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BUSINESS STUDIES 2.1 Externally assessed 
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Demonstrate understanding of the  
internal operations of a large business
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ESA workbooks is subject to the NZ 
Copyright Act which limits copying 
to 3% of this workbook

This externally assessed Achievement Standard requires you to demonstrate your understanding of the internal 
operations of a large business.

‘Internal operations’ refers to business formation, functions, people, management and environment. A ‘large 
business’ refers to any business operating in New Zealand with more than twenty employees and/or that has 
regional or national significance.

For ‘Excellence’ you must fully explain and justify the internal operation of the large business by integrating 
examples with relevant business knowledge and providing relevant information from at least one large 
business studied in depth. You will, in all likelihood, also need to integrate Mäori business concept(s) where 
relevant to the internal operations to fully support explanations.

Topics covered in this chapter are:
• organisational structure (advantages and disadvantages, tall, flat, matrix, shamrock)
• the production process for goods and services (job, batch, flow, lean production, productivity and efficiency, 

economies of scale, capacity issues)
• roles and skills of managers and leaders (difference between managers and leaders, leadership styles)
• financial information for management to aid decision-making (importance of budgets, variance analysis, 

monthly revenue and cost reports)
• the need for and importance of policies and procedures
• corporate social responsibility (costs and benefits).

Unit 1 – Organisational structure
An organisation can be defined as ‘a group of people who work together’. A business is an example of an 
organisation. Organisational structure shows how people in the business work together – who is in charge  
of whom.

An organisational chart is a diagram showing organisational structure, always using the same symbols.

A box shows an individual (sometimes a team or department in large 
organisations). Inside the box is the name of the person and the person’s 
job title.

A line of reporting shows:
• who is the manager (person at the top)
• who is the subordinate (person below)
• that the manager and subordinate must communicate with each other.



AS 90843

2  Achievement Standard 90843 (Business Studies 2.1)

© ESA Publications (NZ) Ltd, ISBN 978-1-927297-23-0  –  Copying or scanning from ESA workbooks is limited to 3% under the NZ Copyright Act.

The following is an example of an organisational chart for a relatively small business.

Example: Organisational structure for Sarah & Co. Bakery

Classifying organisational structure
Each business is different, so each has a different structure. We can describe the structure using:
• levels of hierarchy – the number of levels from top to bottom of the diagram
• span of control – the number of direct reports (subordinates) an individual has.

Levels of hierarchy

The more layers of management there are in an organisation, the more systems and processes are required for 
decisions to be made. As organisations grow, they often gain more levels of hierarchy, which can be difficult to 
manage, and can lead to bureaucracy (in which there is much paperwork and checking through many levels 
of managers before decisions can be made). Decisions and changes often take a long time to get approved in a 
bureaucratic organisation.

Span of control

The span of control can be narrow or wide. When an organisational structure has a narrow span of control there 
are few subordinates for every manager. This is a tall structure. In tall structures, managers can communicate 
quickly and easily with subordinates, and easily exert control over them. There are clear lines of reporting and 
problems are usually dealt with quickly. It is also easier for managers to coordinate fewer staff than to oversee 
many staff.

When an organisational structure has a wide span of control there are more subordinates for every manager. 
This is a flat structure. In flat structures there are fewer managers who may have a harder job coordinating 
a large number of staff. However, messages from the top of the structure quickly reach the employees. Flat 
structures tend to be more flexible and responsive to changes in the environment than tall structures are.

Decision-making
In tall organisations decisions tend to be made by a small number of people at the top of the hierarchy, while in 
flat organisations the decision-making tends to be decentralised – authority is given to managers or workers 
further down the hierarchy to make certain decisions. For example:
• front-line employees are given delegated authority of a certain amount (e.g. $200) whereby they can offer 

discounts and reimbursements to help solve customer problems

Sarah 
Owner

Moana 
General Manager

Samuel 
Finance Manager

Daniel 
Operations Manager

Mark 
Sales Manager

Kyra 
Accounts 

Representative

Tim 
Accounts 
Payable

Mary-Jane 
Baker

Francesca 
Baker

Christian 
Packaging and 

Dispatch

James 
Apprentice 

Baker
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Publicity

Many philanthropic gifts and socially responsible acts are rewarded by recognition from a charity, or publicity in 
the media, which can enhance the brand in the eyes of the community, and expand the company’s reach.

