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Introduction

The aim of this pack is to provide exemplar student activities to assist in the delivery of the Business Management course at Intermediate 2 and to help prepare students for both the internal and external assessment.

The activities have been grouped into nine sections (labelled A–H) each of which relates to a major area of course content.

The activities include the following:

· Questions and suggested solutions

· Exercises – tasks for students

· Group activities 

· Case studies. 

The activities have been designed to be used in a variety of different ways. Thus, the questions might be suitable in the early stages of a topic where students could be referred to text-book or hand-out material as a possible source of suitable answers.  Alternatively, they could be used for revision purposes prior to internal or external assessment.  Case studies may be valuable at the later stages of a topic as a way of integrating the various aspects involved within the topic.  The case studies and questions can also be used as the basis for homework.  Some of the exercises could be used as a way of managing different learning sets if a teaching group consisted of students following a course at more than one level.

Business Decision Areas I: Marketing and Operations 
Marketing (Int 2)

E1 – The Marketing Concept/The Marketing Mix

Task

Carry out this exercise in groups of three or four.

Your group is required to set up a small business in school.  Brainstorm within your group to decide what product or service you intend to offer. Formalise your decision in a simple business plan to show:

· the name of the business

· what type of business you intend to set up

· what product/service you intend to sell

· who your likely customers will be

· what market research you intend to carry out

· when the product/service will be available.

E2 – The Marketing Concept/The Marketing Mix
1.
Define the term ‘marketing’.

2.
What are the objectives of marketing?

3.
An organisation which is market-led will have several advantages over one which is product-led.  State two of these advantages. 

4
Explain why it is necessary to advertise and promote a new product.

5.
Explain the term ‘market leader’.

6.
Why is it important for organisations today to know at which segment of the market to target its products?

7.
What is meant by market share and market growth?

8.
What is the difference between a wholesaler and a retailer?

9.
Name each component that makes up the Marketing Mix.
10.
Why do shops hold ‘Sales’?

11.
Explain, with examples, what is meant by competitive pricing.  

12.
Mobile phone suppliers have used price skimming strategies.  Explain what this means and give another example of a product or business that uses this.

13.
Give two examples of products made by the following organisations:


Unilever


Mars


Cadbury


Ford Motor Co.

14.
What is the purpose of packaging products?

15.
What legislation exists to protect consumers from exploitation?
16.
What is the difference between branded goods and generic goods?

17.
State two examples of services bought by the public sector from the private sector.
18.
Give three examples of a famous person(s) used by companies to promote their products.

E2 – The Marketing Concept/The Marketing Mix: suggested solutions
1.
Marketing – any reasonable definition – ‘marketing is the management process involved in identifying, anticipating and satisfying consumer requirements profitably.’
2.
Objectives of Marketing

These are to:
· target new markets or market segments

· maintain or increase market share

· develop a portfolio of products

· increase profitability and revenue

· improve the image of the product.
3.
Market led organisation – can respond more quickly to changes in the market.


It will be more able to anticipate market changes (research).


It will be in a stronger position to challenge competition.

Product led organisation – will not conduct any market research for its product.

4.
Advertising and promotion is necessary to ensure customers are aware of its existence – its qualities, price, features etc.

5.
‘Market leader’ is a firm with dominant position in the market place.
6.
There is more competition nowadays in the market place.  Businesses have to identify their market segment so promotions, etc., will reach them.

7.
Market share is the proportion of total sales in a market taken by one product or the products of one organisation.


Market growth is the rate at which a market as a whole is increasing, for example, by five per cent per year.

8.
Wholesalers sell to retailers, who buy in large quantities.  Retailers sell to consumers in smaller quantities.

9.
The marketing mix is made up of price, product, place, promotion.

10.
Shops hold sales to encourage customers to buy what they would not have purchased at the full price.  It’s a way of attracting customers who would not normally shop there.

11.
Competitive pricing/competition based pricing is when rival companies charge similar prices for similar products.  Examples of this are petrol companies, record shops and newspapers.
12.
Price skimming is when firms charge high prices for new products, which some consumers are prepared to pay in order to have it first.  Example – new release video games and consoles.

13.
Unilever – Chicken Tonight, Persil, Surf, Magnum, Organics.

Mars – Maltesers, Snickers, Topics.


Cadbury – Dairy Milk, Fruit & Nut, Marble, Milk Tray.

Ford – Fiesta, Ka, Mondeo, Escort.

14.
Products are packaged for two reasons:

· to protect the product during transit

· to promote the product – i.e. to appear attractive, promote an image.
15.
Legislation such as Sale of Goods Act (1979), Local Offices of Fair Trading and watchdog bodies such as OFGAS and OFTEL protect consumers from exploitation.

16.
Branded goods – heavily marketed by companies to appear different,and consumers perceive these goods to be different.


Generic goods – very little marketing effort by companies and perceived by consumers to have no differences between them.

17.
Two examples of services bought by the public sector from the private sector are office supplies and cleaning services.
18.
Three examples of using famous people to promote products are:

· Ronaldo, Brazil Football player – (Nike)
· Spice Girls – (Pepsi)
· Football teams – e.g. Scotland – (Umbro).
E3 – The Marketing Mix

1.
Collect information about a range of products at different stages of the product life cycle. 

(a)
How many of the products are in the maturity stage of the product life cycle?

(b)
Have any of the ‘mature’ products been improved?

(c)
How many of the products are new to the market?  

(d)
Do you think the ‘new’ products will make it to the maturity stage?
(e)
How many of the products are in decline?  Explain why these products are in decline.

2.
In your groups, collect a range of adverts, then discuss the following: 

· What image is the advert trying to portray? 

· What is the main objective of the advert?

· Which advert has the most impact?

3.
Work in groups of three or four.  

Your company produces a fizzy drink, which used to be popular.  However, there have been technical problems, which have led to some batches being contaminated.  Sales have fallen as a result of the bad publicity.  As a group, brainstorm the problem and produce as many ideas as possible in order to provide solutions.


Present your solutions in the form of a memo to the managing director.

