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TOPIC I: THENATURE OF OPERATION

1. INPUTS, OUTPUTS AND THE TRANSFORMA 1 iOiv YROCESS

Definition | Operations Management_ It is concerned with using factors of ;::;(:E;Jl::[ﬂ't);éﬂ produce

goods and services [t deals with various departments efficiency. quality

The Production Process / The Transformation Process _ o
Definition. An activity (process) or group of activities that takes inputs Land, Labor and Capital |

and converts them into ts which consist of goods and services_

ds and
Inputs (Land. Labor, - Outputs tho }
Capital, Enterprise) ' - | Production Process Services)

Resources
. These are Land, Labor and Capital. All of them !&re discussed in Section | except Intellectual
Capital 2k

ol eyt ddiaagiug
. Intellectual Capital FATERT,
Definition ' Intellectual Capital® Intellectual 2piTakis:
value of a company exceeds its tangible as f‘ dvsical and financial) In other words it is the
panth éwiideas and Lo find solutions to problems
i ngaThis is due to the collecu?u?ﬁowledge

uttural capital and relations capital |

and be creative in sectors like advertisinggy ¢
and skilts©f @ company. This includes iy Fhg

. ‘ﬁ:'-‘é‘i' P ) \:\w-r-f;.'ﬂ—-i e 1-4"“3* oy, o )
2. EFFECTIVENESS, EFFICIENCY AND PHODUCTWITY} 3

= . " . . . . Ll
Definition | Effectiveness It is the an opcrau%s to achieve its set objectives and

mect customers’ needs in a profitak] er.

Et-u,Jt.u_tL“'\'k‘ .
1nit
greatest

y R
| Tigiency, b cesshatuses aWeskan wobipputs e create the

Definition | Productivity: It describes how efficiently are inputs converted into outputs It is the

measure of efficiency. This can be calculated in two ways, Labor productivity and Capital '
Productivity Labor productivity can be enhanced by employing few but skilled labor and capital
productivity can be enhanced by deploving technologically advanced machinery. Productivity
can be calculated using the following formulas: ' :

R Y, Yo peta
O“L"M-\ Yeu “‘-P':‘tt"\l.-k G &

L ay Ly wetlae
a{, xu._..;\,.r....;,...\ froce gy w) Labor F'I‘Dductn-lty = Total Output q: QLN \ for 1."""‘
Average Number of Worker Dtaines) '

Polwwdpy by o 1
b temniae ‘,f“‘-t"\ A4 ratuaiesy

s L LS At el Semgyiy
|

<

Capital Productivity = —T2fal Output
Capital Employed

—
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/ How can productivity be increased?

[
.fl' r:‘h;lh'ﬂ'd =5 "'1:De.'séﬁpﬁ(m R RS E s Test .
"o 1 Incre ' . L S o M R e
Al oI ase numbers | When workers will work more hours they will produce move which wil .
-, e e which w
e _?_0‘-"_'5_ “UI‘I:\:L] g _ﬁ__lnu case output however workers might get tired if the hours 'u:: :; Tl ol
rainin et G ; L Z O long
s tgh\,\. 3 en workers have new sElls they produce more in less time ang cat
, - i Iess ‘Vasmge'{“‘—r-*’ y i ‘4 ' “ﬂ""s i "-Ml-*'\ Qi \.-t\g_“-.' -IEE\ P !}"w flnln.
3 Inve T i " ' Mesany troese:!
. stment llll:uh 2! Machines allow ':-.t_:rkers 1o work faster and reduce wastage which will . 3 <ty
equipment am.i«;- 3 -:ingpr‘avc produclmn-_it_*e';_ ST N T LU e B R
Auadeags F R t ' . ;
ﬁ-ruu € LECE?IOIIOE\.I ‘ A] < 4 L P \-4-\3\--." q'--..l tayl _L_J___._‘_\ P W, ‘\.L-...- . L.,'.-\ e
Ced v _Change the wa Here companie iy : - : 1
D i s done Y e pan s mﬁd'fé.ﬁe Erodu:tmn process. Example from assembly |
s M 1 1 10 PTUJLC‘ teams. _— - e Wortacy bepel AWy C Mty ¢ Il
Motivall is i 5 . 1
Le e ng This is done through financial and mon-financial rewards Motivated |
E‘-’; Abiiiiag *“p ees = ‘?mPlOVWS work better are more producﬁ\‘e'_ hmerdit = - it o A el e Wb
l--t“"'{b“l Ve AT aed e eia .W“""l’t i L""bh T 4 R
i .,_‘--“; {l\r’ La |..;¢-fl\_,.:.3 [N “'t.h“‘
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3. VALUE ADDED
Definition: Creating value s selling the productdr a higher price than it was initially bought in
nes of the finished good and cost of bought in .

