mind:

 • Keep the plan relatively short.

 • Organise and package the plan appropriately.

 • Orient the plan towards the future.

 • Avoid exaggeration.

 • Highlight critical risks.

 • Give evidence of an eff ective entrepreneurial team.

 • Do not overdiversify.

 • Identify the target market.

 • Write in the third person.

 • Capture the reader’s interest.
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Study the explanations of these guidelines in the prescribed textbook.

5.3.2 Golden rules for writing a business plan

 • A business plan should be based on facts and fi gures.

 • It should provide a short, logical description of the enterprise.

 • Proper headings should be used to indicate the topics under discussion.

92

Do you know:

The fi ve common business plan mistakes that torpedo start-ups?

http://www.entrepreneurmag.co.za/advice/business-plans/

business-plan-advice/5-common-business-plan-mistakes-that-torpedo-start-ups/

5.4 WRITING A BUSINESS PLAN

5.4.1 The general structure

93You must be able to list and explain the main topics of a general business plan. 

Study the information below together with the information is section 5.9 in the 

prescribed textbook, as well as the example of a business plan (which is also 

based on the general structure) at the back of the prescribed textbook.

Important: We will NOT expect you to draw up a business plan.

5.4.1.1 Cover page

590The cover page contains the details or general information of the enterprise, such as the 

name and address of the enterprise, the name and contact details of the entrepreneur 

and the date on which the business plan was compiled.

5.4.1.2 Confi dentiality agreement

591Since the business plan contains confi dential information, the readers should sign a 

confi dentiality agreement to safeguard its content.

5.4.1.3 Table of contents

592A table of contents is an index of the business plan with page references which guide the 

reader on where to fi nd certain information in the business plan. It should include all the 
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main headings and subheadings, accompanied by the relevant page numbers. It should 

be compiled after the business plan has been completed and inserted on a separate page.

5.4.1.4 Executive summary

593This is a short summary of the highlights of the business plan, which provides the reader 

with an overview of the business plan. It should be written after the business plan has 

been completed and inserted on a separate page, after the table of contents and before 

the description of the enterprise. It should be written in paragraph format.

594The executive summary should include information on the following aspects:

 • name and location of the enterprise

 • products or services that the entrepreneur off ers

 • need for the product or service

 • target market

 • expected sales fi gures

 • amount of capital required (capital need)

 • own capital invested by the entrepreneur

 • collateral to cover debt and the expected profi t

5.4.1.5 The description of the enterprise

595(a) General description of the enterprise

596This topic provides the reader with a short summary of the main activities of the enterprise.

597(b) Information on the production branch (industry) and the branch of industry

598This provides a short summary of the characteristics of the production branch and branch 

of industry under which the enterprise falls.

599(c) The objectives of the enterprise

600The entrepreneur must state the short-, medium- and long-term objectives of the 

enterprise.

601(d) Uniqueness of the product or service

602The entrepreneur must explain why his or her products or services are diff erent from 

those of the main competitors.

603(e) Suppliers

604Indicate who and where the suppliers of resources are.

5.4.1.6 The marketing plan

605(a) Market research and analysis of the total potential market

606This entails a short summary of the fi ndings of the market research and an explanation 

of the segmentation of the market according to the geographic, demographic, psycho-

graphic and behaviouristic segments.
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607(b) The target market

608The entrepreneur must defi ne the target market by explaining on which market segments 

he or she is going to concentrate.

609(c) Size of the market and the market share

610This entails fi gures about the total potential market and the actual percentage of the 

expected market share.

611(d) Competition

612This entails information on who the competitors are, where they are and what products 

or services they off er.

613(e) The marketing strategy

614The marketing strategy must be discussed in detail. The products or services must be 

explained and the selling prices must be indicated. The entrepreneur must explain how 

the products or services will reach the market (distribution). The entrepreneur must also 

indicate how he or she is going to make consumers aware of the products or services by 

explaining which elements of marketing communication he or she will use (advertising, 

sales promotions, personal sales or publicity).

5.4.1.7 Location

615The entrepreneur must explain the advantages of the specifi c location. In other words, 

he or she must explain the reasons for deciding on the particular place of establishment 

by indicating which establishment factors were considered.

5.4.1.8 Management

616(a) Organisational structure

617The organisational structure serves as an illustration of the people (management and 

employees) that are involved in the enterprise and their responsibilities. The diff erent 

management levels in the enterprise must also be indicated.

94

You will fi nd an illustration of an organisational structure in the example of the 

business plan at the back of the prescribed textbook.

618

619(b) Human resources plan

620This entails an explanation of the recruitment and selection methods that will be followed, 

as well as a summary of compliance with labour legislation.
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621(c) Form of enterprise and ownership structure

622The entrepreneur must indicate the form of enterprise (sole proprietorship, partnership, 

close corporation or private company), how many owners there are, as well as the per-

centage ownership of each owner according to their respective capital contributions.

5.4.1.9 The fi nancial plan

623(a) Financial forecasting (capital need)

624The entrepreneur must indicate the capital need of the enterprise and how he or she 

intends to fi nance the capital need (the sources of funds).

625(b) Income statement

626A pro forma income statement must be compiled.

627(c) Break-even analysis

628A calculation of the break-even point must be done.

629(d) Balance sheet

630A balance sheet must be compiled.

631(e) Cash budget

632A cash budget must be compiled.

5.4.1.10 Critical risks

633The entrepreneur must explain potential problems, obstacles and risks and indicate how 

he or she intends to deal with these issues.

5.4.1.11  Conclusion

634This serves as a fi nal motivation of why the enterprise would succeed and why it should 

be able to obtain a loan. The entrepreneur must highlight the need for the product or 

service and the expected sales fi gures once again, as well as the amount of own capital 

invested in the enterprise, the collateral that is off ered and the expected net profi t.

5.4.1.12  Addendum or appendix

635This contains additional documentation on market research and product specifi cations, 

or any other additional information the entrepreneur wants to add.
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5.4.2 Important notes on the fi nancial plan

5.4.2.1 Sources of capital

We distinguish between internal and external sources of capital.

636Internal sources

637This refers to capital invested by the owners of the enterprise (own capital) which they 

obtained, for example, from savings, inheritances or pension payouts. Own capital can 

also be obtained from profi ts of the enterprise that are ploughed back into the business.

638External sources

639This refers to capital obtained from non-owners of the enterprise. Examples of external 

capital are loans, leases and creditors.

640The importance of own capital

641Financial institutions require owners to make a signifi cant contribution to the fi nancing 

of the enterprise. They regard this as a sound business principle if owners are prepared 

to take the risk of investing some of their own funds in the enterprise.

642The assumption is that the entrepreneur will be more committed and motivated to 

achieve success. If the enterprise fails, it will not only be the fi nancial institution that will 

lose money, but also the entrepreneur.

5.4.2.2     Collateral

When you apply for a loan, the fi nancial institution will require some form of 

collateral (security) which they can repossess if you are unable to repay the loan.

643Examples of collateral:

 • property

 • fi xed assets

 • policies

 • investments (which are not linked to the enterprise) 

644It is important to realise that the capital that the entrepreneur has invested in the enter-

prise (own capital) cannot be regarded as collateral. If an enterprise becomes bankrupt, 

it loses all its capital, including the own capital contribution. Therefore, the own capital 

contribution cannot be repossessed by the fi nancial institution to cover the debt of the 

enterprise.
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5.4.2.3 Financial statements

95The following fi nancial statements must be included in the business plan:

  income statement

  cash budget

  balance sheet

Important: We will NOT expect you to prepare fi nancial statements or to do any calculations. 

However, you must be able to defi ne the statements and to explain the main entries and 

methods of calculations.

645(a) The income statement

96Defi nition of an income statement

An income statement is a summary of the income and expenditure of an enterprise over a 

specifi c period.

Activity 5.5

We briefl y explained the income statement in learning unit 4.

Can you still remember the main entries?

97The main entries on an income statement are as follows:

Sales

– Cost of sales

= Gross profi t/income

– Expenses

= Net profi t/income

646Explanation of the main entries on an income statement

647Sales or turnover

648To calculate the sales fi gure, we have to multiply the number of units sold by the selling 

price. In other words, this is the income we get from the sales of the products or services.

649Cost of sales

650Cost of sales is the money we have to spend to manufacture or buy the products. To cal-

culate the cost of sales of a commercial enterprise, we have to add the purchases of stock 

to the opening stock and deduct the closing stock from this fi gure. To calculate the cost 

of sales of a manufacturing enterprise, we have to add all the direct manufacturing costs.
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651Gross profi t

652To calculate the gross profi t, we have to deduct the cost of sales from the sales fi gure. In 

other words, this is the profi t we get before any expenses have been paid.

653Expenses

654To calculate the expenses for a commercial enterprise, we have to add all the fi xed costs. 

To calculate the expenses for a manufacturing enterprise, we have to add all the indirect 

costs (overheads).

655Net profi t

656To calculate the net profi t, we have to deduct the expenses from the gross profi t.