E4 – The Marketing Mix
Read the following case study and answer the questions that follow:

Product branding
A brand is the name given by a producer to one or more of its products.  Branding is an extremely important element within the marketing mix.  It is the means by which companies differentiate their products from each other.  For companies today it is an important intangible asset.  Choosing a brand name is an important part of a company’s marketing strategy.  Examples of well-known brands include Sony, Ford, Cadbury and IBM.  Strong branding means that firms can charge a premium price for the product.

Many producers seek to protect their brands from misuse, abuse and imitators by employing legal experts.  Brands were originally intended as a simple graph to help customers identify the product, but have evolved to the point where firms whose brands are associated with quality in consumers’ minds can charge more for their product.  It also helps the firm to maintain customer loyalty.

Brands can be grouped into:

Company – e.g. Nike

Product – e.g. cornflakes

Own Brand – e.g. Tesco

Building a brand image is an integral part of the marketing plan.  Regular monitoring of the image is also important for the organisation.  A successful brand will mean much more sales for the company.  The use of image design, updating image and additional promotion is required to maintain a powerful brand.

Organisations are now developing ‘global branding’.  This will allow manufacturers to produce single product lines for sale on a massive scale throughout the world.  Examples of existing global brands include McDonalds and Coca-Cola.  Some products are being renamed with a global brand.  For example, Opal Fruits have been given the new global name Starburst.  It would appear that global branding is set to become more and more important.

1.
Explain what is meant by the marketing mix?

2.
(a)
What is meant by ‘branding’?


(b)
What part of the marketing mix includes branding?

3.
What does the phrase ‘firms can charge a premium price for the product’ mean?
4.
Suggest two reasons why consumers are prepared to pay premium prices for branded products.

5.
What were the reasons given for employing legal experts?
6.
Give three examples of products in each of: 

(a) Wall’s ice cream

(b) Ford Motor Co

(c) Cadbury chocolate

7.
Explain why own brands compete successfully against branded products.

8.
Popular brands are advertised with catchlines.  For example ‘a mars a day helps you work, rest and play.’  Can you provide an example of a famous catchline?

E4 – The Marketing Mix: suggested solutions
Product branding 

1.
The marketing mix is the combination of product, price, place and promotion.

2.
(a)
Branding – naming a product or service related to a particular business.


(b)
Branding is included under the product part of the marketing mix.
3.
The phrase means that firms can charge a price higher than normal market prices.

4.
Reasons why consumers are prepared to pay premium prices for branded products:
· better quality than rival products
· better image
· unique – limited supply.
5.
Legal experts can help to:

· protect products from imposters/imitators
· protect copyright.

6.
(a)
Wall’s ice cream – Solero, Magnum, Mars


(b)
Ford – Mondeo, Escort, Fiesta


(c)
Cadbury – Dairy Milk, Milk Tray, Chocolate Buttons
7.
Own brands compete successfully against branded products for the following reasons:

· similar packaging

· lower prices

· similar quality (e.g. Sainsbury Cola)

8.
‘Just do it’ – Nike

E5 – The Marketing Mix
Read the following case study and answer the questions that follow: 
Coca-Cola in China
Coca-Cola (Coke) is recognised as the world’s number one soft drink producer.  Coke dominates just about every country in the world.  The company’s aim is to replace wine, tea and coffee drunk as the main beverage in most countries with Coke.  

China is a prime target for the soft drinks giant.  This is not a new market for Coca-Cola.  The company had been operating there since the 1920s, but was forced out when the communist regime banned all capitalist activities in the country.  The company returned to China in 1978 after the death of Chairman Mao.

There are 1 billion tea drinkers in China.  At the moment the population drinks less than seven Cokes per person per year.  The comparison can be made with an average American who consumes 840 Cokes per year.  

The problem Coca-Cola faces in China is one of a tea culture, and according to Coca-Cola, if the population is drinking tea, it is not drinking Coke.  Tea is deeply rooted in the culture, and is integrated with Chinese art, calligraphy and opera.  In an intensive marketing strategy, Coca Cola is building 23 bottling plants across China.  

In China the Coca-Cola company is applying the same marketing techniques banned during the Cultural Revolution.  They are targeting the young.  There are over 400 million young people in China.  Traditionally, Coke’s appeal is to youth everywhere.  Coke adverts promote the idea that young people everywhere speak the same language.  China is no different.  It represents a very large market for Coca-Cola.  For young Chinese people Coke represents the American Dream.  They are influenced by the style of the west, and the consumer freedom, previously denied in the country. 

Coca-Cola has no doubt it will eventually penetrate the market in China.  It will have to be prepared to battle hard against the existing tea culture with aggressive marketing campaigns.  Coca-Cola will also have to be prepared to fight the competition from other companies, who are equally aware of the gains to be made from a market the size of China.  The Coca-Cola company remains confident that its destiny is to inherit the earth!   

1.
Explain the meaning of the phrases in bold.
2.
Draw the product life cycles for:  

(a) Coca-Cola UK market

(b) Coca-Cola China market

3.
Explain what elements of the marketing mix will be most important in their aggressive marketing campaigns.  

4.
Why does it make sense for the Coca-Cola company to target young people in China? 

5.
Do you believe, as Coca-Cola does, that it is easier to sell a product to a 12-year-old than to a 40-year-old?  Justify your answer.

6.
State Coca-Cola’s main rival in the soft drinks industry.
7.
Do you think Coca-Cola will succeed in its campaign to convert China from a tea-drinking nation to a Coke-drinking one?  Explain your answer.

E5 – The Marketing Mix: suggested solutions
1.
Prime target – the main market the company is aiming its product at.


Tea culture – tea is the main drink for any social occasion.


Marketing strategy – a marketing plan involving price, place, promotion and product.


American Dream – an image of prosperity, and being able to achieve anything in a land of plenty.


Penetrate the market – break into a market previously denied.


The Coca-Cola company remains confident that its destiny is to inherit the earth!. – The company is confident that the only drink consumers will eventually demand anywhere in the world will be Coca-Cola.
2.
Product life cycle – UK market will be at the mature stage.  China market will be at the introductory stage.

3.
Marketing mix – product and promotion will be important.  However, place and price have to be considered when rival companies such as Pepsi are involved.