Staff morale

Employees of the company feel good about working for an organisation that has a positive influence in 
the community. There may be slower staff turnover, and happy employees who help bring about a positive 
organisational culture.

Social sustainability is an important business concept that is concerned with maintaining the health 
and well-being of the community and its employees. A socially sustainable business protects the interests 
of its employees, their families, and customers. Socially sustainable businesses treat employees fairly, pay 
reasonable wages, and sell products that do not harm customers. 

Mäori business concept: Pütake
Pütake means ‘reason for being’. Many Mäori businesses exist to make a profit by providing goods and 
services. Others, however, have different ‘reasons for being’ associated with the fact that business resources 
(such as land) are owned collectively by whänau, hapü and iwi. The different reasons are collectively known 
as ‘pütake’ and can lead to complex legal and cultural situations.

A Mäori business that begins as an enterprise to manage and develop people or resources (e.g. forests, 
rivers) often gives rise to other trusts and companies, formed under the guidance of the original business.

Social, cultural, environmental, spiritual, and economic sustainability have a special focus in many Mäori 
businesses, with a ‘multiple bottom line’ featuring in mission statements and reports and incorporated into 
business activities along with the more usual profit-related goals.

The particular purpose of some Mäori businesses is to encourage Mäori culture, language, and arts. Industries 
such as tourism, Mäori arts and crafts, design, clothing, education, music, and performing arts contain 
examples of such businesses. The organisations need to make a profit to be sustainable, but their main goals 
are social and cultural ones.

Research carried out by Te Puni Kokiri (Ministry of Mäori Development) has shown that the Mäori ‘brand’ has 
a positive impact internationally.

Source: seniorsecondary.tki.org.nz/social-sciences/business studies

High staff morale
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Ethical business practices
Being aware of the impacts of a business makes it easier to recognise and act in an ethical way. With ethical 
actions a business takes the morally right course, which averts damage from bad publicity, improves the 
business culture, and helps to reduce the wastage and cost of employee fraud.

Ethics is about making the ‘right’ decisions for the organisation or individual. However, what is ‘right’ or ‘good’ 
for one party is not necessarily ‘right’ or ‘good’ for all parties, so this is a subjective area.

Activity: Corporate social responsibility
1. Complete each sentence by inserting a suitable word or phrase from the list.

  brand awareness   community   multiple bottom line   objective analysis 

  philanthropy   publicity   staff morale   stakeholder 

a. Giving money or goods to a charitable organisation is known as 
b.   can be strengthened when an organisation has a positive influence 

in its community.
c.  When people easily recognise an organisation’s brand in the community it is called 

d. A  is a group of people sharing something in common.
e.  A  is any person, group or entity affected by the actions of the 

business.
f.  A business considering the  is taking a wider view of success than 

just the amount of profit the business makes.
g.  Without  of how the business is a member of the community it is 

difficult to practise CSR.
h.  Damaging  in the media can result if people in a business behave 

unethically.
2. a. Give three examples of how a business might practice CSR.

 Example One:   

 Example Two:   

 Example Three:   

b. Explain how each example in a. benefits the business and the community.

 Example One:   

 Example Two:   

 Example Three:   

Ans. p. 263
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Unit 4 – Political influences
Political influences come from changes in the way local or national government operates. Government policies 
and decisions regularly affect businesses.

Each political party has its own policies; for example concerning:
• subsidies for farmers, industries, and projects
• tax rates, tax cuts, import and export tariffs and regulations.

The following example shows how three different political factors might affect a large-scale agricultural business 
(farm).

Example: Effects of policies

Political factor Effect on agricultural business

A new council changes zoning regulations, 
allowing subdivision of large farms close to 
the city.

Price of land may rise, allowing the farmer to 
subdivide, sell some unproductive land and put 
a large cash injection into the business. 

Government provides ‘tax breaks’ for 
employers of local workers.

If the farm is employing staff from the local area 
(most are) it will have less tax to pay, leaving 
more money to return to the business. 

Government increases carbon tax by 1% Costs of running the farm (methane is a by-
product of farming) increase because of the tax.

The Beehive and Parliament
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Government taxation and spending
Tax is paid by businesses and individuals to the government to run the country, pay for infrastructure and provide 
critical services (hospitals, schools, and so on) for all.

