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Suggested Answers to Discussion Questions

1.1
The value chain classifies all business activities into two categories: primary activities and support activities. The five primary activities are: inbound logistics, operations, outbound logistics, sales & marketing, and service. The four support activities are: firm infrastructure, human resources management, technology, and purchasing.


The inbound logistics function at S&S includes all processes involved in receiving merchandise and storing it. S&S does not manufacture any goods, thus its operations activities consist of the processes involved in displaying various merchandise for sale. The outbound logistics activity at S&S includes delivering the products to the customer. The sales & marketing activity includes advertising and the actual processing of sales transactions. The service activity includes all post-sales services offered to customers, such as repairs and periodic maintenance.


The firm infrastructure at S&S includes the accounting function. Its human resource management activity includes all the processes involved in recruiting, hiring, training, evaluating, and dismissing employees. The technology support activity includes all investments in computer technology and various input/output devices, such as point-of-sale scanners. The purchasing support activity includes all processes involved in identifying and selecting vendors from whom S&S will acquire goods and negotiating the best prices, terms, and support from those suppliers.

1.2
Usually, most organizations will only produce information if its value exceeds its cost. There are two basic situations, however, in which information may be produced even if its costs exceed its value. First, it is often difficult to accurately estimate the value of information and, sometimes, the cost of producing it. Therefore, organizations may produce information that they expect will produce benefits in excess of its costs, only to be disappointed after the fact. The second reason is that production of the information may be mandated by either a government agency or a private organization. Examples include the tax reports required by the IRS and disclosure requirements for financial reporting established by the Financial Accounting Standards Board.

1.3
Well-designed controls should not be viewed as “red tape” because they can actually improve both efficiency and effectiveness. Consider a control procedure mandating weekly backup of critical files. Regular performance of this control prevents the need to spend a huge amount of time and money recreating files lost when the system crashes, if it is even possible to recreate the files at all. Similarly, control procedures that require workers to design structured spreadsheets can help ensure that the spreadsheet decision aids are auditable and are documented well enough so that other workers can use them.

1.4
Initially, if a product has a marginal cost of production and distribution that is close to zero, there is the potential to significantly increase profits. An important issue, however, is whether the asset in question is unique. If other companies can provide the same product, or a close substitute, then intense price competition may ensue. In a free market, the result is likely to reflect a basic economic principle that marginal revenue = marginal cost. There are also accounting policy implications to digitized assets: how to value the asset, how to account for its use (depreciation or amortization), and how to safeguard that asset from misappropriation. 

1.5
Since people are one of the basic components of any system, it will always be difficult to successfully transfer a specific information systems design intact to another organization. Considering in advance how aspects of the new organizational culture are likely to affect acceptance of the system can increase the chances for successful transfer. Doing so may enable the organization to take steps to mitigate likely causes of resistance. The design of an AIS, however, itself can influence and change an organization’s culture and philosophy. Therefore, with adequate top management support, implementation of a new AIS can be used as a vehicle to change an organization. The reciprocal effects of technology and organizational culture on one another, however, mean that it is unrealistic to expect that the introduction of a new AIS will produce the same results observed in another organization.

1.6
There is no easy answer to this question. Although a company can try to identify the benefits of a new IT initiative and compare those benefits to the associated costs, this is often easier said than done. Usually, it is difficult to precisely measure the benefits of new uses of IT. Nevertheless, companies should gather as much data as possible about changes in market share, sales trends, cost reductions, and other results that can plausibly be associated with an IT initiative and that were predicted in the planning process.

1.7
Sometimes several of the criteria in Table 1.1 can be met simultaneously. For example, more timely information is also likely to be more relevant. Verifiable information is likely to be more reliable. Often, however, achieving more of one objective requires sacrificing another. For example, ensuring more complete information is likely to reduce its timeliness and relevance. Similarly, increased verifiability and reliability often require the sacrifice of relevance.  The decision maker must decide which trade-offs are warranted in a given situation.
1.8 These questions involve both traditional economic cost/benefit issues and less well-defined ethical issues.  

a.
Generally, the courts have held that organizations have the right to monitor employees’ email. Such monitoring can have disastrous effects on employee morale, however. On the other hand, it might provide legitimate information about group members’ individual contributions and productivity.

b. Students are likely to argue whether or not this should be done. One potential benefit that could be argued is the likelihood that if employees are aware that they will be monitored they will be less prone to surf the Web for non-work-related uses.
c. Arguments pro and con can be generated about the effects of such monitoring on performance and on morale. Clearly, the specifics of any incentive schemes tied to such metrics are important.
d. Arguments can be raised on both sides of this issue. Try to get students to go beyond the legal ramifications of recent news stories and to explore the ethical implications of destroying different kinds of email.
e. Direct students to the guidelines followed by organizations that certify how various web sites use the information they collect. Students are likely to make the argument that personal information is inherently private and sacrosanct. To challenge that view, ask them about the legitimacy of developing and maintaining a reputation. Doesn’t that involve the divulgence and sharing of personal information among strangers? Ask the class if it is feasible (or undesirable) to totally prevent or prohibit such sharing of information.