Added value is the difference between selling )

materials The concept of value added in linked E"ﬁ ed to marketing, the operations process |
and operations decisions in the following way gl o '
[ Marketing: The impact of promotional s o
product. -
2. Operations Process. The efficiency wif
managed. Example: Reduction in wasta
3. Operations Decision: An attractive di
4. CAPITAL VERSUS LABOR INTENSITY
While deciding what combination offfésQut ces 1o be usE gl

of two approaches. The decision depend: 5% nduct, the relative prices of the
imports and the size of the ﬁrm_to.afford aganicqlar method.

l\
P = sed N, ™, o e BOSNR ' - 1
d * :ﬁ_ . g k) r oF - L
efinition | 6’1?» ] HTE?WQ%'“EM% o Mﬂlpmedm s ™
labgr. This method i

more appropriate for industries that choose batch or flow product where the :
goods need to be produce :

convince consumers t0 pay more for the
Mt resources are combined and

e addition.
v can justify high prices by the firm

can adopt one Or a combination

2

d in bulk and there is some sort of standardization.

Advantages Disadvantages
T Due to large scale production the company | 1. There — theretore usually a higher break-
due to high fixed costs.

can achieve gconomies of scale which can even output
o ==

reduce the per unit cost. _ o
2_Machinery may b:_:cgq:ne_gb(s_gl_c_l_c which will
increasﬂhﬁ"ﬁéﬁécémem COStS.

2 There is generally 3 better consistency than
__.——-—_"___'_-

manual labor. The ac. 1 1o LY
[44 l,qll.: o -‘11- o f ogmma o % "\'-‘"“l't'\

3. Resistance from labor force since it might

create redunduncin:s. y e A

»

e’ | i B b VAT o, ™ -
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. Definition | Labor Intensive: This involves employing more guantty of lehor 25 compares ..:'-/ &5 F
capital. This method is more appropriate for industnes that choose ja groducnon Thie ben . B
made goods and unique products e - £
Advantages | Disadvantages
1. There is generally better quality ifitisnota | 1 Production is not fast enough 2s compares
fast process - wi.ii. v Swatad 34~ woe.f to machinery
1\-'\-'-*-\5- \ S ’l.....,1_‘- *aX 'S 1.V M l.. ) |
2. Businesses can benefit from premium 2. Lack of standardization because the %
pricing for *hand crafted’ goods. % <..s~ ' ..} accuracy and quahty of work from person 1o
kP Al ¢ e Valess! 2y e | person can vary which leads 1o decline 1n s
3. Labor costs can be lower if businesses hire | productivity
on temporary contracts. Individuals will not | ) Lewguww
@eed to operate specialized machinery. l
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TOPIC 2: OPERATIONS PLANNING

1. OPERATIONS DECINIONS
The following THREE factors influence the operations decisions:

1. Marketing - They provide the detail on the future demand levels This helps the operations
department adjust their resources according to the demand. This is known as operations
planning. This helps reduce costs, reduce wastage and prevents over or underproduction

2. Resources - The resources (Land, Labor and Capital will shape the operations decisions). As

the business, would want to locate where there is abundant land, good labor available and deicide
between labor and capital based on the cost

Cleateat g o vt Ml <h o)

3. Technology - It can influence the decision making in the following ways:
*-ﬂ Definition . CAD (Computer Aided Design): This is the use of computer software to design items
~ being designed more quickly and with precision

is is used to design new products and re-style

existing products Example AuteCAD. .‘i
Advantages :
1. Lower development COStS ruen oy = 0"
2 Improved product qualin T K5 S5 il
3 Accuracy and good visualization :
The G Cee e dmew s TRU et e

OB =Expensive computers and rendering
s s waniha e iomad e - '.' bes required to run the software
<32 Definin

/

Disadvantages

&l raining and expertise to operate the
Hwvare ;'3‘

Aoy or Yo may LAY

2is the use of computers to monitor the

Actory floor. Example: Robots
CAD and CAM combined are known

elps in the process of automation.
prated manufacturing)
Advantages ; e Disadvantages