657Example of an income statement for a commercial enterprise

658Income statement of The Seven Dwarfs (Pty) Ltd for the year ended 28 February 2013 

R R

Sales 1 125 000 

Cash sales

Credit sales

725 000 

400 000

Less: Cost of sales 675 000 

Opening stock: 01/03/2012

Plus: Purchases

Less: Closing stock: 28/02/2013

50 000

690 000

65 000 

Gross profi t 450 000 

Less: Expenses 247 600 

Rent

Telephone

Water and electricity

Salaries

Marketing

Interest

Loan repayments

30 000

6 600

9 000

120 000

34 000

18 000

30 000

Net profi t 202 400 

Less: Tax 60 720 

Net profi t after tax 141 680 

659Sales

660Price per unit: R75

661Units sold per month: 1 250

662Units sold per year: 15 000
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663Example of an income statement for a manufacturing enterprise

664Income statement of Humpty Dumpty (Pty) Ltd for the year ended 28 February 2013

R R

Sales 900 000 

Cash sales

Credit sales

574 000

326 000

Less: Cost of sales 374 000 

Direct material

Direct labour

Water and electricity (factory)

180 000

186 000

8 000

Gross profi t 526 000 

Less: Expenses 209 600 

Rent

Telephone

Water and electricity (offi  ce)

Salaries

Marketing

Interest

Loan repayments

48 000

5 600 

4 000 

80 000 

24 000 

18 000

30 000 

Net profi t 316 400 

Less: Tax 94 920 

Net profi t after tax 221 480

665Sales

666Price per unit: R60

667Units sold per month: 1 250

668Units sold per year: 15 000

669(b) The cash budget

98Defi nition of a cash budget

A cash budget is a formal plan for forecasting future receipts and payments of cash. It is designed 

to cover a period of one year and is divided into twelve monthly or four quarterly periods.

Activity  5.6

We briefl y explained the cash budget in learning unit 4.
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99

Can you still remember the main entries?

The main entries on a cash budget are as follows:

Total cash receipts

– Total cash payments

= Net cash balance

+ Opening cash balance

= Closing cash balance

670Explanation of the main entries on a cash budget

671Cash receipts

672Cash receipts are all items that result in cash infl ows in a given fi nancial period. They consist 

of cash sales and cash received from debtors (people who owe the enterprise money).

673Cash payments

674These include all payments made in cash in a given fi nancial period, such as all cash 

purchases, payments to creditors (people the enterprise owes money), rent or lease pay-

ments, loan repayments, interest, wages and salaries, and tax payments.

675Net cash balance

676To calculate the net cash balance, we have to deduct the total cash payments from the 

total cash receipts.

677Opening cash balance

678The opening cash balance of a period is the closing cash balance from the previous period.

679Closing cash balance

680To calculate the closing cash balance, we have to add the opening cash balance to the net 

cash balance.
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681Example of a cash budget prepared in quarterly periods and for the fi nancial year

682Cash budget of Humpty Dumpty (Pty) Ltd for the year ended 28 February 2013

1st 2nd 3rd 4th Year

R R R R R

Cash receipts 

Cash sales 115 000 135 000 152 000 172 000 574 000 

Cash from debtors 58 000 67 000 76 000 86 000 287 000 

Total cash receipts 173 000 202 000 228 000 258 000 861 000 

Less: Cash payments

Direct material 45 000 43 816 44 259 46 925 180 000 

Direct labour 31 500 41 500 51 500 61 500 186 000 

Rent 12 000 12 000 12 000 12 000 48 000 

Telephone 1 400 1 400 1 400 1 400 5 600 

Water and electricity 3 000 3 000 3 000 3 000 12 000 

Salaries 20 000 20 000 20 000 20 000 80 000 

Marketing 5 500 6 000 6 000 6 500 24 000 

Interest 4 500 4 500 4 500 4 500 18 000 

Tax 23 730 23 730 23 730 23 730 94 920 

Loan repayment 7 500 7 500 7 500 7 500 30 000 

Total cash payments 154 130 163 446 173 889 187 055 678 520 

Net cash balance (surplus/

(defi cit))

18 870 38 554 54 111 70 945 182 480 

Opening cash balance (35 754) (16 884) 21 670 75 781 (35 754)

Closing cash balance (16 848) 21 670 75 781 146 726 146 726 

683(c) The balance sheet

100Defi nition of a balance sheet

A balance sheet is a summary of the fi nancial position, or a summary of the assets and li-

abilities, of the enterprise at a particular time or date.

A balance sheet refl ects the capital employed and the employment of capital. In other 

words, it shows how the available funds (capital employed) were used to acquire the neces-

sary assets (employment of capital). The capital employed and the employment of capital 

should balance at all times.
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684Explanation of the main entries on a balance sheet

685Capital employed

 • own capital (equity)

 • long-term liabilities such as long-term loans and mortgage bonds

 • current liabilities such as creditors, short-term loans and bank overdrafts

686Employment of capital

 • fi xed assets such as land, buildings, machinery, equipment and vehicles

 • current assets such as stock, cash and debtors

687Example of a balance sheet

688Balance sheet of Humpty Dumpty (Pty) Ltd as at 28 February 2013

R R

Capital employed

Own capital 663 980 

Reserves 442 500 

Accumulated profi ts 221 480 

Long-term liabilities 140 000 

Long-term loans 140 000 

Current liabilities 67 805 

Creditors 57 805 

Short-term loans 10 000 

Total liabilities 871 785 

Employment of capital R R

Fixed assets 369 384 

Vehicles 120 000 

Machinery 189 130 

Equipment 60 254 

Current assets 502 401 

Stock 29 675 

Cash 146 726 

Debtors 326 000 

Total assets 871 785 
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5.4.2.4 Financial analysis: the break-even point

Activity 5.7 

We explained the break-even point in learning unit 4.

Can you still remember the defi nition and the formulae?

101Defi nition of a break-even point

A break-even point is the number of units that must be sold for the income and expenditure 

to be equal. In other words, this is the point where all the costs and expenditure are covered. 

At this point the net profi t will be equal to R0, which means neither a profi t nor a loss is shown.

690Example of a break-even point calculated in units

691Break-even point of Humpty Dumpty (Pty) Ltd for the year ended 28 February 2013

692Step 1: Calculate the variable costs.

R R

Total variable costs 374 000 

Direct material 180 000 

Direct labour 186 000 

Water and electricity (factory) 8 000 

693Step 2: Calculate the fi xed costs.

R R

Total fi xed costs 304 520 

Rent 48 000

Telephone 5 600

Water and electricity (offi  ce) 4 000

Salaries 80 000

Marketing 24 000

Interest 18 000

Loan repayments 30 000

Tax 94 920

694Step 3: Calculate the break-even point in units.

695Price per unit: R60

696Units sold per month: 1 250 

697Units sold per year: 15 000
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698Formula

699

You have now reached the end of learning unit 5.

SUMMARY

700We trust that this learning unit has provided you with the knowledge to draw up your 

own business plan. Remember that you, as the entrepreneur, should either draw up 

the business plan yourself, or be actively involved in the process. This is the only way to 

understand your enterprise, since the business plan acts as a blueprint of the enterprise.

701We have now reached the end of the second stage (the planning stage) in the creation of 

an enterprise. We have made all the decisions concerning our enterprise and concluded 

our planning. We now have to move on to the third and fi nal stage, the implementation 

stage, which we will discuss in learning unit 6.

102SELF-ASSESSMENT

To test and assess your knowledge of this learning unit, you can now do the following activities:

(i) Complete the self-assessment questions on learning unit 5 below. Remember: The only 

way you can test your knowledge is by answering the questions without looking at the 

solutions contained in Appendix A.

(ii) Do the self-assessment questions in the prescribed textbook at the end of chapter 5.

702Read the case study below and answer all the questions that follow.

703Case study: Tony’s Garden Services

704After working for many years as a horticulturist at a big nursery in Roodepoort, Tony 

Stevens decided to start an enterprise that provides garden services. Owing to the low 

start-up costs of such a business, there were quite a lot of competitors off ering garden 

services in Roodepoort. Tony realised that, unless he could off er more specialised services, 
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he would not survive in this competitive market. He considered providing three services – a 

basic garden service, tree felling and pruning of trees and shrubs, as well as landscaping.

705Tony decided to fi rst conduct market research to determine the need for more specialised 

garden services. The outcome of the market research revealed the following:

 • The demand for garden services will never decline, as people prefer to rather use a 

formal service than hiring someone from the street to work in their gardens.

 • Since Johannesburg is known as the city that has more trees than inhabitants, peo-

ple usually replace a tree once it has been cut down. This means that there will be a 

constant demand for the pruning and felling of trees.

 • There were quite a lot of new developments in the area that would need his exper-

tise in landscaping.

706Since Tony’s two sons, Paul and John, both completed a course in horticulture at Unisa, 

he decided to include them in the enterprise. Paul would be in charge of running the 

garden services, John would be responsible for the tree felling and pruning of trees and 

shrubs, while Tony would concentrate on landscaping. Tony’s wife, Sharon, agreed to 

handle the administration and fi nances of the business. They registered the enterprise, 

Tony’s Garden Services, as a private company with Tony as the director. Tony invested 

R70 000 of his pension money in the business and Paul, John and Sharon each contributed 

R10 000 of their savings. They applied for a loan of R300 000 to fi nance the purchase of 

four second-hand bakkies, equipment such as lawnmowers and edge trimmers, garden 

tools and chainsaws, as well as offi  ce equipment.