In 2014–2015, two-thirds of Crown (government) spending was divided almost equally between:
• social security and welfare
• health
• education.

The other third was divided between core government services, finance costs, law and order, transport and 
communications and ‘other’.

More than half of Crown revenue (income) comes from tax paid by individuals and from GST (goods and services 
tax). Another quarter comes from corporate (company) tax, with the remainder from other sources of taxation, 
interest and other revenue.

The two main types of tax that have an impact on companies are GST and company tax.

GST
End consumers are charged GST by businesses on behalf of the 
government. GST is calculated as a percentage of the sale price of an 
item, at a rate of 15%. This means that for every $10 (which includes 
GST) you spend at the dairy or school tuck shop buying food, the 
business has to pay $1.30 to the government.

Some businesses advertise their prices excluding GST (excl.) while 
others advertise prices that include it (incl.). GST is charged only to 
end users of goods and services, so businesses purchasing goods and 
services can claim back from the government the GST they have paid 
on those goods and services.

Company tax
Company tax is calculated as a percentage of profits. The tax rate for companies in 2014 was 28%. This means 
that if a business makes $10 000 profit (revenues less expenses) in a year, it must pay $2 800 to the government 
at the end of that year.

Other taxes
Other taxes are charged on goods such as alcohol, cigarettes and petrol to help offset the harm that individuals’ 
consumption of these goods brings to the wider community.

Government expenditure
Government spending is set every year when the government releases its budget for the coming year. Most 
spending is on social welfare, health, and education. The expenditure is money paid to (mostly) households or 
businesses in return for goods and services, or labour. Changes in government spending can have a significant 
impact on business incomes.

$10
$1.30 tax
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Example: Young people and property

Home-Owning Not Even A Dream
Young New Zealanders appear to have 
largely given up the idea of owning their 
own homes, instead preparing to be ‘renters 
for life’.

People aged under 28 (‘Generation Y’) 
are borrowing money on credit cards and 
personal loans for consumer items and 
travel, but not applying for mortgages.

Statistics from Veda, an Australasian 
credit-reporting company, show mortgage 
enquiries from Gen Y during June to August 
2014 were down by one third from those 
in the same period last year, while personal 
loan enquiries grew by 12 per cent and 
credit card enquiries grew by almost 20 per 
cent over the same period.

The managing director of Veda New Zealand 
and International suggests Gen Y are 
showing similar consumer spending to that 
of baby boomers before the 1987 downturn, 
brought about because, for Gen Y, home 
ownership appears unattainable.

People’s attitudes drive their purchasing behaviour. Consider your attitude to the following social factors and how 
it affects what you buy:
• current fashions (in clothes, cars, houses)
• social issues (fair trade, living wages)
• health issues (obesity, sugar)
• lifestyle priorities (work–life balance, employment expectations)
• environmental issues (deforestation, global warming).

Business responses to social influences
Trends and fads, such as the latest ‘must have’ fashion item, come and go quickly. Other influences, such as 
changing demographics, attitudes and beliefs can take generations to change. Business managers must decide 
whether changes should be made in response to a social influence, or whether what appears to be a trend is just 
a passing fad. Responses may include:
• changing products, marketing strategies, or the target market
• adjusting production processes, factory locations, or HR procedures
• identifying new opportunities from the changing social factors.

Just a dream
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Activity: Social influences
1. Give one example from your own experience of each of the following.

a. Belief:   

b. Preference:   

c. Attitude:   

d. Trend:   

2. Define ‘demographics’.   

3. Complete the following tables by suggesting a possible impact of the social influences described.
a.  The impact on the strategic objectives of a telecommunications company such as Spark New Zealand of 

socially aware teenagers making more family decisions than teenagers did in the past.

Impact

Profit

Return on investment

Market share

Cash flow

Sales revenue

Ans. p. 268
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Bar graphs

A bar graph has a bar for each set of data. The bars, which can be vertical or horizontal, show which are the most 
important categories. Using data from the previous example, we can create the following bar graphs.

The graphs clearly show that the quantity most commonly purchased was 21–25 litres.
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Pie charts

Pie charts show how each category represents a proportion of all the observations. Each slice of the ‘pie’ 
represents a different category. With spreadsheet software, it is easy to create pie charts of various designs.

