
AS Business Studies 

Business Activity 

Resources – the inputs that are used in the production process to produce goods and services. These 

are also called Factors of Production: 

 Capital – the finance needed to set up a business and pay for its continuing operation as well as 

all the man-made resources used in production 

 Enterprise – the driving force, provided by risk-taking individuals known as entrepreneurs, that 

combines the other factors of production into a unit that is capable of producing goods and 

services. It provides a managing, decision making and co-ordinating role. 

 Labour – manual and skilled labour make up the workforce of the business 

 Land – the general term not only includes land itself but all of the renewable and non-renewable 

resources of nature 

Self-Sufficient – depending on one’s own goods that were personally made or grown by oneself 

‘The Economic Problem’ – there are insufficient goods to satisfy all of our needs and wants at any 

one time 

Opportunity Cost – the benefit of the next most desired option which is given up e.g. if a consumer 

were to choose to purchase salad over fries, fries would be the opportunity cost for this consumer 

Consumer Goods – these are physical and tangible goods sold to the general public.  

Consumer Services – non-tangible products that are sold to the general public e.g. hotel 

accommodation, insurance services, train journeys 

Capital Goods – physical goods that are used by industry to aid in the production of other goods and 

services e.g. machines, commercial vehicles 

Primary Sector – those firms engaged in the extraction of natural resources so that they can be used 
and processed by other firms 

Secondary Sector – those firms that manufacture and process products from natural resources 

Tertiary Sector – those firms that provide services to consumers and other businesses 

Public Sector – comprises of organization accountable to and controlled by central or local 
government (the state) 

Private Sector – comprises of businesses owned and controlled by individuals or groups of 
individuals 
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Factors that determine Objectives 

 Size and Legal Form – Smaller businesses will be more concerned with survival or satisficing, 

whereas larger business may be more concerned rapid business growth or profit maximisation. 

 Corporate Culture – the code of behaviour and attitudes that influence the decision-making 

style of the managers and other employees of the business. Culture is about people, how they 

perform and deal with others, how aggressive they are in the pursuit of objectives and how 

adaptable they are in the face of change. 

 Sector of Business – state-owned organisations tend not to have profit as a major objective, 

instead ‘quality of service’ measures are often used.  

 Number of Years in Operation – newly formed businesses are likely to be driven by survival.  

Once well established, the business may pursue other objectives such as growth and profit. 

Common Corporate Objectives 

 Profit Maximisation – private sector firms want to gain the highest profit through increasing 

revenue and decreasing costs of production 

 Growth – this is usually measured in terms of sales or value of output; growth can reduce risk of 

takeovers, appeal to new competitors, and motivate managers 

 Maximising shareholder value – helps to direct management action towards taking decisions 

that would increase share price and returns to shareholders 

 Increasing Market share – indicates that the marketing mix of the business is proving to be more 

successful than that of its competitors. Becoming the ‘brand leader’ would make customers and 

retailers want to be more involved with this product over the competitors.  

 Maximising short-term sales revenue – would benefit managers and staff when salaries and 

bonuses are dependent on sales revenue levels 

 Survival – likely to be key objective of most new business start-ups. There is a high failure rate of 

new business, which means that to survive for the first two years of trading is a very important 

aim for entrepreneurs. 

 Profit Satisficing – aiming to achieve enough profit to keep the owners happy but not aiming to 

work flat out to earn as much profit as possible. Once a satisfactory level of profit has been 

achieved, the owners consider that other aims take priority – such as more leisure time. 