4.
It makes sense for Coca-Cola to target young people for the following reasons:

· Coca-Cola appeals to a younger market
· young people are always willing to try new products

· young people in China are influenced by the social practice in the West – for example, the USA.

6.
Pepsi Cola Company.

7.
Accept yes or no with appropriate justification.

E6 – Market Research

1.
Explain the term market research.
2.
What is meant by the term target market?

3.
Explain the difference between desk research and field research?
4.
Give three examples of 
(a)  desk research
(b)
field research.
5.
Explain the following terms:

· sample

· sample size

· socio-economic group

· market size

· market share.
6.
A well-known Scottish food manufacturer wants to find out if a new product line is going to sell well in the UK.  How could this be done without the firm having to go to the expense of launching the product nationally?

7.
How can a random sample of people be carried out in the Aberdeen area?
8.
The following stages of market research are not in the correct order.  Rewrite them in the correct order.

Stages of market research
1. Gather and analyse data collected from research.
2. Decide on most appropriate research method.
3. Decide on purpose of market research – what information needs to be obtained.
4. Carry out market research using appropriate method.
5. Form conclusions and put forward recommendations.
6. Present findings in a report. 

9.
Here is an example of market research. Copy out and complete the table below to show the most likely purchasers of the various products.  The first one has been done for you.

	Detail
	Age group
	Sex
	Socio-economic group

	Pint of beer in a pub
	18–30 
	M
	C

	The Financial Times newspaper
	
	
	

	Cardigan from Marks and Spencer
	
	
	

	Tommy Hilfiger sweater
	
	
	

	Jeans from Gap
	
	
	

	Porsche sports car
	
	
	

	Month’s holiday in Spain in February
	
	
	

	New style roller blades
	
	
	

	Can of Irn Bru
	
	
	


E6 – Market Research: suggested solutions
1.
Market research – the process of gathering primary and secondary data on consumers’ buying habits and lifestyle to enable marketing and production decisions to be made in a more scientific way.

2.
Target market – the particular segment of consumers a firm wishes to sell to.  The target market will be identified after the firm has carried out extensive market research.

3.
Desk research – finding out information from previously published sources.

Field research – gathering new information by collecting it at source.  

4.
(a)
examples of desk research – journals, trade magazines, published government statistics, quality newspapers and magazine (on CD-ROM), online databases.

(b)
examples of field research – questionnaires, test marketing, consumer panels, street survey, telephone survey, interview.

5.
Sample – a group of respondents to a market research exercise selected to be representative of the target market.


Sample size – the number of respondents to a research survey.


Socio-economic group – the occupational category that shows the social class to which each household belongs.  The grading is from A–E.


Market size – the total sales of all the producers within a market-place, measured by volume (units sold) or by value (revenue generated).


Market share – the percentage of all the sales within a market that are held by one brand or company.

6.
Scottish food manufacturer 

Stage 1
Test small sample in research and development department of organisation.

Stage 2
Test using consumer panel.

Stage 3
Launch product in small test market, for example, Glasgow area.

Stage 4
Launch nationally.
7.
A random sample could be carried out as follows:
· A street survey could be carried out.
· A postal survey could be carried out.
8.
Stages of market research
1.
Decide on purpose of market research – what information needs to be obtained.
2.
Decide on most appropriate research method.
3.
Carry out market research using appropriate method.
4.
Gather and analyse data collected from research.
5.
Form conclusions and put forward recommendations.
6.
Present findings in a report.
9.
Market research

	Detail
	Age group
	Sex
	Socio-economic group

	Pint of beer in a pub
	18–30 
	M
	C

	The Financial Times newspaper
	30+
	M
	A and B

	Cardigan from Marks and Spencer
	35+
	F
	A and B

	Tommy Hilfiger sweater
	17–20
	M
	C

	Jeans from Gap
	20+
	M/F
	B and C

	Porsche sports car
	40+
	M
	A 

	Month’s holiday in Spain in February
	55+
	M/F
	B

	New style roller blades
	14–17
	M/F
	B,C,D

	Can of Irn Bru
	12–18
	M/F
	C and D


E7 – Market Research
Task
Read the following paragraph and answer the questions which follow:


Market research
Ian Sinclair, a young engineer, has designed a new accessory for car drivers with back problems.  It is a shaped attachment, which can be fitted onto the driver’s seat of most cars.   Ian wants to find out if any of the customers who have their car serviced at three local garages might be interested in buying his product.  He has constructed the following questionnaire.  

The Perfect Back Up 
1
What age group are you in?
4
Do you ever suffer from backache?

0–15
16–25
26–35

……………………………………...




5
Would you purchase a car seat


36–45
46–55
55+

specially designed for back-





sufferers?






Yes/No

2
How much do you earn?
6
What are your interests?
3
What sort of car do you drive?

Music
Cinema
Sport

Small
Medium
Large

(a) Why is the questionnaire unlikely to provide Ian with the data he wants?  
(b) Redesign the questionnaire to provide the right sort of data Ian needs.

E7 – Market Research: suggested solutions
(a)
Questions 1 + 2 – age and earnings not necessary.


Question 3 – make of car might have been more useful.

Question 6 not relevant.
(b)
Add an Introduction – what the survey is about and how long it might take to complete.


Questions should be relevant to product.


Thank you to participants at end of questionnaire.

E8 – The Marketing Mix 
Read the following case study and answer the questions that follow:

Supermarket loyalty cards
Since the 1990s there has been an increase in the competition between leading supermarkets such as Tesco, Safeway and Asda to attract and retain new customers.  There is a growing trend towards developing a ‘relationship’ between supermarkets and customers.  This is known as ‘one-to-one’ marketing.

One of the main ways Tesco has chosen to build the supermarket/customer relationship is through the introduction of bonus loyalty card for customers.  This is a credit card size, magnetic stripe ‘loyalty card’, which is swiped at the check-out.  Points are awarded in relation to amount spent.  The rewards for the customer include one per cent in voucher of total amount spent plus product offers.

The loyalty card holds information such as customer’s name, address, store location, time and frequency of purchases.  The information fed back at the check out allows the store to build up a consumer profile through the use of powerful and sophisticated databases.  This information means that customers can be targeted through direct mail about special promotions and new products available in the store.  