1 Fast production destiq W SNy 1. Cost .all and maintain are high =/ <= fes’ 'L-d'j"*-*l.

| 2 Quality mangfacrurine ik 1es99 35S Curnay | 2n 1T SEOHS wovm e o @ S

"";‘;,.u‘-’\ 3 Can help gentaate BSS ‘}.-f_", dqu a0 dgntion failure |

. . products whemrlinkéd with GADY & X S1eadimiEto ol SEN lags. i
. ] Loyb ol (rear "{‘(\-rt-w'l"') LAY Sl \d\‘-i-{-

s Deotiion 1 LEssayType ) Prdabio.
2. FLEXIBILITY AND INNOVATION

Definition | Flexibility This the ability of a business t

o adjust its level of production and modify
its products with the changing customer demand. This can be done by adjusting volume, delivery.
time and producyservice specifications, labor force etc. ———
P

N e R T

sl ) “

vation_ This is developing new products These can be an updated

version of an old product or a completely new product
Clammtan v

M=
YL e UL T L

1-« o Y Ll '
Definition | Process Innovation_ This is regarded as changing current processes.or adopting new .'
ways of producing products (¢ g automatnon/ roboticsy or delivenng services (e g improvigg
workflow Example Amazon using octocopters to deliver its goods
W \n!w. e Loy ) Lon L BN
"‘M Poadacin-- buj 'wli--”} \e el
- Lom.'\.uh'-. | SO

ALSTN “"{\“1

e !ln.\-\‘ My i.\\'«‘lu- by \u.— i_.\. F\Jl
|
Y TRy ‘h.\,_\\l.\\.‘-. '“1["‘“‘!

reoliia NG ALY Ve 4L Aot LR \_.._i\‘} \va ‘l_.u..ll e o ..-‘\.lmt'u‘)
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1} S~
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3. OPERATIONS METHODS _
These are ways different goods and servl

methods:

ces can be produced. They are classified into EOUR

1. Job Production Quaghi - o~ 5’““!*\)
2 Batch Production e Moy =D besnr -2 Plow - M F
3. Flow Production 5
4. Mass Customization

oy Y Yora hm“ﬁ Wbt E

1. Job Production Wranvy

Definition. This is a production method in which unique, non-standardized oods are made The
products are one-off specifically designed for the customer. Example Tailor made suits,
handmade cars etc.

Advantages [
1. Able to undertake specialist projects or jobs
with high added value, hw=e = POCmiavn Py

CEm by L\‘r‘;}’t .

Disadvantages _ i.
1. Labor cost would be high due to Iabom |

skilled leading to higher wages. |

—

% The process is time consuming, Example the ';

~\¢ |2 Highlevels of worker motivation due to : ‘ :
\-*‘-‘k:.';:z .| tasks being carried out require variety of skill ey struction of house for which the cost won't |
) ¢ tecovered until it is sold.
' 3 Oreanization of job is simple. Since onlyg )

e range of tools and equipment due a \

$hof jobs which can prove to be q
Ve @P&tru:{_l "F“*' Lo Lo fead "3{-‘..:- .

one job is handled at a time itis easier to
coordinate and communicate. euesse
& S Vo mepelosrheled

3 f""::'-u.\'t s Y vy dewmr Ve E..,_'x\-l\. CLL-....J_; by
\ =l oL sy ‘1‘\,4_ vty ~ayh P el =
vhieh A, eroup of identical products pass

{SGHIED items move from one stage of

2. Batch Production
whit tte  Definition It is a technique used in
W B 7= (hrouph 3k stage of the productiop;
IS otk production to the another, Examplebe

Bdns of different colors etc.

Flar prelegfiv- | Advantag Disadvantages Bl
oot s 1, Large quangfiss afyde oy afifbeideiiotivated by doing
] EOS. v~on Jpmiia i S S i ¢ W WHeanany
S e Lot Bael Nowe

3 tan_ okao “"v—u.-- e sy Doy -
t"")\l.ti e dooeg ey ) i W lescd o ™ s ‘1
2. Complex machinery Yequired feading tohigh 173
fixed capital costs leading to lower profits.

2. Flexibility in design. Each batch can be
changed to meet customer’s needs.
L‘.t-..)-'\ ba el LR j',._j'.s-.}

3. Employees can concentrate on one operation | 3. Can lead to production delays since the
leading to lower costs due to less need for goods cannot be dispatched until the whole
skilled labor batch is finished. l
® Aogein peobudioe MCepubre) Praduchivn o Wt loeag

g .uqd'--‘ (L. ik e ‘a"""’ e s

Ca (ind, .

