
Business Studies year 12 topic 1 notes- Operations

Syllabus Content

role of operations management
● strategic role of operations

management – cost
leadership, good/service
differentiation

● goods and/or services in
different industries

● interdependence with other
key business functions

● strategic role of operations management – cost leadership, good/service
differentiation

What is operations?
Operations refers to the business processes that involve transformation or, more generally,
‘production’. It is a term that applies both to the manufacturing and services sector.

The strategic role of operations management is the long-term decisions regarding the operations
of the business to enable the business to maximise profits.

Role of operations
- Operations can give a business a massive competitive advantage
- Operations creates products that satisfy the wants of consumers in the target market.
- Effective operations can lower costs and retail prices through efficiency.
- It can bring differentiated products to the marketplace, better quality, cheaper prices.

Types of cost within the operations function
- Input costs
- Labour costs
- Processing costs
- Inventory costs
- Quality management costs

Cost leadership
Cost leadership involves aiming to have the lowest costs or to be the most price-competitive in the
market.
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- Sequencing and scheduling – Gantt charts, critical path analysis

Sequencing and scheduling are two very important aspects that assist with structuring and ordering
the transformation processes.

Sequencing refers to the order in which activities in the operations process occur.

Scheduling refers to the length of time activities take within the operations process.

If a manager does not have a good handle on the S&S, then this could lead to problems, stress,
less efficiency and ultimately a loss of profit.

Two ways in which a manager/business can keep track of all the activities of the operations
process.

- Gantt Chart
- Critical Path Analysis

Gant charts
A type of bar chart that shows both the scheduled and completed work over a period of time. It is
often used in planning & tracking a project.

It outlines the activities that need to be completed, the order in which they need to be completed,
and  how long each activity is expected to take.

Can be used for scheduling both simple, routine tasks and larger complicated ones.

Two advantages of Gantt Charts:

- Forces a manager to plan steps needed to complete tasks and specify the time required to
complete them.

- Makes it easy to monitor actual progress against planned activities.
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Improvement may be a monumental breakthrough achieved through innovation all at once or it may
be incremental and gradual over time.

Total quality management
The total quality management (TQM) concept focuses on managing the total business to deliver
quality to customers.

To achieve TQM objectives requires four elements: benchmarking, employee empowerment, a
focus on the customer and continuous improvement.

● overcoming resistance to change – financial costs, purchasing new equipment,
redundancy payments, retraining, reorganising plant layout, inertia

Resistance to change can be a major obstacle to the realisation of operations goals. Overcoming
the resistance to change is a necessary aspect of change management.

Resistance to change arises from two principal sources within a business:
- Financial
- Psychological/ emotional.

Financial cost and resistance to change

One major cause of a resistance to change from managers and business owners is that of financial
costs. The main financial costs associated with change include the:

- cost of purchasing new equipment
- cost of redundancies
- costs of retraining employees
- costs associated with structural reorganisation of the business, including changes to plant

and equipment layouts.

Purchasing new equipment
The purchase of equipment such as machinery and technology is considered a capital cost.
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- report Letting Children be Children- premature sexualisation of children can result in
increased risk of depression, self-esteem and identity disorders, and premature sexual
activity

Products that may damage health

The marketing of junk food, which is often portrayed as an essential part of a balanced diet, is an
area presently being criticised by nutritionists and health advocates, especially as childhood obesity
rates approach epidemic proportions.

Nutritionists argue that the self-regulatory advertising codes, such as the Responsible Children’s
Marketing Initiative and the Australian Quick Service Restaurant Industry Initiative for Responsible
Advertising and Marketing to Children (which allow fast-food companies to advertise certain
products in children’s television programs only if they meet specific nutritional guidelines) aimed at
reducing junk-food marketing, are not working.

For example, only advertisements screened during designated children’s programs or ‘designed for
children’ are covered by the code of nutritional guidelines. It does not, however, cover television
programs popular with children, such as Neighbours and Home & Away, and fast-food companies.

The federal government sets restrictions on children’s advertising. In Australia, no advertising is
allowed during programs for preschool children.

Digital advertising of junk food to children
- new and largely unregulated ways of advertising junk food to children.
- Raise ethical issues
- E.g. Hungry Jack’s Makes it Better app > gives out free burgers and fries, children becoming

addicted

Engaging in fair competition

The amount of competition in the marketplace can be intense so there is a temptation for some
businesses to engage in unfair marketing strategies. For example, businesses should be fair when
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Competition based

Competition-based pricing is where the price covers costs (cost of raw materials and the cost of
operating the business) and is comparable to the competitor’s price.

Used when there is a lot of competition in the market – many businesses selling similar products

3 options
1. Below competitors > break into an established market
2. Equal to competitors >avoids price competition/ war
3. Above competitors >make consumers perceive product as superior

Market based

Market-based pricing is a method of setting prices according to the interaction between the levels
of supply and demand — whatever the market is prepared to pay.
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- Even though you can (and should) share
future profits (dividends), there is still a
choice in paying (unlike loan repayments)

- Not enough people might buy them-
called ‘undersubscription’.

- Dilution of ownership (profits shared
between more owners).

4 ways of issuing ordinary shares:

New Issues:  A share that has been issued on the IPO and sold for the first time on a public market.

Rights Issues: After the IPO, the existing shareholders get to buy MORE new shares at a SPECIAL
PRICE.

Placements: Offering and selling shares to certain shareholders you want, cheaper and faster, can
raise a lot of money, no brokerage fees

Share Purchase Plan: When business offers existing firms up to $5k in shares, its offered BELOW
current price, quick and inexpensive but it undervalued shares

● financial institutions – banks, investment banks, finance companies, superannuation
funds, life insurance companies, unit trusts and the Australian Securities Exchange

Financial institutions collect funds and invest them in financial assets.