The cost of launching the loyalty scheme for the supermarket was expensive – somewhere in the region of £2–£3m.  Without EPOS equipment in supermarkets it would not have been possible to operate the loyalty scheme.

The use of the loyalty cards has allowed Tesco to differentiate themselves from their competitors and encourage customers to stay loyal.  Supermarkets have the advantage of learning more about their customers buying behaviour, which in turn assists their marketing programme.

There is a belief that management decision-making has also improved through increased information about such things as market segments and consumer tastes, which means that Tesco has achieved some of its objectives.  

The costs of introducing and maintaining the schemes are high, and it has yet to be proved that customers remain loyal.

1.
Explain why Tesco are using loyalty cards.

2.
How do Tesco use loyalty cards to learn more about their customers’ buying habits?

3.
State why Tesco might find these database fields to be useful in the compilation of its customer database?


(a)
store location


(b)
time


(c)
frequency of purchase

4.
Give two other fields that Tesco might include in their customer database.

5.
Do you agree with the statement ‘There is a growing trend towards developing a relationship between supermarkets and customers’.  Justify your answer.

6.
Explain what EPOS stands for and how the equipment operates.

7.
The information obtained from customers is held large database files.  Do you consider this an invasion of privacy?  Justify your answer.

8.
How has the introduction of loyalty schemes improved management decision making?

9.
What rewards have you (or someone you know) had from using a loyalty card?  State the company and the rewards gained.

10.
Find out if your local supermarket considers the cost of operating the loyalty scheme as a necessary marketing expense.

E8 – The Marketing Mix: suggested solutions
Supermarket loyalty cards
1.
Tesco are using loyalty cards to help attract customers because of increasing competition between supermarkets.  
2.
Loyalty cards record information gleaned from customers and the shopping they purchase.  This is then put onto large powerful databases.

3.
Store location – management can measure how many people shop at that particular store and make comparisons e.g. possible closures.


Time – this can be useful to make a decision about opening and closing times of store and the effective use of staff.


Frequency of purchase – useful for ordering stock for supermarket.  It would also help with decisions about shelf positioning and promotional offers.

4.
Two other fields are:
· vegetarian

· value of purchases.
6.
EPOS – Electronic Point Of Sale

This is the computer terminal at the supermarket checkout.  It is linked to stock control and information databases.  Purchases are scanned and information taken into system.

7.
For
· Customers gain benefits from more efficient system of stock control.

· Promotional offers sent to correct target segment – no one missed out.

· Databases are used in other areas, so why not supermarkets.


Against

· Organisations exchange/sell information.  
· Who else has your details?

· Junk mail. 

8.
The introduction of loyalty cards has increased information about market segments and consumer tastes.  
E9 – The Marketing Concept

A–Z of Marketing
Supply the missing word(s) to complete each sentence.  Write out the sentence.

A …………….… means presenting or promoting a good or service to the public. 

B …. ………… shows coded information on packaging.

C…………….. ………… these are inexpensive goods that are purchased frequently.

D …………. – how much will be bought of a product at any given price.

E ……… the values and principles which govern the business world.

F ………….. the right to market a particular brand of goods or services.

G ……………… organising a business so as to operate and trade in a standardised way throughout the world.

H ………….. – the classification of needs and wants presented by Maslow.

I …… – the way in which a product may be perceived.

J ……….. …………….. is when companies join together to sell more products.

K ……………….. is the symbol to show that a certain quality has been attained.

L ………. – the time at which a product is exposed to the full market.

M …………. management process involving the identification, anticipation and satisfying of consumer requirements profitably.

N ……… – basic products such as food, drink, shelter, and warmth.

O………………. ……… the next best alternative which is sacrificed.

P …………… ………….. is initially charging a low price in order to establish a good position in the market.

Q ………………. designed to find information to suit specific task.

R ……….. is trying to find out the wishes of your potential customers. 

S …………… research is looking at existing source of information.

T ……. …………… – is trying out products in a small section of overall market.

U ..–……….. – these goods are likely to be better quality than mass produced goods.

V …….. ………. – the difference between the price paid for an input and its selling price.

W …………… – a channel of distribution, which stores goods in bulk before selling them in smaller quantities.

E9 – The marketing concept: suggested solutions
A–Z of Marketing
A – Advertising

B – Bar coding

C – Consumer goods

D – Demand

E – Ethics

F – Franchising

G – Globalisation

H – Hierarchy

I – Image

J – Joint venture

K – Kitemark

L – Launch

M – Marketing

N – Needs

O – Opportunity Cost

P – Penetration Pricing

Q – Questionnaire

R – Research

S – Secondary

T – Test marketing

U – Up-market

V – Value added

W – Warehouse

Business Decision Areas 1: Marketing and Operations 
Operations (Int 2)

F1 – Elements of the Operations Function

A–Z of operations
Supply the missing word(s) to complete the sentence.  Write out the sentence.
A…………….. is a production system in which operations are controlled by computer.

B……….. …………………… is a method of production where a series of items are produced and periodically the type of product made is altered.

C……….. ………………… is where a high percentage of machines are used in production as opposed to people.

D………… … ………….. involves breaking down the work of an organisation into a series of tasks which allows specialisation of workers. 

E…………… … ………… are the benefits a business gains from growth.

F……. ………………….   is a method of production where each worker does the same job as the goods flow past on a conveyor belt.

G……… is the expansion of a business organisation.

H………….. ………………… happens when a company takes over another which produces similar goods at the same stage of production.

I………….. is a list of items in stock.

J…… … …… is a method of stock control which involves getting stocks to arrive just before they are required for use in the production process.

K……….. is a trademark which signifies quality.

L……. ………. is the time between the order and delivery of goods.

M…………. …………….. is someone who is employed on the shop floor of an organisation doing physical rather than mental work.

N……………. is the discussion of terms and conditions of employment by employers and employees, with a view to reaching a mutually acceptable outcome.

O……………… is the name given to the process of  transforming inputs into finished goods.

P………………….. is the rate of output of a worker or machine.

Q………….. ……………. is any technique for helping to maintain the desired standard of a product.

R………… ………….. is the level of stock held when new orders will be placed.

S……… ………… is the amount of time a product has before it starts to deteriorate.