3. Flow Production
Definition_ It is a production method where items are made in a continuously moving process. In
ﬂlow-.]”-k}l%f standardized products are produced and umms that are
high in demand mmﬁm@ge to stage as soon as they are ready, withouty

hnrmg to wait for other products. Example: Oil refining, water purification, production of coca
cola etc. o
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Advantages

| Large quantities are produced which allow
i EOS. U-’l'-.'%\u- AL S LS

2. Due to continuous working of machines it

leads to lew labor costs Mawv 4 Ve pedudine
VATEAA L, WL et waly o =

3. Less stock pile of goods since the demand is
usually high. CAeeay W vy Swe m Lo W
Shedale A .3

() o 3~ ST ey o Formba—a)

Disadvantages |
1. Setup cots are high. The company needs
‘huge investments to fund its operations <5 e Py mea
b2 erhd

2. Product igstandardized which makes it
difficult to meet difﬁﬁlﬂstome;@ needs,
‘_:?m{l; (L) Btowkaing Ldy fn M b

3. Breakdowns can prove to be costly. Even if |

one part breaks down the whole production

system stops,
=

wiedut e

i m“;l.w':
4, Mass Customization I

Definition; This is an a large scale with the flexibility to produce a number of
different models, The com du

e :;_._ key components to custo
S
Il

pany keeps a basic product and allows the customers to chan
mize it to his/her own IS
technology and using a multi skilled [abor forces
MacBook's There is a standard version on whign
RAM, flash storage etc. based on their own neidg

A Fatiyn ge a few
eds. This is usually done through flexibility in"
xample: Apple mass customizes its

! Advantages

1. Large quantities are produced which allag
EOS. tyray \ovme Yl Haw Qﬂa-Jvd\--_) .

needs.

3. Since the manufacture is just ch&Rgmpe
key components but keeps the rest of the

.:1}1&!,‘
LerpTg

2

(@ s enabSOSt an_d grea
maintained.

LIA TRy l‘r —h

Disadvantages

€he layover time is one of the biggest

ms of Mass Customizatign. Since 1115 a
yproduct it will take longer to reach the

16 disadvantage would be that Wit T e
i nnot return a custom product if\. *™

satisfied because it was created |

e W S T O e N =t
!f.:._ﬁﬂ'lﬂ Vg ot MRy lgadeey bpthhsaas gy Jr.l.J..J..-\,(d |
e ooy the Bumtg %L\. g by wa b oo
Problems of changi

ol
Mg B

rom one method to another

Nature Description

1. Job to Batch
production.

craft skills.

1) Cost incurred by the firm to handle large numbers of goods in batch

i1) The company needs spend money on hiring and training employees so
that they become familiar with handling batch equipment.

iii) Batch production sometimes causes demotivation in employees since
the machines would be performing most of the task whereas the employees
would only be of a supervisory nature. This results in less emphasis on the
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b or Batch Th; $JES
[ Capital requirements in flow are much greater than Job or atm_ h,.i =< &
2. Job or Batch to | results in more fixed and working capital needed to finance the shift, Thig e
Flow

move can result in a cash flow problem for the firm

i} The company needs to spend money on hiring and training employees

W™
CoRt P L-‘ LOCATION (_\1 - do V.ICT"Q}, & e

50 that they become familiar with handling flow equipment.

L\_M*“"’“ Definition; Selecting the

¥ shareholders.
0‘-\""#6 2. More customers: This allow
LA increases sales.
3. Avoid trade barriers: This all
A in trade.
QQ;"’ o -4 Improve B“"“f‘ name.
r\ﬁs mage. Wv—mtetiogy
) The t'actgrs 1o determine location can be difse

uq_,.;‘)f—,—,_, I. Quantitative factors Covmeai) it

™

success of it. There are several advant
15 the one that has best combinati
1. Lower costs: This will help th

1\\_’7 oy ﬁk\',u“.-} L

2. Qualitative factors € egini._. Busad y 4

1. Quantitative factors

Definition: These factors can be me {

)

right location to set up a business can really influence the overall

on of quantitative and qualitative factors:
¢ business achieve a quicker breakeven and increase return to

s the business 1o be closer o the customers which in return

ows the businesses

‘%ﬁ‘ expensive area may create a premium brand
5 ML"\‘Nﬁ'*\ reala Trtany CLU“L'
¥ e el

Businesses that locat
L R U [V T

ages of setting up on the optimal location. Optimal location

s%-nd will directly affect costs and
revenues. ONTE il

Factor: 5T At G Diescriptiont i TG g AR SRR e |

1. Site and capital costs

Ly -k

2. Labor Cost

The firm must look into the cost o

vy

and building a site. The

8ot lﬁsﬁ%m that site
A 7N

E

Availability of skilled labor at a com

petitive rate, particularly in the
case of labor-intensive industries.