Using data from the previous example, we can create the following pie chart.

Time-series graphs

Time-series graphs display data that have been collected over time. The horizontal axis shows the time and the 
vertical axis is for the data values.

These graphs can show trends as time progresses. When using a spreadsheet to construct time-series graphs, be 
careful to use the correct data – the spreadsheet software can make graphs only from the numbers it is given.

Revisiting the census data from Unit 1, here is how the graph would look:
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Unit 3 – Maslow’s hierarchy of needs
Abraham Maslow was a pioneer of motivation theory, reframing the way psychologists study people’s 
motivation.

Maslow identified key requirements for people to move forward and be effective in their day-to-day lives. He 
concluded: ‘The integrated wholeness of the organism must be one of the foundation stones of motivation 
theory’, meaning that to see what motivates people, we cannot focus just on individual attributes, but must look 
at the whole person.

Maslow proposed a hierarchy of needs that is often represented as a pyramid with five levels.

The levels relate to survival, safety, social belonging, esteem and self-fulfilment. Maslow observed that lower 
needs must be met before a person can be motivated to achieve higher desires.

The five categories of need
• Physiological needs are related to the maintenance of the body and survival; e.g. having clean air, food, 

water, being warm and getting enough sleep.
• Safety needs are about security; e.g. safety from violence, good health, a steady income, job security, 

safety and security of property.
• Belonging needs include a person’s social situation: being needed, loved, accepted, and belonging to a 

group such as a family or community. When these feelings are missing, people can suffer from loneliness, 
social anxiety and depression.

• Esteem needs relate to a person’s place or position in a group: the need to be respected and to respect 
others, to be confident and have self-esteem. If people respect us, we have greater power.

• Self-actualisation needs are ‘self-fulfilment’. Once all other needs and desires are satisfied, people are 
motivated to become creative, to solve problems, to think about how the world works and to contribute to 
society. This need relates to our ability to reach our full potential.

The theory argues that once people meet their needs at each level of the pyramid, they are then ready to answer 
higher needs.

Self-
actualisation

Esteem

Belonging

Safety

Physiological
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Application to business

Individuals are firstly dominated by physiological needs. If there is a risk 
that these needs will not be met, people react aggressively. These needs 
are usually met in our society, so safety needs, including the need for job 
security, become important.

When the first two levels of need are satisfied, having good relationships at 
work becomes important, followed by the need for recognition from others.

If, in a business downturn, an employee believes his or her job is at risk, 
the employee’s need for safety and security (level 2) is not being met. A 
potentially valuable staff member might react by moving to the competition 
or leaving the current workplace. At best, the employee will not be 
motivated to perform according to the higher levels of the pyramid, e.g. to 
solve problems or think creatively.

Activity: Maslow’s hierarchy of needs
1. Maslow’s hierarchy has five levels. Write your own definition for each level.

 Physiological:   

 Safety:   

 Belonging:   

 Esteem:   

 Self-actualisation:   

2. For each of the following scenarios, identify what the person needs and the category (level of Maslow’s 
hierarchy) into which the need falls. Explain how this could lead to motivational problems for the company 
with regard to the employee. The first has been done as an example.
a. 

Kitty works as a delivery driver in a large company. She starts her route at 2.30 a.m., in a truck that often 
breaks down. She is worried that she will be stuck alone in the dark if the truck breaks down.

 Need: To be physically safe (not left alone and vulnerable in the dark)
 Category: Safety
 Explanation: If Kitty is worried about her personal safety at work she may be reluctant to do her job well. She 

might call in sick, or resign to look for a safer job.

Ans. p. 280

Safety and belonging
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Statement of Cash Flows

The purpose of the Statement of Cash Flows is to provide information about which business activities provide 
cash inflows and which activities result in cash outflows – how the business uses its cash.

Ideally, a business should be generating positive cash flows from its operating activities, and re-investing some 
profits back into the business. The Statement of Cash Flows helps focus attention on this. The statement can also 
draw attention to businesses that are not generating sufficient cash from operating and are perhaps selling off 
assets and borrowing money to survive.