T……………. is the gaining of control by one organisation over another.

U……. ………. is the cost of one unit of production.

V…………….. ………………. is the joining of two firms at different stages of production.

W……….. …………. is a set of techniques which analyse a given area of work to see whether performance can be made more efficient.

Z…….. ……….. is the objective of a policy of total quality.  It is to have every single item produced and delivered to the customer completely perfect.

F1 – Elements of the Operations Function: suggested solutions
A–Z of Operations  
A – Automation

B – Batch production

C – Capital intensive

D – Division of labour

E – Economies of scale

F – Flow production

G – Growth

H – Horizontal integration

I – Inventory

J – Just in Time

K – Kitemark

L – Lead time

M – Manual worker

N – Negotiation

O – Operations

P – Productivity

Q – Quality control

R – Re-order quantity

S – Shelf life

T – Takeover

U – Unit cost

V – Vertical integration

W – Work study

Z – Zero defects

F2 – Elements of the Operations Function

1. Explain each of the following terms:

· Automation

· JIT

· Benchmarking

· Total quality management

· Lead time

· Economies of scale.
2. Match the following terms with the correct definition, from the list given below.

stocks; job production; batch production; flow production
(a) Making a single item, usually to according to a customer’s specification

(b) The continuous production of a large quantity of items on a production line, where each worker does the same job as the goods flow past on a conveyor belt.

(c) Materials that a business holds either to be used in the production process or as finished goods waiting to be sent to customers.

(d) Making a number of items and periodically altering the type of product being made.

3. Why is it important for a business not to carry excess stocks?

4. What are the possible costs to a business of understocking?

5. Describe the advantages and disadvantages of just in time stock control.

6. In groups, discuss the features a consumer might consider as important when deciding to purchase the following products:

· a pair of trainers

· a television 

· a shampoo

· a chocolate bar.
7. Identify two firms in the following product or service areas that have a reputation for supplying high quality goods or services:

· food retailing

· car production

· clothing

· hotel accommodation

· audio equipment.
8. Describe the advantages and disadvantages of job, batch and flow production, stating three products which may be produced by each method. Set out your answer out in table format as show below.

	Type of Operation
	Advantages
	Disadvantages
	Products

	Job 
	
	
	

	Batch
	
	
	

	Flow
	
	
	


9. Describe the purpose and main features of total quality management.
10. What are the costs of quality control?

F2 – Elements of the Operations Function: suggested solutions
1. Automation – a production system in which operations are controlled by a computer.


JIT – Just in time is a production system where stocks are ordered to arrive just in time for use in production.


Benchmarking – imitating the standard set by an established quality leader.


Total quality management – a method for a business to focus on quality, whereby it becomes an important aim for every department and worker.

Lead time – the time between the order and delivery of goods.


Economies of scale – the fall in cost of production per unit as output increases.

2. Stocks 
(c)

Job production 
(a)

Batch production
(d)

Flow production
(b)
3. It is important for businesses not to carry excess stock for the following reasons:

· Storage, insurance, heating and lighting costs will be high if too much stock is held.

· Large stock levels will take up space that could be used more productively.

· Stock costs money to hold.  Money tied up in stock could be used to buy fixed assets, for example.

· Stock can deteriorate over time.  If large stocks are held, certain items may go off if they are not used in time.

4. The possible costs to a business of understocking are as follows:

· The business may not be able to cope with an unexpected order if stocks are too low.  This will result in lost custom and sales.

· If deliveries are delayed, production may have to be stopped.  This may result in idle machinery which is very costly.

· If, typically, low stocks are held it may mean that a firm has to place orders more often.  This may raise ordering costs and the firm may lose out on discounts for bulk buying.
5. Advantages of JIT

· Improves cash flow as large amounts of money are not tied up in stock.

· Reduces waste.

· Reduces costs of stock holding, such as insurance and lighting.
· Improves links with suppliers.

· Improves the motivation of workers, because they are given more responsibility.


Disadvantages of JIT

· A lot of faith is placed in the reliability of suppliers.

· Increases ordering costs.

· Difficult to cope with an unexpected increase in demand.

· Possibility of letting customers down and losing a good reputation.

8.
	Type of Operation
	Advantages
	Disadvantages
	Products

	Job 
	· Quality of work is high

· Workers well motivated

· Allows customers to order exactly what they want
	· Expensive

· Workers tend to be skilled workers

· Work tends to be very labour intensive, not many opportunities for automation
	· Designer Wedding Dress

· Customised Car

· House Extension

	Batch
	· Allows workers to specialise and use specialist equipment

· Cost per unit lower than job production

· Different batches of different products can be made
	· Specialisation means workers doing repetitive jobs 

· Machinery has to be reset and cleaned between batches.  This can take time.

· More goods have to be stored, costing money
	· Rolls in a bakers shop

· Chocolate bars

· Burgers in MacDonalds

	Flow
	· Large numbers can be produced at low cost

· The product being produced can be complex as so many machines and workers can be involved
	· Large amounts of capital equipment are required to start with

· Jobs on the assembly line are very monotonous

· A breakdown of any part of the assembly line can lead to a complete shut down.
	· Cars

· Tins of beans

· Newspapers


9. The purpose of total quality management is to prevent errors such as poor quality products from happening.  The features of TQM are:

· Quality – this has to be the responsibility of every department and every worker from the managing director to the office cleaner.

· Teamwork – TQM stresses that teamwork is the most effective may of solving problems.

· Monitoring the process – TQM relies on monitoring the business process to help find possible solutions.

· The systems used have to be controlled –  quality can only guaranteed if materials, tasks and equipment are used in the same way every time.

10. The costs of quality control are as follows:
· The cost of setting up and designing a quality control system.  This could include the time involved in deciding upon a system and the training of the staff to use it.

· The cost of monitoring the system.  This could be the cost of a supervisor or the cost of information technology.

· The cost of improving the actual quality of products.  It might involve the cost of new machinery or the cost of training staff in new working practices.

F3 – Types of Operation

Read over the following case study and answer the questions that follow:

Vac’s Ltd

Vac’s Ltd is a company that manufactures a range of vacuum cleaners from one factory.  The table below shows a range of possible production for the ‘Expo’ vacuum cleaner.