3. Transportation Cost

If the plants are located far away from the factory it would increase the

transport cost. Hence the company should prefer to locate near the
source of raw material,

4, Sales Revenue
Potential

The level of sales can be influenced by the location For luxury brands
like Gucci the location should be in expensive areas since they can add
status and image to the product which can increase the value in the
eyes of the stakeholders. Furthermore, for convenience stores being
close to the customers might be the key factor in success

5. Government Grants

Areus of the country which are not developed or areas where

- 5 investments i : ¢ holidays, interest
.LS'&“(“M& government wants (o attract mxestm_t,nts. it offers tax h.ohdl y
Suponet free loans etc. This can help the business increase profitability.
ar /
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/ ) AS-Leve] - Business (9609) - SECTION 4 -

?01{:; Along with the quantitative factorshave been iden
/ THREL techmaues 1 assiscioraiie, srgione
/ 1. Profit Estimates. The area with th pre
alone don't te]| anything They mus s of buying and develop;
BY - Gnuph] =3 wemad ey Uty =
2. Investment Appraisals' These are financial techn
various capital investments Techniques like

( pay-back, ARR and NPV ¢
best option. Lower the payb id Bigher the Al Vi

ack the beer, and higher the ARR and NPV th
should always be noted if there i an error in the date the

date these results might be

3. Break-even Analysis: This tells the business w
site for the revenu

costs and revenue

tified above the business can use

iques that help a busines

assist in choosing

wrong

€s to equal total costs. Lower the break
s might not be accurate which Jead 1o misleading decisions.
@ T Ve, 2+ Qualitative factors

o <t Definition: These are non-measureable factors t

>,

[Operationy and Projegy Mana:{nm‘nl]

]

$ choose between

the

¢ better However, it

hat level of production must be sold for each
ceven the better the location However.

LTI PN ey

hﬁl might influence a business decision it aty, s sy,
[ S S T S Factor l Descripﬁnn R R e e B e SR g : - teqed pohu.
Bniown ey 1. Safety Ihbusiness might locate outside the city if it L‘«i. Yes owt
o As by 1 Pl 10 /4 * Gk ul* .
Ybase evees 12 Infrastructure The quality of trangf 'n;’“ dvertising, communication etc links
e influence the dec oh '1'-_-_,:'-.-.,_,,. _ i |
P _:,4::.): 3. Ethics and The business alsoiciisid e effects of stakeholders and environment |
' : Environmental factors | Example; The chmpeny migh ate it areas with high unemployment |
ren ':“ to act ethical | yRRam] el ompany might also locate it areas |
twier to hi BT oid pollution. .
Ag'b'b\jb\'- e ".'.h]t:h have e " N Y "“""““d‘nu{' oy ey "‘h_'b\r\__l,
‘ort . e o ) = AR D v N P
s and Disadvantages of:liC : :
Advantage Advantages £ Disadvantages _ | r
1.E d Market 1. Language and other communication barriers. 1
. Expand Ma — P e, 2= menee m ;
2. Reduction | s ;
3. To avoid 1

ol Qeodueli st (emmaad y

> RATION T37 ~aly : : _

i %L"‘I o5 ?'Cf?' LgfT ‘I:l)i(l)hl;iiaximum output that can be achieved using lhe_available resources. More
. : . .