Example: Statement of Cash Flows

Cash-flow statement for Dargaville DVD Rentals
for the period January–June 2014

Jan Feb Mar Apr May Jun

Opening balance 0 8 830 8 060 9 590 10 520 10 550

Receipts

Sales 1 200 2 000 3 800 4 000 2 900 3 100

Owner’s capital 15 000 0 0 0 0 0

Total receipts 16 200 2 000 3 800 4 000 2 900 3 100

Payments

Rent 650 650 650 650 650 650

Wages 0 600 600 600 600 600

Raw materials 6 400 1 200 700 1 500 1 300 1 200

Utilities 320 320 320 320 320 320

Total payments 7 370 2 770 2 270 3 070 2 870 2 770

Net cash flow 8 830 –770 1 530 930 30 330

Notes
1. The opening balance is how much cash the business has at the start of the month. It is always 

equal to the closing balance of the previous month and will be zero for new businesses.
2. Receipts are sources of cash coming into the business. The most obvious one is sales revenue, 

but it could be from a loan or from an investment by the business owners.
3. Payments shows money going out of the business. These include rent, wages, raw materials, 

advertising, maintenance, etc.
4. Net cash flow shows how much cash is left over for that month – it is calculated as follows: 

Total receipts – Total payments.
5. If the closing balance is a minus figure, it means that the business does not have enough cash 

to make all of its payments that month, and will therefore need to find some additional cash. 
The owner may choose to put extra cash in or could apply for a loan or bank overdraft.

6. The closing balance is the amount of cash that the business has remaining at the end of the 
month. It is calculated as follows: Opening balance + Receipts – Payments = Closing balance

7. Having too much cash in the bank is not a good thing either, though! The business should be 
putting this extra cash to better use by re-investing it in the business in the hope of generating 
more profit.

 Note 1

 Note 2

 Note 3

 Note 4

 Note 5

 Note 6
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To be viable, businesses need to be able to pay all creditors and have sufficient cash in the business for potential 
outgoings to be covered.

For planning purposes, the finance manager must have accurate information about costs and work closely with 
the production manager to try to ensure funds are available when costs fall due. The marketing plan develops 
pricing, but costs need to be managed carefully with the production manager.

Calculating costs

Method 1

In a manufacturing business, the business purchases raw materials to change into another product through the 
manufacturing process. For example, fabric is turned into clothing, or wood is processed into furniture.

To calculate the cost of production, costs or expenses can be classified according to whether they can be traced 
back to a unit of production.

Direct costs

Direct costs can be allocated to a single unit of production because they can be traced to specific products. Direct 
costs can be:
• direct materials – the raw materials used in making a product
• direct labour – the wages of the people making the product.

Indirect costs

Indirect costs are factory or production costs that cannot be allocated to a single unit of production. They are 
often also referred to as overheads, e.g. rent of factory space.

In costing one unit of production, direct costs are easy to allocate while indirect costs are not. Indirect costs have 
to be allocated to single units of production.

Method 2

Costs can also be classified according to how they change as production output changes.

Variable costs

Variable costs vary (change) in direct proportion to activity or output. For example:
• raw materials’ cost – the more product made, the more raw materials are used
• wages of the worker making the products – the more product made, the more hours the person works.

Variable costs are zero when production is zero.

Direct labour
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Achievement Standard 90843  
(Business Studies 2.1)
Organisational structure (page 4)

1. a.   Describes how people in the business work together (who reports 
to whom and who is responsible for whom)

b. A diagram showing the organisational structure of a business

c. A line showing who are subordinates (at the bottom) and who 
are managers of the people below

d. The number of management levels in an organisation

e. The number of direct reports (subordinates) a manager has

f. Excessive paperwork and checking that holds up the operations 
of a business; caused by too many levels of hierarchy and 
managers in an organisation

g. Moving the authority from the top of the hierarchy towards the 
bottom of the hierarchy

h. Employing an outside company to complete a certain function(s) 
of the business

2. a.   A manager is a person who has responsibility for others in an 
organisation while a subordinate is a person who reports to a 
manager.

b. A tall structure has many levels of management while a flat 
structure has few levels of management.

c. In a matrix structure workers report to more than one manager 
while in a shamrock structure there are three types of people 
employed: core, freelance and casual.

d. The core workforce comprises permanently employed staff 
who are critical to the business’s operations and paid a salary; 
freelance contractors are specialist individuals and companies 
that take work for the company and are paid fees; the flexible 
workforce consists of casual and part-time workers to enable the 
organisation to meet changing demands; they are paid wages.

e. Geographical – based on geographical regions; functional – 
based on the functions of the business; divisional – based on 
product, market, or customer divisions.