707As this type of service is labour intensive, the enterprise had to employ quite a lot of 

new employees. Sharon appointed Tarryn to help her with the administrative work. 

Paul decided to appoint two supervisors and allocated a team of four workers to each 

supervisor. John decided that he was going to start with only one team and appointed 

six experienced tree fellers to help him. As tree felling is sometimes executed under ex-

tremely dangerous conditions, they had to take out insurance for their employees before 

they could start to work.

708To provide a service on an order basis requires extremely good planning, as well as excel-

lent administration. Sharon has to take all the orders and plan the daily activities of the 

teams very carefully. Every morning the workers report to the offi  ce, from where they are 

transported to the diff erent gardens, together with the necessary equipment. Sharon has 

to calculate the time that is spent on transporting the teams from one garden to another 

and determine the shortest route to follow in order to save time and transport costs.

709Today Tony’s Garden Services is one of the biggest and best-known garden services on 

the West Rand. The owners of Tony’s Garden Services believe that a healthy cash fl ow 

forms the cornerstone of any enterprise and all their operating expenses are fi nanced by 

means of cash. They advertise in the Yellow Pages, occasionally in the local newspaper, and 

their name and contact details are on their vehicles. Tony, however, believes that satisfi ed 

clients telling others about their service off er the best exposure an enterprise can get. For 

this reason, the enterprise is always available, even over weekends. This means that they 

sometimes have to work seven days a week. Another reason for their success is that they 
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are constantly on the look-out for more effi  cient ways of providing their services. After 

dumping the garden refuse and trees at a dumping site for quite a while, the owners of 

Tony’s Garden Services decided to buy the necessary equipment and a piece of land in 

Kya Sands where the garden refuse is now being used to make compost, which they then 

use to fertilise the clients’ gardens.

710Multiple-choice questions

(1) When the owners of Tony’s Garden Services compiled their business plan, they 

had to keep in mind that the principles of a business plan state that it should 

 .

(a) serve as a blueprint of the enterprise

(b) make provision for future changes in the business environment

(c) be compiled by external consultants

(d) include all the facets of the proposed enterprise

Choose the correct option:

(1) a, b, c, d

(2) a, c, d

(3) a, b, c

(4) a, b, d

(2) The owners of Tony’s Garden Services had to keep in mind that the  of 

a business plan means that the business plan is useless unless it is implemented.

(1) analysis

(2) integration

(3) communication

(4) action

(3) The garden workers are transported to the diff erent gardens, which indicate 

that Tony’s Garden Services uses  distribution channel to transfer the 

garden services to their clients.

(1) a direct

(2) no

(3) more than one

(4) an indirect

(4) Tony believed that satisfi ed clients telling others about their services off er the 

best exposure that an enterprise can get. This is an example of  as an 

element of marketing communication.

(1) advertising

(2) sales promotions

(3) personal sales

(4) publicity
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(5) As this type of service is labour intensive, the enterprise had to employ quite a lot 

of new employees. The owners of Tony’s Garden Services would have addressed 

the human resources plan when they wrote the  .

(1) description of the enterprise

(2) marketing plan

(3) management plan

(4) fi nancial plan

(6) Tony invested R70 000 of his pension money and Paul, John and Sharon each 

contributed R10 000 of their savings. According to their capital contribution, Paul, 

John and Sharon each owns  of Tony’s Garden Services.

(1) 100%

(2) 70%

(3) 30%

(4) 10%

(7) Tony’s Garden Services had to apply for a loan of R300 000. The owners could 

have off ered their home as collateral for this loan, because it forms part of their 

 .

(1) fi xed assets

(2) current assets

(3) long-term liabilities

(4) current liabilities

(8) To calculate their net profi t in the income statement, the owners of Tony’s Garden 

Services would  the gross profi t.

(1) deduct the expenses from

(2) add the cost of sales to

(3) deduct the cost of sales from

(4) add the expenses to

(9) Tony’s Garden Services’ cash budget would play a very important role since all their 

operating expenses are fi nanced by means of cash. To calculate the closing cash 

balance in the cash budget, the owners would  the net cash balance.

(1) deduct the opening cash balance from

(2) add the opening cash balance to

(3) add the total cash receipts to

(4) deduct the total cash payments from

(10) When the owners of Tony’s Garden Services prepare their balance sheet, they will 

indicate the  as capital employed.

(a) loan of R300 000

(b) four second-hand bakkies, lawnmowers and edge trimmers

(c) land in Kya Sands

(d) own capital of R100 000
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Choose the correct option:

(1) a, c

(2) b, d

(3) a, d

(4) b, c

711

103

SUGGESTED SOLUTIONS TO THE SELF-ASSESSMENT QUESTIONS

Please refer to Appendix A for the suggested solutions to the self-assessment questions.

712 

713
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Learning Unit 6

Setting up a business

STUDY CHAPTER 6 IN THE PRESCRIBED BOOK

CONTENTS 

 - The forms of enterprise

 - The duties and legal requirements

 - Labour legislation

 - Establishment factors 

 - Setting-up factors related to the functions of the enterprise

104LEARNING OBJECTIVES

When you have worked through learning unit 6, you should be able to

  list and discuss the diff erent forms of enterprise

  list and explain the legal requirements that all enterprises must meet

  explain the diff erent employment contracts

  list the diff erent labour laws and give a brief discussion of the purpose or aim of each of 

them

  list and explain the establishment factors applicable to commercial, service and manu-

facturing enterprises

  defi ne the marketing function and explain the marketing strategy

  defi ne the public relations function and explain how the entrepreneur can use this func-

tion to promote the enterprise

  defi ne the information management function and explain how administration and record 

keeping should be developed

  defi ne the fi nancial function and explain the fi nancing of diff erent capital needs

  defi ne the human resources function and explain the steps that the entrepreneur has to 

take to plan staff  appointments

  defi ne the purchasing function and explain the tasks of this function

  defi ne the operations function and explain the transformation process

  defi ne the general management function and explain the four elements of general 

management

KEY CONCEPTS

You will need to master the following key concepts to achieve the learning outcomes 

for this learning unit:
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 • legal personality

 • limited and unlimited liability

 • limited and unlimited continuity

 • Registrar of Companies

 • full legal capacity

 • VAT

 • Unemployment Insurance Fund

 • Compensation Commissioner

 • service levies

 • turnover levies

 • employment contracts

105A MIND MAP FOR LEARNING UNIT 6

714

715
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OVERVIEW

716So far in this module, you, as the potential entrepreneur, have learned several important 

aspects, such as the following:

 • how to analyse yourself critically by determining your own strengths and weaknesses

 • how to turn a business idea into an opportunity for a new business

 • how to test the feasibility and viability of the business idea

 • how to draw up a business plan

717These activities all cover the idea and planning stages in creating an enterprise. When 

we discussed the character of a business plan in learning unit 5, we established that a 

business plan is useless unless it is implemented. We have now reached the implementa-

tion stage, the fi nal stage in the creation of an enterprise. This is the stage where the real 

action begins – where we have to put the idea into practice.

718In learning unit 6 we will discuss the practical factors to which the entrepreneur must 

pay attention in setting up a business. We are going to explain the diff erent forms of 

enterprise that you can choose from and we will discuss the duties and legal require-

ments you have to comply with before you can start the enterprise. We are also going to 

discuss the labour legislation briefl y, as well as the establishment factors that you have 

to consider before you decide on the location of your enterprise. Finally, we are going to 

explain how the eight functions of the enterprise should be implemented so that your 

enterprise can function as a unit.

6.1 THE FORMS OF ENTERPRISE

6.1.1 Diff erent forms of enterprise (business forms or business 

structures)

719Choosing the right form of enterprise can be quite complicated. The entrepreneur has 

to consider important factors such as the size of the enterprise, the extent of the capital 

need, legal personality, legal requirements and the procedures that must be followed to 

register the form of enterprise.

720Although there are various forms of enterprise, we are going to concentrate only on those 

that are applicable to small businesses.

106Forms of enterprise that is applicable to small businesses:

  sole proprietorship

  partnership

  close corporation

  private company

Important: You must study the information on forms of enterprise in section 6.2 together with 

the information on business structures in section 4.4.1 in the prescribed textbook. Also note that 

the discussion on the procedures for registering or setting up each form of enterprise follows 

after the discussion on labour legislation in the prescribed textbook, section 6.5.
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6.1.1.1 Sole proprietorship

721A sole proprietorship is usually a small enterprise which is owned by one owner. The name 

of the enterprise may be any legal name and this form of enterprise is easy and simple to 

establish. The owner is responsible for supplying the capital and managing the enterprise.

6.1.1.2 Partnership

722A partnership is formed by two to twenty partners. The name of the enterprise must end 

with “& Co”. A partnership agreement is formed by means of a written or verbal agree-

ment between the partners and a partnership is quite simple to establish. The partners 

are responsible for supplying the capital and managing the enterprise.