S.JEJ):“" 512 :'Zgources the greater the potential to increase the scale of operations.

a::g‘ %" Factors that influence the scale of a business

»

ol b hor tAiaten

i Description . _
W Lo 's Objective If the aim is to growth then scale of operapc::l would exp
- 3 OWI}‘" Rvai bl More the capital larger the scale of operatio o
T ke Larger the size of the market, greater the scale o
e L'hc m:‘“S ':le Higher the EOS, larger the pmducuur;h —
4 Economies of Sc Aoy T e ot feloned Alaoe bwdy A, Voo
Shioent ::v:.:ls L . = g - .
IDgEﬁc;“]:onigs e ” 1 as the business grows in size. OR By
. S These are factors that reduce the average cos i b
ing the scale of production average cost per unit decreases,
increasing,
economies of scale
s 1122845
o - BUSINESS (9609) | 0304
M | AS/A-LEVEL:
‘d'", J‘vﬂﬁTlK TASNEEM |
] Q
| ;_ﬂ\-\,

T

=
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i) Internal Economies of Scale
ii) External Economies of Scale

. i le :
i) Internal Economies of Sca E,—’/‘Bm
m These are reduction in average cost that firise from “""h’“lhe s

'-'-IJ"'li&'a_._“{.r.':l}'h’;.-:,-'--"u':‘::\'"f:' TDeseription; (Wb ST S AT U ; ;q'es N
1. Purchasing A large firm requires raw material in bulk whlch encou f‘b it |
} - v e suppliers to offer discounts. This reduces the umt cost of eac |
Y
: = ctrihution 6 wer rather than
e ea-EET o Marketing The cost of advertising and distribution rises at a lo ; =
s P\,,:.-L-‘ W increase in output and sales. Furthermore, a large business can a
| Iy | A ~ .
edinadicd +7 \,Lq-'-“}u to purchase its own vehicles and does not depend on other firms. ‘
\L;"L PJM L C H g X
csr @ 1}__\ 3. Financial Large business raise finance at a Iower'cost of bc-rrqug. Banks are
. “"1"‘ '::_ willing to give more capital at a lower interest ra:enand l:jwestor.f: i
e invest at a cheaper rate. Tl;_ﬁ} is because a large business is less nsky i
[owpprmt |
' - [l - |
) _9?4. Managenal (@lStmanagers. This skilled workforce helps |
¥ | b-\-"‘( o.,-kd ‘
e : [
: . Technical
. ,.-.a)"’f,)c*v‘ Y L R l
N i 1 |
‘,,,_w') 6. Risk-Bearing {tendsho produce a wide range of |
. (RS EN I e el y )
D 2 | cAd=cam products and opgla; ;ﬁ many |§¢atighs. The diversity spreads the |
P T M{( risk. If one prodegtidesn't workffiie:@ompany can compensate form !
N ‘_'J:.‘rc'«\‘} Vi the others. ExdmplexUnilever hasir Ifiple products in in portfolio. |
¥ haind " i s |
Y 7-Researchand - | Large firms ciifgspihd several miligliiog dollars in product |
Development innovation and create products that give them a com petitive J

S5 Bdvamaeen Q8K

ii) External Economies

Definition: External economies of scale occur based on larger changes outside of the firm.
External economies of scale are generally described as having an effect on the whole industry.

¥
LI .\JI s l."‘.
e ST —

TVPe i s Description s b T R B g o e T ]
1. Ancillary / An expanding industry is often assisted by other supporting industries that |
Services .+ | provide ancillary services such as maintaining an uninterrupted supply of

raw material. Example: Leather for footwear industry.

' s L] Availability of Industries are usually concentrated in areas where there is skilled labor.
[ Skilled Labor Example: Sialkot in Pakistan for sports goods.

‘ 3. RePutat‘ic-n of This provides the firm with exposure and publicity. Example: Silicon
\ Geographical Area | Valley in California for IT firms.

- | 4. Access to Industries in tertiary sector offer commercial services like insurance,

| Services transportation, advertising to the industries.
Vb
AATIK TASNEEM | AS/A-LEVEL: BUSINESS (9609) | 03041122845 H
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AS-Level

- Business (9609) - SECTION 4 — [Operations and Project Management|

2. Diseconomies of Scale )

Definition: Ihese alc factorz th2 increace the average cost as the business grows beyond a certain
size. OR By increasing the scale of production average cost per unit increases. '

B3 s B DS Cription: «- 21 77 W0 Ao d i ipe o Lt e S o l
I. Poor o In large business sending and receiving messages becomes a problem |
Communication This results in mistakes and leads to lower efficiency 5

2. Clash of Cultures

A merger between the two firms may be unsuccessful due to clash of
cultures. Usually in this situation a firm prefers to demerge.