Expected yearly sales
Cost price
Selling price


(’000)
(£)
(£)


10
65
80


20
55
70


30
50
65


40
55
65

1. The company uses batch production at this factory .  Explain this method of production and state why it is likely to be the most appropriate for Vac’s Ltd to use.

2. Use the information in the table to show how Vac’s Ltd gains from economies of scale.

3. Identify and explain two economies of scale from which Vac’s Ltd might benefit.

F3 – Types of Operation: suggested solutions
1. Batch production involves making a batch of products and periodically altering the type of product being made.  This is the most appropriate method of production for Vac’s Ltd because they produce a range of vacuum cleaners from one factory, which will involve producing a batch of one vacuum cleaner, altering the product slightly and producing a batch of the new product. 

2. The table suggests that as production increases from 10,000 to 20,000 units, the cost per vacuum cleaner falls from £65 to £55 per cleaner.  This trend continues to 30,000 units where the unit cost falls to £50.

3. Purchasing economies can occur when a firm increases its output.  The company will find that they receive better bulk buying discounts and more favourable credit terms from their suppliers as they buy more.


Marketing economies can also occur when a firm increases its output.  The company needs to advertise and promote its vacuum cleaners.  If it spreads these costs across a greater number of cleaners, it will reduce the unit cost of marketing.

F4 – Elements of the Operations Function

Read over the case study below and answer the questions that follow:

Choco plc
Choco plc is a chocolate manufacturer based in Glasgow.  They mass produce boxes of chocolates using automated machinery.  There is still, however, a high demand for Choco’s original line of hand-made luxury chocolates and because of this, production of selection boxes stops every Friday, when the automated machinery is switched off and the production staff concentrate on producing hand-made chocolates.  

Below is a current list of items held in stock at Choco’s factory.


Max
Min
Stock

stock
stock
in


level
level
hand

Perishable Items
(Quantities in cartons)
Selection boxes
Chocolate Coating
800
400
450
Fillings:

Strawberry
400
200
150

Coffee
400
200
200

Vanilla
400
200
250

Mint
400
200
220

Coconut
400
200
300
Hand-made luxury chocolates
Chocolate paste
600
300
350
Essences:

Rum
8
4
3

Cherry
8
4
5

Mint
8
4
9
Decorations:

Chocolate hundreds & thousands
40
20
15

Mint sprigs
20
10
25

Edible cherries
20
10
12
Non-perishable Items
Foil wrapping (sheets):

Pink
2000
500
800

Gold
2000
500
350

Green
2000
500
2200

Red
2000
500
1200
Boxes (000’s)

900
300
250
Ribbons (000’s)
900
300
400

Lining Trays (000’s)
1800
600
2000

Task
You are a consultant and have been brought in by the Managing Director of Choco plc to help improve their current stock control system.  Study the above stock figures and write a report to cover the following areas:
(a)
an explanation of the terms ‘maximum’ and ‘minimum’ stock levels
(b)
a detailed description of any items and problems that Choco plc might encounter as a result of:
· overstocking
· understocking
(c)
recommendations on how to improve upon the current manual stock control system. 
F4 – Elements of the Operations Function: suggested solutions
Choco plc
1. Maximum stock level – the level above which stocks should never rise.


Minimum stock level – the level below which stocks should never fall.

2. Current stock levels that are above maximum stock levels:

· Mint essence

· Mint sprigs

· Green foil wrapping sheets

· Lining trays


The problems that Choco might encounter because of the above overstocking:

· Cash flow problems could occur because too much money is tied up in stock.  This money could be used to pay bills or suppliers or used to reduce an overdraft.

· Perishable items – mint essence, mint sprigs – could deteriorate over time and go off.


Current stock levels that are below minimum stock levels:

· Strawberry filling

· Rum essence

· Hundreds and thousands

· Gold foil wrapping sheets

· Boxes


The problems that Choco might encounter because of the above understocking:

· If an unexpected order comes in, Choco may not be able to cope with it.  This will result in lost sales and custom.

· If an item completely runs out production may have too be stopped.  This can be very costly.

3. Choco Plc should consider changing to a computerised stock control system to ensure that their stock levels always remain between the maximum and the minimum.  A computerised system will keep accurate and up-to-date records of stock levels, and can place an order automatically when the re-order level is reached.  A computerised stock system will generate large amounts of information to help the managers at Choco find out which lines are most popular.  This will therefore help them make decisions about which lines they should stock more of, and which lines should be discontinued because they are slow sellers.

F5 – Elements of the Operations Function

Read over the case study below and answer the questions that follow:

Computerised stock control at Supasave
EPOS (Electronic Point of Sale) is the stock control system that has been in use for about three years in all Supasave supermarkets.  The EPOS system uses bar codes on all products and scanners at the checkouts to keep accurate and up-to-date stock details of each Supasave store.  The installation of this system has proved advantageous – the financial performance of the business has improved and there has been an increase in net profit margins. 

The EPOS system helped to reduce costs and increase sales in the following ways:

· There was no need for staff to label items when they stocked the shelves.

· There was no need for staff to count stock as the system allowed automatic stock replenishment.

· There was no need to store as much stock in the storeroom, as the shelves were mainly filled directly from delivery lorries.

· Mistakes made at the checkouts were eliminated, thereby increasing sales.

The EPOS system generated a lot of information about the stock levels of individual stores and assisted Supasave in making decisions about which products to stock.  The information highlighted products which were slow sellers, took up lots of shelf space, had high transport costs and low gross profit margins.  The system was able to provide information on the effect of price changes.  This led Supasave to adopt a variable pricing policy after they discovered that customers have different tolerance levels to price increases in various products at different times of the day.  The information provided by EPOS helped Supasave to set prices which avoided unsold stock at the end of each day.

1.
Explain the term ‘automatic stock replenishment’ as used in the passage.

2. Explain how EPOS improved stock control at Supasave.

3. In what way did Supasave use ‘Just in Time’ stock control?

4. Why was there an elimination of mistakes at the checkouts with the introduction of the EPOS system?

5. What are the advantages to any business in using a computerised stock control system?

F5 – Elements of the Operations Function: suggested solutions
Computerised stock control at Supasave
1. Automatic stock replenishment means that as products are sold and scanned at the checkout, a running balance of how many are left in stock is calculated automatically.  When this stock level reaches the re-order level, an order for more of that product to be delivered happens automatically.