6.1.1.3 Close corporation

723From 1 May 2011 no new close corporations can be formed, but existing ones can con-

tinue to exist. A close corporation has one to ten members. The name of the enterprise 

must end with “CC”. The members are responsible for supplying the capital and manag-

ing the enterprise.

6.1.1.4 The private company

724A private company consists of one to fi fty shareholders. The name of the enterprise 

must end with “(Pty) Ltd”. It is much more complicated to establish than a partnership 

and prescribed formal documents have to be submitted to the Registrar of Companies. 

Capital is obtained by making shares available to the shareholders. A private company is 

managed by at least one director.

6.1.2 Characteristics of the forms of enterprise

Carefully study Table 6.1 in the prescribed textbook that indicates the charac-

teristics, advantages and disadvantages of each form of enterprise.

6.1.3  Factors that infl uence the choice of a form of enterprise

Activity 6.1

Using Table 6.1 in the prescribed textbook that indicates the characteristics, identify the 

factors that infl uence the choice of a form of enterprise.

725
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When choosing a form of enterprise, the entrepreneur has to keep the follow-

ing factors in mind:

  the nature of the product or service

  legal personality

  the liability of the owners

  the continuity of the enterprise

  tax obligations

  the specifi c legal requirements

  the need to involve third parties fi nancially

6.1.3.1 The nature of the product or service

726The nature of the product or service will determine the size of the enterprise. The bigger 

the enterprise, the more formal the form of enterprise has to be.

6.1.3.2 Legal personality

727Legal personality means that the enterprise can exist independently of its owners, which 

means the enterprise can act in its own name. Enterprises with legal personality, such 

as close corporations and private companies, can therefore conclude contracts, sue and 

apply for fi nance in the name of the enterprise. Enterprises without legal personality, such 

as sole proprietorships and partnerships, do not exist independently of their owners and 

all transactions are made in the name of the owners. Legal personality provides unlimited 

continuity to the enterprise and limited liability to the owners.

6.1.3.3 The liability of the owners

728Liability refers to the degree to which the owners are responsible for the debts of the 

enterprise. If an enterprise has legal personality, the assets and liabilities of the enterprise 

are completely separated from those of the owners. The owners have limited liability 

for the debts incurred by the enterprise. This means they can lose only the money they 

have invested in the enterprise, in other words, their personal assets are separated from 

those of the enterprise. If an enterprise does not have legal personality, the owners have 

unlimited liability for the debts of the enterprise. This means they can lose their private 

assets if the enterprise becomes bankrupt, because there is no distinction between their 

private assets and those of the enterprise.

6.1.3.4 The continuity of the enterprise

729If an enterprise has legal personality, it does not cease to exist if an owner dies, withdraws 

or when a new owner joins the enterprise. It has unlimited continuity or an indefi nite 

lifespan. If an enterprise does not have legal personality, it has limited continuity, which 

means that the enterprise ceases to exist if an owner dies, withdraws or when a new 

owner joins the enterprise.
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6.1.3.5 Tax obligations

730The owner of a sole proprietorship and the partners of a partnership pay tax in their 

personal capacity. Since close corporations and private companies have legal personality, 

the enterprises are taxed according to a fi xed rate.

6.1.3.6 The specifi c legal requirements

731This refers to the legal requirements applicable to the establishment of the enterprise, 

as well as the provision, auditing and publishing of fi nancial statements. Certain types 

of business also have to renew their licences annually.

6.1.3.7 The need to involve third parties fi nancially

732The capital need and the size of the enterprise will determine how many owners are 

needed. For example, a private company can issue shares to 50 shareholders and there-

fore can accumulate much more capital than a partnership with 20 partners or a sole 

proprietorship with one owner. 

733In addition to the above factors, the entrepreneur must also keep the name of the en-

terprise, the number of members and the distribution of profi t in mind.

6.1.4 Procedures for registering (setting up) the forms of enterprise

6.1.4.1 Sole proprietorship

734Setting up a sole proprietorship entails only a few legal requirements, such as obtaining 

a trading name and a trading licence.

6.1.4.2 Partnership

735Establishment procedures of a partnership entail only a few legal requirements, such as 

obtaining a trading licence. A partnership agreement, in the form of a written or verbal 

agreement, must be formed.

6.1.4.3 Close corporation

736Since no new close corporations are allowed, we are not going to discuss the establish-

ment procedures.

6.1.4.4 Private company

737Setting up a private company entails the following:

(1) Reserve a name for the company.

(2) A Memorandum of Association and Statutes/Articles must be drawn up.
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(3) Various documents and information must be submitted to the Registrar of Compa-

nies, such as information on the name and location of the company, copies of the 

Memorandum of Association and the Statutes and written proof that a chartered 

accountant will audit the annual fi nancial statements.

(4) The Registrar of Companies will issue a Certifi cate of Incorporation, which indicates 

that the company has received a legal personality.

6.2 THE DUTIES AND LEGAL REQUIREMENTS

Activity 6.2

Can you simply start your enterprise after choosing a suitable form of enterprise?

Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.

738The duties and legal requirements that apply to all forms of enterprise include the following:

 • full legal capacity

 • the type of economic activity

 • naming the business

 • registration of patents, trademarks and designs

 • testing of products

 • licensing

 • registration with the South African Revenue Service (SARS) (previously called the 

Receiver of Revenue) as an employer, a taxpayer and for VAT

 • registration with the Unemployment Insurance Fund

 • registration with the Compensation Commissioner (previously called the Workmen’s 

Compensation Commissioner)

 • registration with local authorities

 • registration with the Department of Trade and Industry

 • general industrial and commercial legislation

108Study the above duties and legal requirements in section 6.3 in the prescribed 

textbook.

739
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6.3 LABOUR LEGISLATION

Activity 6.3

What is the purpose of labour legislation?

Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.

6.3.1 Employment contracts

740It is important to understand that an employee makes himself or herself available to 

an employer in an employment contract. This relationship between the employer and 

the employee comprises certain rights and obligations that have to be mutually agreed 

on. For example, in the contract the employer describes the duties to be performed by 

the employee and the employee agrees on a wage or salary. The contract also defi nes 

whether employment is for a fi xed or an indefi nite period.

109Study the following forms of employment contracts in section 6.4.1 in the 

prescribed textbook:

  written contracts

  verbal contracts

  tacit contracts

Activity 6.4

Which type of contract would you use when you appoint your employees?

6.3.2 Acts

110You must study the following Acts in section 6.4.2 in the prescribed textbook:

  Labour Relations Act

  Basic Conditions of Employment Act

  Employment Equity Act

  Skills Development Act

  Broad-Based Black Economic Empowerment Act
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741Labour Relations Act

742You must study the aim and the objectives of this Act.

743Basic Conditions of Employment Act

744You must study the purpose and the provisions of this Act.

745Employment Equity Act, Skills Development Act and Broad-Based Black Eco-

nomic Empowerment Act

746You must study the purpose or aims of these Acts.

747Important: You do NOT have to study the sections in which the information appears.

6.4 ESTABLISHMENT FACTORS

748There are many factors that play a role in identifying a suitable location or place of es-

tablishment for the enterprise. The location of your enterprise will have a huge infl uence 

on your sales and your ability to compete with other enterprises.

Activity 6.5

Would the type of enterprise (manufacturing, commercial or service enterprise) infl uence 

the factors that you have to consider when you have to decide on a place of establish-

ment for your enterprise?

Contact your e-tutor via myUnisa for the answer to this activity. You will need 

it for answering your assignments and for exam preparation.

6.4.1 Establishment factors for commercial and service enterprises

749The market

750The enterprise must be visible and near the target market.

751Accessibility

752It must be easy for consumers to reach the enterprise.

753Cumulative attraction

754Other shops in the area, especially shopping centres, attract consumers.
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755Growth potential

756The growth potential of the area where the enterprise plans to establish is important. 

For example, a newly developed residential area implies that further development can 

be expected.

757Suitability of premises

758Factors such as suffi  cient parking space, the availability of water, electricity and public 

transport, and the cost of rent must be considered.

759Limited risk of competition

760You have to determine how many competitors there are and how likely it is that other com-

petitors will establish in the same area.

761Interception of consumers

762Consumers must be intercepted on their way to their traditional place of purchase.

6.4.2 Establishment factors for manufacturing enterprises

763Raw materials

764The enterprise must be near the source of raw materials to save transport costs.

765Labour

766The availability, skills and cost of labour are important.

767Transport

768Infrastructure, reliability and cost of transport must be considered, such as the availability 

of roads, rail, airports and harbours.

769Energy and water

770Electricity is needed to use machinery in the production process and water in the right 

quantities is also important.

771Climate

772The infl uence that the climate exerts depends on the type of product. For example, ag-

ricultural products are dependent on the climate of a certain region.

773Nature of end product

774If the end product is made up of diff erent kinds of raw materials from diff erent outlet 

points, it may be more benefi cial to establish near the market or at a central point.