3. New Resources

When a firm expands it needs more capital, land and labor. This results
in the overall cost of the firm to increase, which in return increases the |
average cost. ,

4. pr Morale

— )

Large businesses are usually structured hierarchically where workers
might never see the top managers. This makes the w_orker feel . |
unimportant which reduges his motivation resulting in low productivity. |

5. Slow Decision
Making =

A large company wouldtieed to do research, create an 355:51}'113!}' line,
determine which dist ?ljj;i;% chains to use, plan an advertising
campaign, etc., befofe any

L Y-
=

F

a)

s any-Lhanges could be made By this time, the f
smaller competitorsiayfeell have grabbed that market niche. |

- ¥ e F

Note: These DEOS can be reduced or .avoidcd if the organization adopts the following

approaches:

1. MBO: Will help to keep an objective oriented approach and assist in coordination.

— — -

e

2. Decentralization: Helps to remove the workload of all the branches and give control to the
managers. This way the senior management can focus on the strategic goals.

A 1L eyt

3: Rédﬁcé Diversific

communication and coordination.
ars o ﬂl"_‘r

T

YIS

ation: This h.ellps' remove wastage and improves the problems of

¢ A T R

\r‘}l-\'_‘ 1 Y = g 3 Ly 2\ 'l {
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TOPIC 3¢ INVENTORY MANAGEMENT
—
]‘URPORE. COSTS AND BENEFITS OF INVENTORY -
i . " The term inventory or stocks refers to the raw matenal, semi-{i fimished
(work-in progress) or finished goods held by a company with the basic objective of maintaiming
cantinuity of_op_eratio_ns.

P A
Advantages and Dnsndmnlagts of holdmg inv enlones
Advantages Disadvantages
1 Quicker response time: You are able to \ I. Opportumity Costs The werking ¢2
'I-._,. hirctrims
easily and quickly fill all customer orders as tied up and cannot be used 1n cther business
soon as they come in, without having to worry | operations This could have helped the ¥

about waiting on your stock to come in to ship | business increase sales, spend the money on
their order out. Customers can be lost if you i RE&D etc
can't ship an order quickly. '

-
,!I

% Storage Costs Ex

) u-

Ventory means exXua

xce
hat e 2. Decreased risk of shortages. By keeping  ga&Space needed for s storage E\trs space also
1a ol r stoc'k on hand, you are able to guarantee, up fOS4eIx S exira costs. an d Ince you nave o
a certain point, that you will not run out of a3 Dde those extra costs in your price. vou
particular item, and you have less to wormg 1t end up losing 10 compenuen Wi n *"‘::
' about if a product is discontinued. Shouldit ecause vour price 15 100 high Evenl
be a shift in the demand for your producfs your own warehouse, vou would sall
are morc able to meet (or cven beat) th extra costs in maintenance. and vou
compem:on you mli be more like'ly o ftot having enough space for new

J—
1 n

"

J 3. Quick replenishment: By keepi Mentory becoming cbscicte
. o

_ inventory, you are able to work to make sure value and qualm of your product decreases the
: that vour shelvégare, a PS8 You ity e to make
: store always_ﬁlﬁ % }%ﬁn 108 i @;5’@5’;&"'1:: thev're
y new to the market. Sman poones, tor exampie,
3 VR con - Purthos ot B s are updated almost every six months, sovou
~ el ) } have to sell vour stock before new versions
T S B oty Peves bpde Hepy_w | arrive
’ i wied B '.‘.J'_, P e "‘.J-.-____ A ,t gt s 3
2. MANAGING INVENTORY /. ..« .. ., . % 1
1. Buffer Inventory -~ =~ >

Definition; This is the minimum amount of inventory !‘n:u a busmeas wants to hold | Just in Case of
a problem. These problems can be a delay in delivery, production rates increase The e wreater the
uncenainty the greater would be the buffer stock levels.

2. Reorder Level

Definition: It is the level of inventory left at which a business needs 1o place an order so that new
inventories arrive before the business goes below its bufTer level

AATIK TASNEEM | AS/A-LEVEL: BUSINESS (9609) | 03041122845
!f’,l \ ' i 1 , . i ||l .
e * bty o A

Scanned by CamScanner



3. Lead Time

Definition; Lead time is how long it takes from ordering the supplies from the supplier 1o them
armiving at a business. Higher the time the greater the reorder stock level should be.