2. One of the major advantages of the EPOS system is the amount of information that can be generated about stock levels and stock lines.  At any point in time, the system can tell decision makers how much there is in stock of a certain item, and how much has been sold so far that day.  This information helps managers to decide which lines to stock and which lines to discontinue.  The EPOS system also means that manual stock counts by staff are no longer required, and the stock room of each Supasave store could be smaller, as shelves are filled directly from delivery lorries.

3. Supasave use Just in Time stock control as they no longer store large amounts of stock in storerooms – they now fill the shelves directly from lorries.  Goods are only ordered if there is a need for the stock to be replenished, and this therefore eliminates the storage of stock.  This should create more space on the shop floor for products to be displayed.

4. Instead of each checkout operator keying in the price of each product sold, the price of each product would be entered into the system centrally.  The checkout operators scan each item and the cost is automatically entered into the till therefore reducing the number of mistakes made. 
· Up-to-date stock levels can be found instantly.

· Stock can be reordered automatically when the re-order level is reached.

· Large amounts of information can be generated that is useful for decision making purposes.

· Less theft of stock should take place as it will be obvious from carrying out stock checks if pilfering is taking place.

F6 – Elements of the Operations Function

Read over the case study below and answer the questions that follow:

Rolling Stock and Railway Carriage Company
Rolling Stock and Railway Carriage Company is a small railway carriage manufacturing company based in the West of Scotland.  The company designs and makes commercial railway carriages for both national and international clients.  Each carriage takes around 15 days to complete using a production line process.  Although the Railway Carriage Company assemble the carriages, many of the parts are bought in from international suppliers. 

The Railway Carriage Company has just received an order from a client in Germany to produce 40 railway carriages.  The company is currently deciding on how to raise the £2 million required to purchase all the materials they need immediately.  At the same time, a call has come through to the Managing Director from a dissatisfied client who recently purchased five railway carriages. The client has complained that one of the carriages was unsafe and should never have been allowed out of the factory.  The client demanded to know what quality checks were made at the factory prior to despatch.  Mr Baird, the Managing Director, did not admit that few checks were made on the carriages as this problem had never risen before.

1. Describe a different method of stock control that would not involve such a large initial outlay of capital, and explain how it could save The Railway Carriage Company money.

2. Consider what quality system could be adopted to prevent a recurrence of the problems that led to a carriage being returned.  Describe the quality system, give reasons for suggesting it and explain how it will enhance customer satisfaction.

F6 – Elements of the Operations Function: suggested solutions
Rolling Stock and Railway Carriage Company
1. The Railway Carriage Co could use Just in Time as a method of production.  Just in Time is a system where stocks are delivered only when they are needed by the production process.  Instead of purchasing all the materials they need for the 40 railway carriages for Germany immediately, they could have the stocks delivered as they require them.  This will mean the Railway Carriage Co. will not need to find £2 million immediately but will be able to spread their payments as they require the stock.  The company will save money by reducing stocks and on warehousing costs.

2. The Railway Carriage Company could introduce a total quality management system to ensure that there would not be a recurrence of the problems that led to a railway carriage being unsafe.  A TQM system involves everyone in the organisation being responsible for quality, from the managing director to the factory cleaner.  It usually involves working in teams, as this is the most effective way of solving problems.  The workers in each team should support and help one another to decide upon systems that allow high quality products to be produced.  The TQM system must be monitored and controlled so that the same standard of products are guaranteed each time.


Customer satisfaction will be enhanced because TQM will mean that errors will be prevented and quality of products will be high and consistent.

F7 – Elements of the Operations Function

Read over the case study below and answer the questions that follow:

Toyota
The Japanese car manufacturer, Toyota, began production in 1937.  Since then, it has become one of the major car makers in the world.  Part of its success is because it has developed new methods of production.  These have revolutionised manufacturing industry as a whole and not just the car industry.

The main principles behind Toyota’s production methods are:

Kanban – this is a method of just in time production which was pioneered by Toyota.   A kanban is a printed card, usually with a bar code, that is attached to each item or box of items that flow through the production process.   The item or items are used in the next stage of the production process.  Once the box is empty or the item is used, the kanban is taken to a central place.  The bar code is read by a computer and this leads to a request for replacement stock.  For outside suppliers, this is effectively a request to purchase goods.  The kanban system means that stock levels are kept low and parts only get to the production line when they are needed.  Effectively, this system means that operators are responsible for ordering parts and for managing the levels of stock.  

Levelled production – for the system to run smoothly, it is essential that there should not be excessive demands for particular items of stock.  To solve this problem, Toyota operate a system of levelled production. This means that different vehicle specifications are distributed evenly on the production line throughout a day.  

Takt time – this is the amount of time that employees have to complete their tasks on the production line.  Each activity is divided into standard tasks but the time allowed for each can vary from day to day.  It is determined by customer demand.  Thus, if a plant had orders for 400 cars a day and worked two shifts of 460 minutes each, there would be 920 minutes to produce the 400 cars.  The takt time would be 2.3 minutes (920/400) i.e. each standard task would have to be completed in this time.   This system requires a very flexible labour force.  

Jidoka – this involves stopping the production line whenever a fault occurs.  All machines on the line have electronic sensors which enable them to spot faults and stop the line.  If workers notice a fault, they can pull an overhead 
cable to attract the attention of their team leader.  This, again, gives responsibility to the workers on the line.  In this way, problems are solved as they occur and do not have to be identified and corrected at a later stage.

Kaizen – this means continuously improving the way that work is done.  Every worker at Toyota is encouraged to make suggestions for improvement.  Everyone is a member of a quality circle.  Quality circles are small groups of workers in an area and they meet to discuss problems and find solutions.  