775Incentives

776Government or local authorities can off er incentives to persuade enterprises to establish 

in certain regions or in industrial areas.
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6.5 SETTING-UP FACTORS RELATED TO THE FUNCTIONS OF 

THE ENTERPRISE

Activity 6.6

In learning unit 2 we briefl y discussed the eight functions of the enterprise. Can you still 

remember them?

777In this section we are going to explain the functions in more detail and we are going to 

concentrate on how the functions must be implemented during the establishment of 

the enterprise. Although we are going to discuss these functions separately, there is a 

degree of overlap between them. It is extremely important to remember that all these 

functions occur in every enterprise, regardless of the size of the enterprise. There should 

be constant interaction between these functions to enable the enterprise to function as 

a unit or a system.

6.5.1 The marketing function

111Defi nition

The marketing function is responsible for the transfer of the products from the manufacturer 

to the consumer and includes the activities that make this transfer possible. These activities 

include conducting market research and market segmentation, deciding on the target market 

and the marketing strategy, and compiling a marketing plan.

6.5.1.1 Initial marketing

778Before you can sell your products or services, you must plan a marketing campaign 

by compiling a marketing plan which is based on your specifi c target market. The core 

of this marketing plan will consist of your marketing strategy – the products or services 

that you are going to sell, your selling price and the distribution channel and form of 

marketing communication that you are going to use. You must also decide on the name, 

logo and motto of your enterprise.

Activity  6.7

In learning unit 2 we discussed the rights of consumers. Can you still remember them?

The rights of consumers are protected by legislation. Read the provisions of the 

Consumer Protection Act in section 6.7.1 in the prescribed textbook.
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6.5.1.2 The marketing strategy

779

780(a) The product

781This represents the products or services that you are going to off er and includes the colour, 

size, packaging, quality, guarantees and after-sales service of the products or services.

782(b) The price

783This is your selling price which you have determined when you have calculated the profi t 

potential of your idea. As we indicated in learning unit 4, the selling price should be prof-

itable, aff ordable and competitive.

784(c) Distribution

785Distribution entails the physical transfer of the products or services to consumers, or the 

way in which your products or services will reach the market. If you sell the products 

or services directly to consumers, you will use a direct distribution channel. If you use 

wholesalers, retailers or agents to sell your products to consumers, you will use an indi-

rect distribution channel.

786(d) Marketing communication

787This entails the methods that you are going to use to make consumers aware of your 

products or services. It is extremely important to keep the type of product or service, 

the size of the enterprise and the location of the target market in mind when you decide 

which method or element of marketing communication you are going to use. Market-

ing communication consists of four elements, namely advertising, sales promotions, 

personal sales and publicity.
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788Advertising

789This includes the use of pamphlets, radio and newspaper advertisements, as well as 

advertisements on billboards.

112

Check out:

 

The top 10 South African TV adverts that left you with an indelible experience: 

http://buzzsouthafrica.com/top-10-south-african-tv-adverts-that-left-you-with-an-

indelible-experience/

790Sales promotions

791These include special off ers, discounts, gifts and trade-ins.

792Personal sales

793These include the use of sales staff , for example telesales, door-to-door sales and catalogues.

794Publicity

795This includes sponsorships, donations and articles in newspapers or magazines.

6.5.2 The public relations function

113Defi nition

The public relations or external relations function is responsible for promoting the image of the 

enterprise to ensure positive support from all the interest groups of the enterprise. It strives to 

create goodwill, cooperation, mutual understanding and acceptance from all the relevant inter-

est groups, such as the consumers, community, capital providers, employees and authorities.

6.5.2.1 The diff erence between marketing and public relations

796Although the public relations and marketing functions work closely together, they are not 

the same. The marketing function sells the products or services to consumers to make 

a profi t for the enterprise. The public relations function sells the enterprise (making it 

known) to the public (interest groups) to promote the image of the enterprise.

6.5.2.2 The use of public relations

797As an entrepreneur, you can use public relations successfully to make the public aware 

of your new enterprise.
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798The following methods (or hints) can be used to promote public relations:

 • Use your network of friends and acquaintances to make your business known or 

join organisations and associations such as the local Chamber of Commerce. This is 

known as networking.

 • Invite journalists from the local newspaper to the opening of your business.

 • Write an article yourself and send photographs with it for publication.

 • Ask for an article to be written about your enterprise when you place advertisements.

 • Testimonials from satisfi ed customers are also an excellent form of public relations.

Read Example 6.8 on the successful use of public relations in the prescribed 

textbook.

114

Did you know:

Public relations (PR) do not always go well? 

Here’s what we can learn from the PR disasters of 2015: 

http://www.mediaupdate.co.za/publicity/83222/

heres-what-we-can-learn-from-the-pr-disasters-of-2015

6.5.3 The information management function

115Defi nition

The information management function (or the information and record systems function) is 

responsible for collecting, processing, storing and distributing information, as well as develop-

ing record-keeping and fi ling systems. This function enables management to make informed 

decisions.

799The following record-keeping systems must be developed for the new enterprise:

 • a system for keeping information on customers

 • an accounting system that is simple and eff ective

 • a stock control system

 • a system for the control of cash

 • a system for keeping records of marketing, enquiries and sales

 • a system for keeping record of turnover and profi t for tax purposes and levies to 

local authorities

Read the discussion in section 6.7.3 in the prescribed textbook on how the kind 

of information you must record will determine which fi ling system you must use.
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6.5.4 The fi nancial function

116Defi nition

The fi nancial function is responsible for determining the capital need of the enterprise and for 

deciding how the capital need will be fi nanced. This includes decisions on the eff ective applica-

tion of funds and the best possible use of the sources of fi nance, as well as the development 

of a basic accounting system.

6.5.4.1 Financing your enterprise

800The capital need of your enterprise can be fi nanced by means of internal and external 

capital sources. Although we have already discussed the importance of own capital in 

learning unit 5, the importance of investing your own funds in the enterprise cannot be 

overemphasised. Financing institutions generally require a certain amount of own capital 

to show that you, as the entrepreneur, are committed to the enterprise.

6.5.4.2 Financing of diff erent fi nancial requirements

801As an entrepreneur, it is important to know how to obtain the right fi nance for your dif-

ferent capital requirements.

 • To buy property, you will need a large amount and have to apply for long-term 

fi nancing.

 • To buy expensive machinery and equipment, you have to apply for medium-term 

fi nancing.

 • To buy computer equipment or raw materials, you have to apply for short-term 

fi nancing.

6.5.4.3 Managing your fi nances

Study the information on managing your fi nances in section 6.7.4 in the pre-

scribed textbook.

6.5.5 The human resources function

117Defi nition

The human resources function is responsible for the eff ective use of a competent, motivated 

labour force. The activities of this function include compiling job descriptions and job specifi ca-

tions, as well as the recruitment, selection, employment, induction, training and development 

of personnel.
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802Steps to plan your staff  requirements and to ensure the right appointments:

 • Draw up a list of all the tasks that must be performed in the enterprise.

 • Compile a job description by grouping the tasks so that tasks that can be performed 

by a specifi c person can be combined.

 • Compile a job specifi cation by determining what qualifi cations and skills the person 

must have to perform the tasks.

 • Recruit the right people. Since you do not have any employees yet, you will have to 

use external recruitment sources, such as placing advertisements, using recruitment 

agencies or approaching training institutions.

 • From the applicants, you then have to select the best candidate.

 • An employment contract must be signed and a written job description must be 

given to the new employee.

 • The training and development needs of the employees must be addressed regularly.

Read the discussion on appointing family members or friends and the compli-

cations arising from this in section 6.7.5 in the prescribed textbook.

6.5.6 The purchasing function

118Defi nition

The purchasing function is responsible for ensuring that production means of the right quality 

are supplied to the enterprise in the right quantities, at the right time, to the right place, from 

the right supplier, at the right price.

803In learning unit 4 we explained how to calculate the cost per unit for the diff erent types 

of enterprise and how the cost per unit infl uences the selling price and profi t of the 

enterprise. The price of production means, such as raw materials or stock, plays an ex-

tremely important role in the profi tability of the enterprise. Therefore, it is of the utmost 

importance that from the start, you fi nd the right supplier that can deliver the right quality 

production means at the right price.

804To start the purchasing function:

 • Find suitable suppliers of raw materials or stock.

 • Negotiate with suppliers for better prices for cash payments.

 • Compare suppliers in terms of prices, quality and the services they provide.

 • Find alternative suppliers so that you are not dependent on one supplier.

 • Maintain good relations with suppliers.

 • Maintain good relations with other functions of the enterprise.

 • Exercise eff ective stock control.

 • Exercise quality control.
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6.5.7 The operations function

119Defi nition

The operations function is responsible for transforming inputs (raw materials) into outputs 

(fi nal products) by using the four factors of production to manufacture products or to provide 

services.

805It is important to remember that all types of enterprise (manufacturing, commercial and 

service) have operations functions. In a manufacturing enterprise, the operations function 

is the place where the products are manufactured. Commercial and service enterprises 

also need inputs that must undergo some kind of transformation in order to deliver an 

output.