4. Reorder Quantity
. - * - - ‘
Definition: It is the amount ordered each time.
(

Interpretation of simple inventory control charts

A typical inventory or stock control chart is depicted in the following figure. Vertical lines
represent new deliveries whereas depletion of stocks through usage or sales is shown with the
help of sloping lines. The rate of depletion can be gauged from the gradient of the lines: the
steeper the gradient, the faster the depletion. The level of buffer inventory, reorder level, lead
time, and reorder quantity can also be seen from the diagram.

The stock control chart assists the management i; taking and analyzing numerous interrelated
d

decision such as the size of the buffer or the maxjinum stock level to be held, the size of the

batch to be ordered. - . X :

60 Maximum invanlary
- laval
50 R‘ —G"'J((K 1“6r1!\1‘j &L\_ e _."fu "1[,.,{__ i
L e &“{{1!' lend ,]
e [
» 40 _.-; Lead time
.5 |
% /
U etk Tl B b TR LEEE «s=s---. Re-order laval
10 Butler inventory level
0 T T T i i | I I 1T T T I ] ] | T ]

Time (weeks)
3. INVENTORY CONTROL METHODS
There are TWO methods to control inventory:

ot Ao~
. Buffer Inventory ~ ™1 pa.,

= » ot Cany - n D ¢
2. Just in Time (JIT) ot Oy ag b g A e, 4 e v e 5D

1. BufTer Inventory

Definition: This type of inventory control method believes in keeping reserves, The following
factors influence the level of inventory a business holds:

| Rate at which the stocks are generally used

2. Warehouse Space

3. Nature of the Product '

4. Supplier lead time
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2, Just in Time (JIT) e by Py

Definition It is a Japanese inventory control system that emphasizes law stach levels It suguests
s

.~ .

that matenals should be ordered or purchases only when 1t s uunh needed. 25 opposs s

_‘."‘1 el s e

buving in bulk or in excess of immediate regue v i, T poole o 200 s wncnd haate N
produce products to order Firms only produce when they know they can sell the product . —an e iy 4 —_
Advantages Dl\..u\ antagses Y S
1. It gives the firm a lot of flexibility. Firms & | JIT rehies on supplers providmg partsand - 777 s
produce what is required, when itis requlrcdtl components at exactiv v the ome they are T .
( needed If this npe of flexabiliny and rehability * Mre e o,
| 2. JIT production also reduces costs as with no s not available the svstem 1s Iikely 10 breax- T A N,
11] 3 g.{ inventories the firm does not have to pay for  down Evenaif the supplier fuls to deliver on Ty
warehousing or secunty This also helps the time the business has no butier :nventon
br (g, firm avoid the opportunity cost of having which might cause production delavs

money tied up 1n inventones

a2 Order administranve cost will increase

l 3 JIT also helps to minimize wastage Ifthe  ARecause of several small orders need 10 be

| goods are produced and left to accumulate they®iptocessed Furthermore. several expensive IT
' are likely to get damaged, depreciate, stolen orgtes¥siems need to be deploved to make it

| goout of fashion This makes JIT parn of -' .
I ean approach ;

|

S
38 business might lose the chance to gain

@8 n2 economies of scale and inereased
ten cost might lead to higher per

15 will increase the per untt cost of
Nomw hich will lead to lower profits

4 JIT leads to improvement in managemgnt
funds and cash flow since investment ings
I working capital is reduced and the fund.
| not ted up :

| 4 Lahﬁ!&lc to be efficient and trainad for
T 10 Mhdul This adds up to the cost

| a TIEN W &nh 2 1;% erally resist change
ﬁ 53 j g h B R’ R ar Jeg inventon
‘ o PE3 o ' Aol ¥ 1¢ ednsuming

| before they make the shift

Evaluation' JIT has its pros and cons and in order for it to be effective the company needs good
human resource. Several organizations are benefiung from JIT and 1t helps in the orgamizaton

move towards lean production however, it should be noted that it cannot be used by small firms
because of high capital costs Furthermore, the production delays and raising pnces of transpon

costs might make it ineflective Cvabiy A B L AV | CIRITY PPV S |
In addition to that the success of JIT depends on cagpuse

i) Investment in machinery CBependt on W Aoy 4 b ety N B

1) Traimng employees Aeting = bl Ve 5 bl eenes Do

ii1) Negotiations with employees on contracts Lot

iv) Building relationships with employers  (oadwpan [bossd fma b7 Quveat V0 1y Seesliin b
\'h--“. u-'\h’ g wg v l- - T rM..l‘ o s e @

I Astnad \M“..n., e T

waadn o het A “l..“c
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