 Corporate Social Responsibility 

 

Stages in Decision Making 

1. Set objectives 

2. Assess the problem or situation 

3. Gather data about the problem and possible solutions 

4. Consider all decision options 

5. Make the strategic decision 

6. Plan and implement the decision 

7. Review its success against the original objectives 
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Example Income Statement  Example Balance Sheet 

Sales Revenue 1315860  Non Current Assets  

Cost of Sales 48826  Premises 889000 

Gross Profit 1267034  Machinery 126000 

Expenses 

 Fixtures 

 Loan Repayments 

 Mortgage 

 Other Expenses 

 Advertising 

 Insurance 

 Wages 
Total: 

 
15000 

2500 
750 

2600 
2100 
1800 

42336 
67086 

 Vehicle 200000 

 Current Assets  

 Stock 9500 

 Cash 2260 

 Accounts Receivable 35798 

 Total Assets 1262558 

 Current Liabilities  

 Accounts Payable 49000 

 Overdraft 7000 

Net Profit 1199948  Non Current Liabilities  

Interest 10500  Mortgage 300000 

Profit Before Tax 1189448  Loan 4000 

Tax at 20% 237890  Total Liabilities 360000 

Profit After Tax 951558  Share Equity 6000 

Dividends 55000  Retained Profit 896558 

Retained Profit 896558  Total Equity and Liabilities 1262558 

 

Goodwill – arises when a business is valued at/sold for more than the balance-sheet value of assets 

Intellectual Capital/Property – amount by which the market value of a firm exceeds its tangible 

assets less liabilities 

Information not in Published Accounts 

 Details of the sales and profitability of each good or service produced by the company and of 

each division or department 

 The research and development plans of the business and proposed new products 

 The precise future plans for expansion or rationalisation of the business 

 The performance of each department or division 

 Evidence of the company’s impact on the environment and the local community 

 Future budgets or financial plans 

 

Window Dressing – presenting the company accounts in a favourable light – to flatter the business 

performance. Common ways of window dressing include: 

 Selling assets at the end of the financial year then lease them back 

 Reduce the amount of depreciation of fixed assets; increase profits and asset value 

 Ignoring some trade receivables 

 Giving stock levels a higher value than what they are worth 

 Delaying the payment of bills or incurring expenses until after they have been published 
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Contracts 

Employment Contract – a legal document that sets out the terms and conditions governing a 

worker’s job. A contract includes: 

 Employees responsibilities 

 Working hours 

 Rate of pay and holiday entitlement 

 Notice period both employee or employer 

Zero-Hours Contract – no minimum hours of work are offered and workers are only called in – and 

paid – when work is available 

Temporary employment contract – employment contract that lasts for a fixed time period e.g. 6 

months.  

Part time employment contract – employment contract that is less than the normal full working 

week e.g. 37.5 hours per week 

Flexitime contract – employment contract that allows the staff to be called in at times most 

convenient to employers and employees e.g. busy times of the day 

Teleworking – staff working from home but keeping contact with the office by means of modern IT 

communications 

Outsourcing – not employing staff directly, but using an outside agency or organisation to carry out 

some business functions  

Core workers – full time and permanent staff 

Peripheral workers – temporary, past time and self employed workers 

Charles Handy, Shamrock Organisation – shows the trend towards 

fewer core staff on permanent and salaried contracts. 

Equality Policy – practices and processes aimed at achieving a fair 

organisation where everyone is treated in the same way and has the 

opportunity to fulfil their potential 

Diversity Policy – practices and processes aimed at creating a mixed workforce and placing positive 

value on diversity in the workplace 

Work-life Balance – a situation in which employees are able to give the right amount of time and 

effort to work and to their personal life outside of work i.e. to family 

 

 

 

Core Workers 

(strategists, knowledge and 

core processes) 

Flexible Workers 

(part-timers, contractors, 

consultants) 

Outsourced Work 

(IT, marketing, HR, 

training, franchising, 

finance) 
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Growth: 

 Increased consumer awareness 

 Sales rise 

 Revenues increase 

 Costs – fixes costs/variable costs, profits may be made 

 Monitor market – competitors reaction 

Maturity: 

 Sales reach peak 

 Cost of supporting the product declines 

 Ratio of revenue to cost high 

 Sales growth likely to be low 

 Market Share may be high 

 Competition likely to be greater 

 Monitor Market – changes/amendments/new strategies 

Decline: 