They provide financial services and focus on dealing with financial transactions such as investments,
loans and deposits.

While most businesses acquire funds from a bank, finance is also available from a variety of other
institutions, such as investment banks, finance companies, superannuation funds, life insurance
companies, unit trusts and the Australian Securities Exchange

Banks
Most important source of funds for business (wide range of
financial products and services to business and consumers)
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This ratio shows the financial return the owner receives from investing in their own business

As a general rule, most investors would want at least 10 percent return. This is because most
investors would not risk investing in a business when they could get the same return by investing
their money in a bank or in government bonds, for example.

- efficiency – expense ratio (total expenses ÷ sales), accounts receivable
turnover ratio (sales ÷ accounts receivable)

Efficiency is the ability of a business to minimise its costs and manage its assets so that maximum
profit is achieved with the lowest possible level of assets.

Efficiency refers to the business’ ability to increase output with minimal input (effective resource
allocation)

Efficient business activities will typically lead to higher business profits

Efficiency can be measured by
- The expense ratio
- Accounts receivable turnover ratio

Expense ratio

- Shows a comparative view between sales and expenses
- Shows the day-to-day efficiency of the business
- Allows management to identify areas with high expense and reasons for its increase or

decrease
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key influences
● stakeholders – employers,

employees, employer
associations, unions,
government organisations,
society

● legal – the current legal
framework

- the employment
contract – common
law (rights and
obligations of
employers and
employees), minimum
employment
standards, minimum
wage rates, awards,
enterprise
agreements, other
employment contracts

- work health and safety
and workers
compensation

- antidiscrimination and
equal employment
opportunity

● Economic
● Technological
● social – changing work

patterns, living standards
● ethics and corporate social

responsibility

● stakeholders – employers, employees, employer associations, unions, government
organisations, society

Stakeholders are any individual or group that has a common interest in the business or is
affected by the actions of an organisation.

Stakeholders have a common interest in the survival and success of the business. However, not
all their interests are shared — conflict can arise due to differences and competing interests.

Employers
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- to act as a measurement against which an employee’s suitability for a promotion or pay
rise can be determined

- to identify employees’ training and development needs.

If most employees perform below expectations, the bus may need to improve their recruitment
process or provide extra training & development

● Maintenance

Maintenance: processes to retain staff and manage their wellbeing. It involves

- Effective communication and strong workplace culture
- Employee participation in decision making
- Benefits including work-life balance e.g. flexible working arrangements
- Legal compliance with Workplace Health and Safety laws

Communication and workplace culture
Poor communication >>> conflict and high turnover (employees leaving)

Communication methods include: team meetings, email (announcements, newsletters), intranet,
social functions, staff surveys

- Email is often a source of misunderstanding and expected reply time can cause conflict
e.g. expectations that staff will reply out of hours

Strategies that build trust and direct communication assist in preventing conflict
- Team Days - social gathering
- Improved workplace layout to include meeting spaces
- Recognition of employee achievements

Employee participation

There are increased opportunities for employee participation - as businesses recognise the value
of their experience, skills and on the job knowledge
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Qualitative evaluation involves detailed feedback and research on key issues, which allows
judgements to be made about change in behaviour or quality of service provided.

- changes in staff turnover

Staff turnover refers to the loss of employees by a business who leave for a variety of reasons
(both voluntary and involuntary)

In Australia, 12-15% staff turnover per year = average BUT it depends on industry – therefore it
must be BENCHMARKED

Employees may leave for a promotion, new opportunity OR due to toxic corporate culture

High staff turnover may indicate ineffective HRM

- Absenteeism
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Interest rates
- Globally, interest rates are a historic low.
- McDonalds has fixed 92% of its total debt at an average interest rate of 3.2% pa.

This interest rate has decreased since 2007.
- McDonalds takes loans in many of the countries it operated in, the interest rates vary

from 0.3%pa to 5.3%pa.
- As McDonalds has deliberately acquired more debt, total interest payments for the

business have risen significantly in recent years.

Financial management strategies

● cash flow management
- cash flow statements
- distribution of payments, discounts for early payment, factoring

- McDonalds is a cash business and customers pay by cash or card when purchasing
McDonalds recent cash flow strategies include:

- decreasing spending on capital infrastructure (as a result of covid)
- increasing cash by taking out a US$1 billion line of credit and selling a further us$5.5

billion in notes
- decreasing the number of company stores and increasing the number of franchised

stores, thus generating cash from the intialial sale and more stable income streams
from rent and royalties. In 2019, McDonalds generated about US$8 billion in net cash
from operations.

● working capital management
- control of current assets – cash, receivables, inventories
- control of current liabilities – payables, loans, overdrafts
- strategies – leasing, sale and lease back

Current assets
Receivables

- Tight contractual control over receivables from franchisees. Late payments of rent or
royalties may attract high interest for franchisees.

- Because of covid, McDonalds delayed the collection of around US$1 billion from
franchises in order to help maintain adequate liquidity in the franchise system.

- This helped the franchises, but put further pressure on the liquidity of the business.
Inventories

- Too little stock and customers are frustrated and sales are reduced.
- Too much stock causes wastage and storage issues.
- McDonalds relies 100% on external suppliers for inventory.
- In recent years, McDonalds has assembled burgers only when ordered by the

customers to reduce wastage and costs associated with it.
- They use an inventory software that predicts sales for the following week and place

necessary orders with suppliers.
Current liabilities
Overdrafts
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