806The transformation process for the manufacturing of a product can be illustrated as follows:

807  

808An example of the transformation process for the manufacturing of wooden furniture:

809

120Read the information that should be considered by the operations function of 

a manufacturing enterprise in section 6.7.7 in the prescribed textbook.

6.5.8 The general management function

121Defi nition

The general management function is responsible for the overall management of the enterprise. 

This includes all the activities (planning, organising, leading and control) that are performed in 

the enterprise to enable the enterprise to achieve its goals. The general management function 

is found in all the other functions of the enterprise.
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810Below is an illustration of the general management function:

811

812As an entrepreneur, you will act as the manager of your enterprise. You will thus be 

responsible for the planning, organising, leading and control of all the activities of the 

enterprise.

813Planning

814Planning involves formulating objectives for the enterprise and working out a systematic 

plan to achieve these objectives. Management should determine in advance what the 

enterprise wants to achieve and how these objectives can be attained.

122

Check out:

How business planning leads to better management:

http://www.entrepreneur.com/article/219424

815Organising

816Organising entails grouping and coordinating activities, creating posts and allocating 

duties, authority and responsibilities to subordinates. Organising includes providing re-

sources such as labour, capital and raw materials (or stock) and dividing and distributing 

tasks. It means that you must determine in advance how, where, by whom, when and 

with what resources jobs must be carried out.

817Leading

818Leading refers to the way in which a manager motivates subordinates to work together 

voluntarily to achieve the objectives of the enterprise.

123

Check out:

How managers can be true leaders, not just taskmasters:

http://www.entrepreneur.com/article/235929

819Control

820Control means determining realistic standards against which the actual performance of 

the employees and the enterprise can be measured so that deviations can be identifi ed 
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and corrective steps taken. The manager ensures that employees carry out instructions 

according to plan so that the objectives of the enterprise can be achieved.

Read the discussion on general management in section 6.7.8 in the prescribed 

textbook.

You have now reached the end of learning unit 6.

SUMMARY

821The setting-up and establishment factors are not equal for all businesses. It is vital that 

you, as the entrepreneur, realise this important fact in order to determine which factors 

are critical for the success of your enterprise. The emphasis of the enterprise often shifts 

and growth makes diff erent demands on the enterprise. Where you may have started 

with a few or no staff  members, you have to appoint more staff  members as the need 

grows. You must take note of the critical success factors in the implementation stage, 

but must also be aware that the situation is not static. To ensure competitiveness and 

survival, provision for change must be made in time.

822We have now covered all the stages in the creation of an enterprise. We trust that you 

have learned how to come up with creative ideas, how to test the feasibility and viability 

of your idea, how to compile a business plan and how to implement your idea to start a 

real enterprise.

124SELF-ASSESSMENT

To test and assess your knowledge of this learning unit, you can now do the following activities:

(i) Complete the self-assessment questions on learning unit 6 below. Remember: The only 

way you can test your knowledge is by answering the questions without looking at the 

solutions contained in Appendix A.

(ii) Do the self-assessment questions in the prescribed textbook at the end of chapter 6.

823Read the case study below and answer all the questions that follow.

824Case study: Leather for Africa

825Oudtshoorn is a town in the Little Karoo that is well known for its ostrich farms. Freddy 

Fredericks was the owner of a small sole proprietorship that manufactured purses and 

handbags from ostrich leather. Freddy bought the leather from a local tannery, manufac-

tured the products with the help of his two employees, Tom and Jerry, and sold them to 

local shops and hawkers. Freddy experienced a serious cash fl ow problem, because he 

sold his products on credit to the local shops, while he had to pay his supplier in cash. To 
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make matters worse, the price of leather also increased owing to a drought in the area 

and the outbreak of bird fl u. His sales fi gures started to show a drastic decline, as he had 

to compete with several bigger enterprises that manufactured the same types of prod-

uct in bulk at lower costs and therefore could aff ord to sell them at lower prices. Freddy 

decided to retire and asked his son, Leon, to take over the business.

826Leon took over the business, realising that the business would not survive unless he made 

some drastic changes. He decided to involve six of his friends in the enterprise to accu-

mulate more capital and expertise. The new owners registered the enterprise, Leather 

for Africa, as a private company with Leon as the director. Leon invested R40 000 of his 

savings in the business and his friends each contributed R10 000. However, they still had 

to apply for fi nancing of R150 000 to purchase more industrial sewing machines, cutters, 

workbenches and offi  ce equipment.

827The new owners decided to add more products to the existing range. They included a 

bigger variety of purses and handbags, as well as belts, cell phone covers, book covers 

and attaché cases of various shapes and sizes for men and women. They also decided to 

rent a larger factory in an industrial area to increase the capacity of the enterprise. They 

employed more staff  to manufacture the products and Tom and Jerry were promoted 

to supervisors of the manufacturing division. Heidi was appointed to handle the admin-

istration of the new enterprise.

828Leon and the other owners realised that they would not survive if they concentrated only 

on the local market and tourists. They decided to launch a marketing campaign, starting 

off  with personal visits to owners of clothing shops in George and Mossel Bay, showing 

them samples of their products. Three of these shop owners agreed to sell the products. 

Leather for Africa also advertised their products in a regional newspaper, off ering to sell 

them to the public on an order basis.

829Leather for Africa could now also aff ord to sell their products at more competitive prices. 

Since they were now buying the leather in bulk, they qualifi ed for discount prices. The 

supplier also agreed to sell the leather on credit to them, which resulted in a tremendous 

diff erence in their cash fl ow fi gures.

830Multiple-choice questions

(1) One of the factors that Leon and the other owners had to keep in mind when they 

had to choose a form of enterprise is legal personality. They decided to register the 

enterprise as a private company, which means that Leather for Africa  .

(a) can exist independently of Leon and the other shareholders

(b) cannot exist independently of Leon and the other shareholders

(c) can act in its own name

(d) can own its own assets

Choose correct option:

(1) a, b

(2) a, b, c, d
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(3) b, c, d

(4) a, c, d

(2) Because Leon and the other owners have registered the enterprise as a private com-

pany, their liability would be  .

(1) unlimited, which means that they could lose their private assets if the enter-

prise goes bankrupt

(2) limited to their own personal debts

(3) limited to the debts of the enterprise

(4) limited to the capital they have invested in the enterprise

(3) Leon and the other owners also had to keep the continuity of the enterprise in 

mind. Leather for Africa would  .

(1) have limited continuity

(2) have an indefi nite lifespan

(3) cease to exist if one of the shareholders withdrew from the enterprise

(4) cease to exist if they decided to involve more shareholders

(4) Because Leather for Africa is a private company, the prospects of fi nancing would 

be  .

(1) limited to Leon’s creditworthiness

(2) worse than that of a sole proprietorship

(3) limited to the enterprise’s creditworthiness

(4) limited to the shareholders’ creditworthiness

(5) To be allowed to set up a business, Leon and the other owners should have full 

legal capacity. This means that they  .

(1) may be insolvent

(2) have to comply with the rules and regulations of the local authorities

(3) may not be under judicial management

(4) do not need to have the capacity to pay their bills

(6) Working with industrial sewing machines and cutters could be dangerous. Therefore 

Leather for Africa had to take out insurance for their employees before they could 

start to work. If an accident takes place, the employees can claim compensation 

from the  .

(1) local authorities

(2) South African Revenue Service

(3) Unemployment Insurance Fund

(4) Compensation Commissioner

(7) The owners of Leather for Africa decided to rent a larger factory to increase the 

capacity of the enterprise. The most important establishment factors that Leather 

for Africa had to consider were  .

(a) the availability of raw materials

(b) the market
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(c) cumulative attraction

(d) energy and water

Choose the correct option:

(1) a, c

(2) b, d

(3) a, b, c

(4) a, d

(8) To manufacture the leather products without interruptions, the operations function 

should determine how much leather they would need and notify the  

function in advance so that the leather can be bought in time from the local 

tannery.

(1) marketing

(2) public relations

(3) purchasing

(4) information management

(9) Showing samples of their products to the clothing shops in George and Mossel 

Bay and placing advertisements in the regional newspaper is the responsibility 

of the  function of Leather for Africa.

(1) marketing

(2) public relations

(3) operations

(4) information management

(10) Leather for Africa employed more staff  to manufacture the products and Tom and 

Jerry were promoted to supervisors of the manufacturing division. The division of 

tasks forms part of the  element of the general management function 

of Leather for Africa.

(1) planning

(2) organising

(3) leading

(4) control

125SUGGESTED SOLUTIONS TO THE SELF-ASSESSMENT QUESTIONS

Please refer to Appendix A for the suggested solutions to the self-assessment questions.

831

832
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APPENDIX A

CHAPTER 1

SUGGESTED SOLUTIONS TO THE SELF-ASSESSMENT QUESTIONS

833

834Case study: New Romantics

8351. 3

836An entrepreneur takes the risk to start his or her own enterprise and is creative, innovative 

and responsible for the growth of the enterprise. Options a and c relate to the character-

istics of a small business manager. Therefore, only option 3 can be correct.