3. a. 

a. Owner h. Sales and Service Manager, 
P. North

b. Kyra i. Workshop Manager, Hastings

c. General Manager, P. North j. Workshop Manager, Taupo

d. General Manager, Hastings k.  Sales and Service Manager, 
Taupo

e. Jamie l. Office Manager

f.  Workshop Manager, 
Wellington

m.  Dylan 
Finance Manager

g.  Sales and Service Manager, 
Wellington

n. Accounts Administrator

4. a.  For example: Line of reporting: This is the line that shows which 
subordinates report to which manager and is demonstrated in 
Bob’s Brilliant Tyres where Kyra has a line drawn from her box up 
to that of Bob, the owner.

 Span of control: This is the number of subordinates each manager 
has. In this example, Maggie has a span of control of 2 (reception 
staff), while Dylan has a span of control of 1.

 Levels of hierarchy: Levels of hierarchy are the layers of 
management in an organisation; in this example there are 3 levels 
of hierarchy: Bob the owner, the general managers, and the front-
line managers (including Maggie, Dylan).

b. Shamrock: A shamrock structure would enable Bob to minimise 
costs and maximise results for the business. By outsourcing some 
functions of the business, Bob might see better results from 
purchasing, marketing, and recruitment if a specialist is contracted 
to complete these tasks. This leaves his core staff (tyre technicians 
and workshop managers) to focus on what they do best.

 Matrix: If Bob has staff from different workshops working 
together on a joint sales project, for example, the formation of 
a specialised team to complete the project might be necessary. 
The team would report to more than one manager, such as the 
workshop manager and the finance manager, or the sales and 
service managers from the four different workshops.

c. Decentralisation of decision-making should help to ensure that 
customers’ problems are solved in a timely manner by the staff 
dealing with them, so customers will be happier and more likely 
to come back to Bob’s Brilliant Tyres.

 Bob should use a flat structure to help him decentralise the 
authority in his business, assigning more subordinates to each 
manager and encouraging managers to delegate the making 
of decisions to front-line staff. As the span of control becomes 
wider, managers should let their subordinates make more of 
the everyday decisions, as managers will have less time to 
spend on those decisions while managing a larger team. Using 
a decentralised, flat structure is an appropriate course of action 
for Bob, because employees may become more motivated and 
feel trusted and valued by the business, resulting in lower staff 
turnover. Customers may find that employees deal with any issues 
more promptly than management can. Bob might worry that some 
staff will abuse their authority to make decisions. To help prevent 
this, Bob could give staff a delegated authority to use in solving 
customer problems, which limits the amount of money they can 
make a decision about. While Bob’s Brilliant Tyres is a small 
company, it may be easy for managers and the owner to stay 
abreast of what staff are doing and monitor the use of delegated 
authority.

5. a.   Tall: Tall structures have narrow spans of control and many levels 
of hierarchy, giving each manager fewer subordinates to manage. 
This allows them to work closely with staff to bring about 
effective outcomes. However, the many layers of management for 
communication and instructions to travel through make for a less 
flexible organisation.
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  Flat: Flat structures have few levels of hierarchy and a wide span 
of control. With little bureaucracy, change can happen quickly, 
but it can be more difficult to maintain a cohesive vision because 
there is more room for misinterpretation of communications and 
instructions.

b. A tall organisational structure has a narrow span of control for 
managers, and many levels of hierarchy. With many levels of 
hierarchy there are many people in the chain of command so 
messages take a long time to be disseminated to the front-line 
workers. This can create problems because changes can be 
difficult to implement in a timely manner, which can result in lost 
profits. With a narrow span of control, managers may feel they 
need to watch staff closely, which can result in a workforce lacking 
in motivation.

6. Student’s own examples.

Production processes (page 14)

1. The following are examples of sentences:

a. The service provided by a lawyer is intangible because it cannot 
be touched or felt (it is not a solid, physical object).

b. As a service provider, a dentist is inseparable from the dental 
work performed; the dentist is a critical part of the product (the 
dental work).

c. The production plant has the capacity to produce 1 000 cans of 
beans per hour.