From the information above, discuss and note how Toyota illustrates the following elements of the operations function:

· purchasing

· the use of labour

· the volume of production

· automation

· stock control

· quality control.
F7 – Elements of the Operations Function: suggested solutions
Toyota
Here are some possible responses to the discussion questions, along with notes on follow-up issues that could be raised in response to what students say. 
Purchasing – Toyata only purchase stock when required (kanban).  Students could go on to discuss the type of arrangements that the company might have with suppliers – for example, suppliers must respond quickly; there must be agreed specifications for parts; suppliers might have to be close to the Toyota plant to make sure they can deliver quickly.
The use of labour – labour must be flexible (e.g. takt time) but also must act responsibly – for example, in ordering stock and managing stock levels through the kanban system; spotting defects (jikoda); quality circles.  Worker involvement may help maintain motivation among the work force.  Students could be asked to consider how they would like this system. 
Volume of production – this is determined by customer demand, which drives the system (levelled production and kanban).  Students could go on to link this to product and market orientation.
Automation – this seems to be very sophisticated – for example, machines with sensors to stop the line (jikoda).  The founder of Toyota invented an automatic loom which stopped immediately whenever a thread snapped, and this is where the idea came from.
Stock control – a just in time system based on the kanban.  This depends on demand also.  Students could be asked to think about the effects on suppliers and others – for example, in Japan (and elsewhere), traffic congestion is sometimes caused by lorries driving around outside factories, so that they will be ready to deliver materials when they are required.  
Quality control – this is based on workers (for example, kaizen, quality circles, jikoda) and the whole system identifying and correcting faults as quickly as possible.  It is part of the philosophy of the company.  Students might be encouraged to think about how quality is managed in their school or college – for example, what input do they have?

F8 – Elements of the Operations Function

Production game
Teacher’s notes

The purpose of this game is for three groups of students to make as many cars as possible within an allocated time each using a different method of production.  
The students must not be told which method of production they are using – they should be able to suggest this by the end of the game.  
A member of each group will keep going on strike – this should help to highlight the advantages and disadvantages of each method of production.

The class should be split into three groups as follows:

Group 1 (flow) – seven people

Group 2 (job) – rest of class

Group 3 (batch) – seven people

One person in each group should be nominated to be the production controller.

Materials (glue, scissors, colouring pens, copies of cars) and instructions should be given out and the game explained.

The game

Following the instructions given, each group has to make as many cars as possible within an allocated time (approx. 30–40 minutes).

The quality of the cars is very important. Cars will be rejected if they are not up to standard (no dotted lines should show).

Explain the job of the production controller.  His/her role is to supervise the production team, check the quality of his/her team’s products and oversee the whole production process.  They must complete the questionnaire before the end of the game and be ready to discuss their observations with their team and the rest of the class.

Each team should be given five minutes to organise their production team and make sure that they know what they are doing (a quick explanation of how to make the cars by the teacher would be helpful). 
It must be made clear to groups 1 and 3 that the jobs must be carried out in order, and each job must be completed before the next person can begin their job. 

Once the teams have begun production, the teacher decides when a member of each team goes on strike and for how long.

Once the allocated time is up, the team with the most completed cars is the winner – remember to check for quality!

After the game is completed there must be time for discussion to ascertain which group was using which method of production, what the characteristics of each method were, what effect the strike had on production and what the advantages and disadvantages of each method were.

Group 1 – instructions

In your group you are to produce a car.  Divide up the following jobs:

(a) cut rough parts

(b) cut out neatly

(c) glue roof tabs to underside of body panel

(d) glue door onto body panel

(e) glue wheel arches and chassis onto body panel

(f) glue wheels on to completed car body

(g) colour the car red.
The jobs must be carried out in order.  Each person must finish an item before the next person can start their job.  Those who are doing job (d) keep going on strike.  They want a different glue to use.  What happens to production?

Group 2 – instructions

Your group is to produce cars, but you are to do all the jobs.  Each person will be given individual instructions (take one piece of paper from the ‘instructions’ envelope). Once these instructions have been followed, a new set of instructions should be selected.  One of your group must go on strike.  He/she has not got the same paper and it is more difficult to cut out.  What happens to production? 

Group 3 – instructions

In your group you are to produce a car.  Divide up the following jobs:

(a) cut rough parts

(b) cut out neatly

(c) glue roof tabs to underside of body panel

(d) glue door onto body panel

(e) glue wheel arches and chassis onto body panel

(f) glue wheels on to completed car body

(g) colour the cars as follows:  first five red; second five blue; third five green; fourth five yellow; fifth five black; sixth five purple; seventh five orange.

The jobs must be carried out in order.  Each person must produce five items before the next person can start their job.  Those who are doing job (d) keep going on strike.  They want different glue to use.  What happens to production?

You are the Production Controller.  Your role is to supervise your production team, check the quality of your team’s products and oversee the whole production process.  You must complete the following questionnaire before the end of the game, noting your observations. At the end of the game you should be ready to discuss your observations with your team and the rest of the class. 

1. How is the production process organised?

2. What happens to production when a strike occurs?

3. What is the standard of product quality from this team?

4. What method of production do you think this is? 

The following instructions should be cut up, put in an envelope and given to group 2 – job production.

	You must produce three green cars which have red doors


	You must produce four blue cars that have red doors

	You must produce four blue cars


	You must produce four plain cars

	You must produce five black cars


	You must produce three green cars

	You must produce four red cars


	You must produce five yellow cars

	You must produce five red cars with ‘Dunlop Speed’ tyres


	You must produce four blue cars with ‘Dunlop Speed’ tyres

	You must produce five green cars with ‘Dunlop Speed’ tyres


	You must produce one black car with ‘Dunlop Speed’ tyres

	You must produce five black cars with ‘Turbo Speed’ written in red on the door


	You must produce five green cars with ‘Turbo Speed’ written in black on the door

	You must produce four  red cars with ‘Turbo Speed’ written in blue on the door’
 
	You must produce two blue cars with ‘Turbo Speed’ written in red on the door

	You must produce four green cars with ‘GTI’ written in red on the door  
	You must produce three yellow cars with ‘GTI’ written in blue on the door




Cutting directions

Assembly instructions (sequence)
1st – glue roof tab to underside of body panel.
2nd – glue door onto body panel.
3rd – glue wheel arches and chassis onto body panel.
4th – glue wheels onto completed car body.
Painting directions
Colour all main body parts so that no white paper shows.
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