 Product outlives/outgrows its usefulness/value 

 Fashions change 

 Technology changes 

 Sales decline 

 Cost of supporting starts to rise too far 

 Decision to withdraw may be dependent on availability of new products and whether 

fashions/trends will come around again 

 

Product Extension Strategy 

Product Extension Strategy – a medium to long-term plan for lengthening a products life cycle. It is 

likely implemented during the Maturity stage or early Decline. Extension strategies can include: 

 Redesigning the product – New and improved 

 Adding an extra feature – Now with...(colour, quality, etc.) 

 Changing the packaging and advertising to appeal to a new Market Segment 

 Providing a Unique Selling Point  
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Production Methods 

Job Production – producing a one-off item specifically designed for the customer; requires a skilled 

workforce e.g. personalised wedding cakes 

Advantages Disadvantages 

Able to undertake specialist projects or jobs, 
often with high value added 

High unit production costs 

Time-consuming 

High levels of worker motivation Wide range of tools and equipment needed 

 

Batch Production – producing a limited number of identical products – each item in the batch passes 

through one stage of production before passing onto the next stage 

Advantages Disadvantages 

Some economies of scale High levels of stocks at each production stage 

Faster production with lower unit costs than job 
production 

Unit costs likely to be higher than with flow 
production 

Some flexibility in design of product in each 
batch 

 

Flow Production – producing identical items in a continually moving process; used for products with 

high steady demand 

Advantages Disadvantages 

Low unit costs due to constant working of 
machines, high labour productivity and 
economies of scale 

Inflexible – often very difficult and time-
consuming to switch from one type of product to 
another 

Expensive to set up flow-line machinery 

 

Mass Customisation – the use of flexible computer-aided production systems to produce items to 

meet individual customers’ requirements at mass-production cost levels; requires flexible equipment 

and workers 

Advantages Disadvantages 

Combines low unit costs with flexibility to meet 
customers’ individual requirements 

Expensive product redesign may be needed to 
allow key components to be switched to allow 
variety 

Expensive flexible capital equipment needed 

 

Factors that Influence the Change of Production Method 

 Size of market 

 Amount of capital available 

 Availability of other resources 

 Market demand exists for products adapted to specific customer requirements 

Operational Flexibility – the ability of a business to vary both the level of production and the range of 

products following changes in consumer demand 

Process Innovation – the use of a new/much improved production method/service delivery method 
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Inventory Control Chart 

 

 

 

 

 

 

 

 

 

Buffer Inventories – the minimum inventory level that should be held to ensure that production 

could still take place should a delay in delivery occur or should production rates increase 

Re-order Quantity – the number of units ordered each time 

Lead Time – the normal time taken between ordering new stocks and their delivery 

Just-In-Time (JIT) 

Just-In-Time – an inventory control method that aims to avoid holding inventories by requiring 

supplies to arrive just as they are needed in production and completed products are produced to 

order 

Advantages Disadvantages 

Capital invested in inventory is reduced and the 
opportunity cost of inventory holding is reduced 

The multi-skilled and adaptable staff required for 
JIT to work may gain improved motivation 

Costs of storage and inventory holding are 
reduced. Space released from holding of 
inventories can be used for a more productive 
purpose 

Delivery costs will increase as frequent small 
deliveries are an essential feature of JIT 

Order-administration costs may rise because so 
many small orders need to be processed 

The greater flexibility that the system demands 
leads to quicker response times to changes in 
consumer demand or tastes 

There could a reduction in the bulk discounts 
offered by suppliers because each order is likely 
to be very small 

Any failure to receive supplies of materials or 
components in time will lead to expensive 
production delays 

The reputation of the business depends 
significantly on outside factors such as the 
reliability of supplying firms 

Much less chance of inventories becoming 
outdated or obsolescent. Fewer goods held in 
storage also reduces the risk of damage or 
wastage 
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