2. a.   In job production the final product is produced from start to 
finish by the same person or team and can be customised for 
the individual consumer; in batch production batches of product 
move from one station to the next, with changes between batches 
allowing some flexibility, while flow production is continuous, 
with product continuously leaving the production line ready to be 
dispatched.

b. Inputs are the resources used in the production process while 
outputs are the final products, including wastage, of the process.

c. Under-utilisation occurs when productive capacity is not producing 
enough product; over-utilisation occurs when too much product is 
produced: both are inefficient and do not maximise profit.

3. a.  ... in a way that maximises results for minimum costs.

b. … maximising units produced by an organisation, and minimising 
inputs.

c. … Transportation, Inventory, Motion, Waiting, Over-processing, 
Over-production, Defects.

d. … the inverse relationship between quantity produced and per-
unit fixed costs.

4. In a hybrid process a mixture of one or more production methods (job, 
batch flow) is used to get the job done efficiently.

5. a.   Productivity is a measure of how efficient a business’s production 
and manufacturing operations are. Productivity is measured in 
terms of outputs / inputs.

b. Goods are tangible, physical products that are manufactured; for 
example, a tennis ball, a chair, or a packet of chips bought from 
a supermarket. Services are intangible and cannot be stored; 
providing them usually requires producer and consumer to be 
in contact (or close proximity); for example, a haircut, a bus trip, 
making a bowl of chips at a restaurant.

c. Productive capacity is the number of units that can possibly be 
produced by a given number of inputs that are controlled by the 
business. Productivit, however, is the measure of how efficient 
the inputs are at producing final products. While capacity may 
increase, there is not necessarily any more product produced. 
When new plant is purchased or employees hired, there is often a 
temporary drop in productivity while the newly acquired resource 
is trained, or while waiting for more demand to eventuate.

d. Efficiency is the effectiveness of results compared with the costs of 
producing those results. An efficient business has minimised the 
costs of production, and maximised the number of units available 
for sale to bring more profit for the owners of the business when 
the units are sold. The increased efficiency also results in increased 
competitiveness for the business. With maximised profits, the 
business may choose to retain those profits to purchase new 
technology, to further increase capacity, or to pass savings on to 
customers in lower prices, making the product more competitive in 
the market place.

6. a.   Because airlines produce ‘seats’ as a unit of production, and each 
aircraft has a certain number of seats available in a day, the more 
that aircraft flies, the more the fixed costs are shared. Fuel prices 
have a direct impact on the cost of each seat. The volatile nature 
of the fuel price can lead to a new flight being more costly than 
previous flights.

b. By directly charging customers for the fuel used for their seats, 
airlines have (artificially) removed the variable cost of fuel per 
seat from their own cost mechanisms in order to show that their 
aircraft and routes are realising economies of scale. This makes 
the variable costs of production more visible to consumers, who 
feel as though they are getting a fair deal, despite higher prices. 
This is / is not the correct course of action because … (Student's 
own answer).

7. Group research.

Case study (page 17)

 (Two examples for each function – some may overlap)

Planning
• Discussing planning with Council 

Executive

• Discussing strategic plans 
with Community Division 
representative

• Working on policy review and 
strategic plans alone

Organising
• Discussing sources of 

funding

• Discussing staffing

• Correspondence

• Updating budget

• Meeting with volunteers

Leading
• Chairing weekly meeting

• Leading inspection tour

• Convener for Genealogy Society

• Radio interview

• Careers talk to students

Controlling
• Overseeing capital works

• Updating budget

• Selecting acquisitions

• Policy review

Levels of management (page 19)

Student's own answer.

Roles and skills of managers (page 20)

1. a.   Organisational culture describes the ‘way things are done’ in an 
organisation, in particular the atmosphere, the way people relate 
to one another and policies and procedures.

b. The four functions are planning (setting goals and planning how 
to reach them); organising (assigning and managing resources 
to enable goals to be reached); leading (motivating and inspiring 
subordinates and others); controlling (monitoring progress 
towards goals).

c. Management style is each manager’s approach to the job, 
according to personal beliefs, training, and the culture of the 
business; styles range from authoritarian, through democratic to 
laissez-faire.

2. 1. sustainable; 2. needs; 3. appropriate; 4. effective; 5. outcomes; 6. 
style; 7. monitoring; 8. corporate
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