8372. 1

838An intrapreneur is creative and innovative and contributes towards the growth of the 

enterprise, but is not willing to take the risk of starting his or her own enterprise. Nicky is 

an employee with entrepreneurial abilities. Option 2 is incorrect, because an entrepreneur 

takes the risk to start his or her own enterprise. Option 3 is incorrect, because a small 

business manager is the owner of the business and does not display any creativity and 

innovation. Option 4 is incorrect, as a franchisor is an entrepreneur and New Romantics 

is not a franchise.

8393. 4

840Options 1 and 2 are advantages of an informal enterprise. Option 3 is a disadvantage 

of a formal enterprise. A formal enterprise has easier access to external fi nance than an 

informal enterprise.

8414. 2

842Commitment refers to the owner’s willingness to dedicate his or her money, skills and 

expertise to establish and build the enterprise. Option 1 refers to the owner’s willing-

ness to perform tasks himself or herself, option 3 refers to the owner’s ability to learn 

from setbacks and failures and option 4 refers to the owner’s ability to carry on, despite 

setbacks and diffi  cult situations.

8435. 1

844Involvement refers to the owner’s willingness to work in the enterprise himself or herself. 

Nadene is personally involved in the enterprise and is aware of everything that is hap-

pening at all levels and in all the divisions of New Romantics.

8456. 4

846If the enterprise fails, the owner would not only lose his or her own capital, but would 

also be liable for paying back the borrowed capital. Option 1 refers to the owner’s ability 
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to identify and implement opportunities, option 2 refers to the owner’s ability to carry 

on, despite setbacks and diffi  cult situations and option 3 refers to the owner’s ability to 

learn from setbacks and failures.

8477. 1

848Creativity refers to the ability to identify new ideas and opportunities, and innovation 

refers to the ability to implement or apply these ideas and opportunities. Nadene identi-

fi ed and implemented the opportunity to open the shop.

8498. 2

850Option 1 refers to the owner’s overall knowledge of the enterprise. Option 3 refers to 

the continued existence of the enterprise. Option 4 refers to the ability of the owner to 

distinguish between income and profi t. Growth refers to the expansion of the enterprise.

8519. 1

852If New Romantics does not maintain sound human relations with their consumers, the 

consumers will not refer other customers to them. Option 2 refers to perseverance. Op-

tions 3 and 4 refer to the owner’s willingness to risk investing own capital in the enterprise.

85310. 3

854Option a is incorrect, since profi t is the amount that is left after she has bought more fabric 

and paid the seamstresses’ salaries and all her other expenses. Income is the amount she 

gets from the sales of the wedding gowns and must fi rst be used to purchase more stock 

and to pay operating expenses. Therefore, only option 3 can be correct.

855
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CHAPTER 2

SUGGESTED SOLUTIONS TO THE SELF-ASSESSMENT QUESTIONS 

856

857Case study: Lazy to Cook

8581. 3

859By acting as a wedding planner and coordinator, Zanele provides a service. Therefore op-

tions 1 and 4 are incorrect. Option 2 is also incorrect, as this answer relates to the branch 

of industry, not the production branch.

860

8612. 2

862Zanele prepares the food, which indicates that she transforms the ingredients into a 

meal. This activity falls under the secondary sector. She also provides a service by act-

ing as a wedding planner and coordinator, which means that the enterprise can also be 

classifi ed under the tertiary sector. Option a is incorrect because Zanele is not involved 

in the exploitation of natural resources. Option d is also incorrect because she does not 

sell products to consumers and the commercial activity falls under the tertiary sector.

863

8643. 1

865An entrepreneur starts an enterprise with the primary (main) objective of making a profi t. 

Options 2, 3 and 4 are examples of secondary objectives. Secondary objectives are ad-

ditional objectives that are set to support the achievement of the primary objective.

866

8674. 1

868Zanele needs ingredients (raw materials) to prepare the food. Option 2 refers to the em-

ployees of the enterprise, option 3 refers to Zanele’s ability to take the risk to start her 

own enterprise and option 4 refers to the money she uses in the enterprise.

869

8705. 1

871Option 2 is incorrect, as it refers to the right of consumers to decide what products they 

want to buy. Option 3 is incorrect, as it refers to the right of consumers to complain about 

the quality of products or services. Option 4 is also incorrect, as it refers to the right of 

consumers to be protected against harmful products. Although options 1 and 4 are closely 

related, Zanele does not sell unsafe products and therefore does not have to warn her 

consumers against the use of her catering services.

872

8736. 3

874Option 1 refers to the fact that the bridal couple has to choose, for example, whether 

they want to spend their limited budget on a wedding reception or on their honeymoon. 
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If they decide on a reception, they have to decide what type of reception they want – a 

morning tea, a lunch or a formal evening reception. This refers to option 2. As soon as 

they have decided on the type of reception, they have to decide on the details of the 

reception, which includes the type of food they want to serve. This refers to option 3. 

Then they have to decide who will be doing the catering, which refers to option 4.

875

8767. 2

877The market is made up of diff erent ethnic groups and each group has a distinctive culture 

and lifestyle, which will obviously infl uence the type of reception they would prefer. The 

economic environment relates to infl ation and interest rates, the political environment 

relates to legislation and the infl uence of government, and the physical environment 

relates to natural resources and pollution.

878

8798. 3

880The petrol price relates directly to the economic environment, as it has a direct infl uence 

on the prices of products and services. Although the international environment deter-

mines the oil prices and exchange rates, petrol prices are classifi ed under the economic 

environment.

881

8829. 4

883The physical environment relates to natural resources and pollution and includes weather 

conditions and natural disasters. Therefore, only option 4 can be correct.

884

88510. 1

886The political environment relates to legislation which determines that formal businesses 

must register a specifi c form of enterprise. It also relates to the infl uence of local authori-

ties which specifi es that businesses that are involved in the food industry must comply 

with municipal health requirements.

887

888
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CHAPTER 3 

SUGGESTED SOLUTIONS TO THE SELF-ASSESSMENT QUESTIONS

889

890Case study: Power for the Nation

8911. 1

892During the idea stage the entrepreneur identifi es, develops and tests the feasibility of 

business ideas. Option 2 refers to testing the viability of the idea and drawing up the 

business plan, option 3 forms part of option 2 and option 4 refers to the actions that the 

entrepreneur has to take to convert the idea into an enterprise.

893

8942. 4

895During the implementation stage the entrepreneur takes all the actions to convert the 

idea into an enterprise. Option 1 refers to identifying and testing the feasibility of ideas, 

option 2 refers to testing the viability of the idea and drawing up the business plan and 

option 3 forms part of option 2.

896

8973. 3

898The planning stage represents the decision-making stage. During this stage, the entre-

preneur has to make all the decisions concerning the proposed enterprise and also has 

to decide whether the idea is viable. Option 1 refers to identifying and testing the feasi-

bility of ideas, option 2 forms part of option 1 and option 4 refers to the actions that the 

entrepreneur has to take to convert the idea into an enterprise.

899

9004. 2

901Divergent thinking entails the ability of the entrepreneur to think of many original, diverse 

and elaborate ideas. This is essential to the novelty of creative products. Options a and d 

refer to convergent thinking. Therefore, only option 2 can be correct.

902

9035. 1

904When applying this method, entrepreneurs learn to judge everything that they read or 

observe on the strength of the ideas they can develop from it. Option 2 relates to putting 

the ideas on paper, option 3 relates to getting a better understanding of other people’s 

perspectives and option 4 relates to exploring the grey areas between right and wrong.

905

9066. 4

907Option d is incorrect, because it relates to another method of cultivating a creative atti-

tude. Option 1 is incorrect, because it does not include option c which is also an example 

of breaking your routine. Therefore, only option 4 can be correct.
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9087. 1

909Skills can be learned and can also be obtained from formal training. Martin studied to 

become a qualifi ed electrician. Option 2 refers to experience. Options 3 and 4 are actually 

the same, as aptitudes refer to inborn talents.

910

9118. 3

912Option 1 refers to the fact that Martin and Jessica have to be aware of their daily routines. 

Option 2 refers to their qualifi cations, experience and natural talents. Option 4 refers to 

the use of other sources, such as the Yellow Pages, business publications and expired 

patents. Martin and Jessica listened to their customers and identifi ed that all of them 

experienced a need for generators.

913

9149. 1

915A bow-tie diagram is used to develop ideas in terms of the essence of the idea, the pos-

sible combination of ideas and the possibility of taking a new direction with the idea. 

Option 2 refers to the profi t potential of the idea and forms part of option 4, option 3 

refers to the potential of the idea to be converted into an enterprise and option 4 refers 

to the market and profi t analysis of the idea.

916

91710. 1

918A feasibility study is a general examination of the potential of the idea to be converted 

into an enterprise. This study focuses on the ability of the entrepreneur to put the idea 

into practice. Options c and d form part of the viability study which focuses on the market 

and profi t potential of the idea. Therefore, only option 1 can be correct.

919
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CHAPTER 4

SUGGESTED SOLUTIONS TO THE SELF-ASSESSMENT QUESTIONS

920

921Case study: The Feather Dusters

9221. 3

923The market analysis consists of three steps. The fi rst step entails determining and analys-

ing the total potential market, the second step entails determining the target market and 

the third step entails determining the expected market share. Options a and b form part 

of determining the profi t potential of the idea. Therefore, only option 3 can be correct.

924

9252. 3

926The psychographic segment represents the lifestyle of the consumers, which determines 

the types of cleaning services they would prefer. Option 1 relates to where the consumers 

live, option 2 relates to who the consumers are and option 4 relates to when and how 

often the consumers would use the cleaning services.

927

9283. 4

929The behaviouristic segment represents the buying pattern of the consumers, which 

determines when and how often they would use the cleaning services. Option 1 relates 

to where the consumers live, option 2 relates to who the consumers are and option 3 

relates to which types of services the consumers prefer.

930

9314. 3

932The psychographic segment represents the lifestyle of the consumers, which includes 

whether or not they work full-time. Option 1 relates to where the consumers live, op-

tion 2 relates to who the consumers are and option 4 relates to when and how often the 

consumers would use the cleaning services.

933

9345. 4

935Opportunities and threats come from the market and macro-environments. Power cuts 

can be classifi ed as an example of the physical environment (a variable in the macro-

environment). Option 3 is incorrect, as power cuts could delay the execution of the clean-

ing services and can therefore be regarded as a threat. Options 1 and 2 are also incorrect, 

because strengths and weaknesses come from the micro-environment.

936

9376. 3

938Opportunities and threats come from the market and macro-environments. The legislation 

on the employment of domestic workers can be classifi ed under the political environ-
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ment (a variable in the macro-environment). Option 4 is incorrect, because the legislation 

persuaded people to rather use cleaning services, which could defi nitely not be regarded 

as a threat for The Feather Dusters. Options 1 and 2 are also incorrect, because strengths 

and weaknesses come from the micro-environment.

939

9407. 1

941The capacity of an enterprise refers to the maximum number of products the enterprise 

can manufacture, or the maximum number of services the enterprise can provide, within 

a certain period. Wendy had only six employees and one vehicle, therefore The Feather 

Dusters’ capacity restricted the number of services they could provide per day. Option 2 

refers to the infl uence that the economic situation has on the disposable income of con-

sumers. Option 3 refers to the consumers’ ability to pay for the cleaning services. Option 

4 refers to the number of consumers that would use the cleaning services.

942

9438. 2

944Variable costs would increase proportionally with the number of services provided – the 

more houses they have to clean, the more they have to travel from one destination to an-

other. Option 1 refers to costs that remain the same, regardless of the number of services 

provided, such as the rent of the new premises. Options 3 and 4 are the same – costs that 

cannot be allocated directly to the manufacturing of a product.

945

9469. 3

947The Feather Dusters provides cleaning services and can therefore be classifi ed as a ser-

vice enterprise. To calculate the total cost per unit, they have to divide the total costs per 

month by the hours worked per month. The total costs per month would include the 

salaries of the cleaning ladies, the rent of the premises and the overheads per month.

948

94910. 4

950The formula for calculating the break-even point in units states that fi xed costs should 

be divided by (price per unit minus variable costs per unit). Therefore, only option 4 can 

be correct.

951
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952

953Case study: Tony’s Garden Services

9541. 4

955The principles of a business plan state that it should serve as a blueprint of the business 

by including all the facets of the proposed business and that it should be a fl exible plan-

ning document that makes provision for future changes in the business environment. 

Although the business plan can be compiled by external consultants, the entrepreneur 

should be personally involved in the development of the business plan. Because option 

c is incorrect, only option 4 can be correct.

956

9572. 4

958Option 1 refers to the fact that the business plan should act as a checklist of all sets of 

information, option 2 refers to the fact that the information in the business plan should 

correspond in order to make business sense and option 3 refers to the fact that the busi-

ness plan should contain valuable information.

959

9603. 1

961Direct distribution means that the service is provided directly to the clients. Options 3 and 

4 refer to the use of intermediaries, such as wholesalers, retailers or agents, to transfer 

the product or service to the consumers. Option 2 is totally incorrect – no distribution 

implies that no sales transaction has taken place.

962

9634. 3

964Option 1 refers to the use of newspapers or magazines to advertise products or services, 

option 2 refers to special off ers for a limited period and option 4 refers to sponsorships 

or articles in newspapers or magazines.

965

9665. 3

967The management plan includes topics such as the organisational structure, the form of 

enterprise, the ownership structure and the human resources plan. Option 1 includes a 

general description of the enterprise and information on the branch of industry and the 

objectives of the enterprise. Option 2 includes information on the target market, market 

share and marketing strategy. Option 4 includes the fi nancial forecasts, as well as all the 

fi nancial statements and budgets.

968
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9696. 4

970When we add all their capital contributions, the own capital equals R100 000. Tony 

contributed R70 000 and therefore owns 70% of Tony’s Garden Services. Paul, John and 

Sharon each contributed R10 000 and therefore each of them owns 10% of the enterprise.

971

9727. 1

973When an entrepreneur applies for a loan, the fi nancial institutions would insist on some 

kind of collateral, such as fi xed assets, property or policies, which they can repossess if 

the entrepreneur fails to repay the loan. Option 2 is incorrect, as current assets are not 

regarded as collateral. Options 3 and 4 are totally incorrect, as liabilities refer to the debts 

that the enterprise has to repay.

974

9758. 1

976Only option 1 can be correct. To calculate the net profi t, the expenses should be deducted 

from the gross profi t.

977

9789. 2

979Only option 2 can be correct. To calculate the closing cash balance, the opening cash 

balance should be added to the net cash balance.

980

98110. 3

982Capital employed refl ects own capital, long-term liabilities and current liabilities. This 

indicates how much capital is available to the enterprise. Options b and c are examples 

of the employment of capital. This indicates how the capital was invested, or what assets 

were bought with the available capital. Therefore, only option 3 can be correct.

983
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984

985Case study: Leather for Africa

9861. 4

987Legal personality means that the enterprise is regarded as an entity on its own. This implies 

that the enterprise exists independently of its owners and can act in its own name. The 

assets and liabilities of the enterprise are completely separate from those of the owners. 

Option b is incorrect, as it refers to an enterprise without legal personality.

988

9892. 4

990If an enterprise has legal personality, the enterprise is liable for its own debts and the 

owners can lose only the capital they have invested in the enterprise. Option 1 is incorrect, 

as this refers to an enterprise without legal personality. Option 2 is incorrect, because the 

personal debts of the owners do not form part of the debts of the enterprise. Option 3 

is also incorrect – if the amount of debt exceeds the capital contribution of the owners, 

their private assets cannot be attached to settle the debts of the enterprise.

991

9923. 2

993Because a private company has legal personality, its existence is not dependent on its 

members. This means that a private company has unlimited continuity or an indefi nite 

lifespan. Options 1, 3 and 4 relate to an enterprise without legal personality.

994

9954. 3

996Options 1 and 4 are incorrect, because a private company is regarded as a legal person 

on its own. The owners apply for a business loan in the name of the enterprise, not in 

their personal capacity. Option 2 is incorrect, as a sole proprietorship can only have one 

owner and the enterprise cannot exist independently of its owner. This means that the 

prospect of fi nancing is limited to one person’s ability to accumulate capital.

997

9985. 3

999Full legal capacity means that an insolvent person or a person under judicial manage-

ment may not start an enterprise. Therefore, options 1 and 4 are incorrect. Option 2 is 

also incorrect, as this relates to registration with the local authorities.

1000

10016. 4

1002Option 1 is incorrect, as this relates to the payment of service and turnover levies to the 

local authorities. Option 2 is incorrect, as this relates to the fact that all enterprises must 
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register with SARS as taxpayers, as employers, as well as for VAT. Option 3 is also incorrect, 

as this relates to the compensation of employees in the lower income groups if they are 

dismissed or have to take maternity leave.

1003

10047. 4

1005Leather for Africa is a manufacturing enterprise because they do not sell the leather 

products directly to consumers. They would therefore establish near the source of raw 

materials (the local tannery) to save transport costs and they would also need energy 

and water to manufacture their products. Options b and c relate to establishment fac-

tors for commercial enterprises and they cannot be classifi ed as a commercial enterprise.

1006

10078. 3

1008The purchasing function is responsible for buying production means of the right qual-

ity, in the right quantities, at the right time, so that the operations function can continue 

its activities without interruptions. The marketing function is responsible for selling the 

products to consumers, the public relations function is responsible for improving the 

image of the enterprise and the information management function is responsible for 

distributing information.

1009

10109. 1

1011The marketing function is responsible for selling the products of the enterprise and in-

cludes activities such as personal sales and advertising. The public relations function is 

responsible for improving the image of the enterprise, the operations function is respon-

sible for transforming inputs into outputs and the information management function is 

responsible for distributing information.

1012

101310. 2

1014Organising entails the provision of capital, resources and labour, as well as the division 

of tasks. Option 1 relates to setting objectives, option 3 relates to motivating employees 

so that they will perform their tasks willingly and option 4 relates to setting performance 

and quality standards and ensuring that employees comply with these standards.