Suggested Answers to the Problems

1.1
Student answers should clearly define and explain the difference between following a low-cost versus a product-differentiation strategy. They should also present specific examples of each for S&S. Students also need to clearly and accurately explain the differences between variety-, needs-, and access-based strategic positions and provide examples of how S&S could pursue each of those. Many applications of IT can be suggested.

1.2
Reports should include examples and discussion of each type of decision in the context of S&S. An example of an operational control decision at S&S is the decision about whether or not to extend additional credit to a customer. This is a fairly highly structured decision task because the important variables (the customer’s credit history and current account balance) are knowable and because the decision can often be reduced to specific rules that can be automated. The customer’s account balance and payment history information can be provided by S&S’s AIS; additional information about the customer’s credit rating can be obtained from external sources such as credit bureaus or services like Dun & Bradstreet.


One management control decision made at S&S involves deciding whom to hire for various jobs. This is a semistructured task because some of the information required to make the decision, such as qualifications for a specific job, are easily specified and verified. Some judgment is required, however, to evaluate the applicant’s background and answers to specific questions during the job interview. S&S’s AIS can provide information about the qualifications needed for various jobs and pay. Information about the applicant, such as references, must be obtained from sources outside the AIS. Nevertheless, a well-designed AIS should be able to store such information once it has been acquired.


An example of a strategic planning decision that might be made at S&S is the decision about whether to open additional stores. This is an unstructured decision because it is not frequently made, and because it is not possible to exhaustively list every fact that should be considered (although it may be possible to specify some of the information needed to make the decision). Moreover, considerable judgment is required to interpret the data that is collected to make that decision. Much of the information that will be used to make this decision, such as population trends and the overall state of the economy, originates outside of S&S’s AIS. Nevertheless, a well-designed AIS should be able to capture and store that information so that it can be combined with internally generated data, such as sales trends and the results of any prior new store openings.

1.3 Numerous answers are possible. Several articles addressing this topic have appeared in Strategic Finance and the Journal of Accountancy.

1.4 Adapted from the June 1984 (Section B, Question 6) and June 1990 CMA Examination (Part 2, Question 4)

a.
The annual report is a one-way communication device.  This requires an emphasis on clarity and conciseness because there is no immediate feedback from the readers as to what messages they are receiving.

The preparer must attempt to identify the users/audience of the report, and to determine their values, beliefs, and needs.  Then the preparer can determine the language, i.e., words and phrases that would be appropriate and familiar to the users/audience.



The preparer must also consider the organization of the material in the report.  Logical ordering and attractive formatting facilitate the transmission of ideas.
b.
The different users of annual reports have differing information needs, backgrounds, and abilities.  For some users, the annual report may serve as an introduction to the company and/or the only significant information about the company.  By using the report to communicate to all users, the problems the corporation faces include the following.

· In an attempt to reach several audiences, a company may include information for each audience.  As a consequence, the annual report may grow in size and complexity to the point where it contains more information than many users want to receive or are able to comprehend, i.e., information overload.  In some cases, technical concepts may be reduced to more common concepts; this reduces precision and conciseness thereby leading to more generalizations.

· Care must be taken in the presentation of information.  Words and phrases familiar to one user group may not be understood by those in other user groups.  Graphic displays that are meaningful to some may be meaningless to others. 

c.
Other than the financial statements and accompanying footnotes, an annual report provides 



information concerning

· Management's discussion and analysis of results.

· Organizational objectives, strategies, and management's outlook for the future.

· Board of Directors members and the officers and top management of the organization.

· Segment data and performance information.

· New initiatives and research information.

· Recent stock price history and stock information.

d.
Stating well-defined corporate strategies in a company's annual report accomplishes the following:

Advantages:

· Communicates the company's plan for the future and resolves any disparate issues.

· Provides a vehicle for communicating the company's strengths.

· Builds investor confidence and portrays a positive image.
Disadvantages:

· Locks management into fulfilling stated objectives and strategies, causing inflexibility.

· Communicates to unintended users who could put the company at risk (i.e., competitors).

e.
Annual reports fulfill users' information needs as discussed below.

1.
Shareholders.  Annual reports meet the statutory requirement that publicly held corporations are to report annually to stockholders and report on the stewardship of management to both current and potential stockholders.  The annual report gives shareholders financial and operating information such as income from operations, earnings per share, the Balance Sheet, Cash Flow Statement, and related footnote disclosure which potential shareholders need to evaluate the risks of and potential returns on investment.  However, the volume of data presented in annual reports can result in information overload that reduces the value of the reports.  Confusion can result from reducing technical concepts to common concepts or by the presentation of duplicate messages by different forms of media.

2.
Creditors.  The annual report of public companies provides financial information as well as trend information.  This allows creditors to project financial solvency and to evaluate their ability to repay loans.

3.
Employees.  The annual report gives the employees information such as a description of the company's pension plan and the employee stock incentive plan.  This gives employees a base from which to compare their benefits program to those of other companies.  Annual reports also provide employees with a year-end review of the results to which they have contributed during the year.  In this sense, the annual report provides reinforcement and rewards.  The annual report also informs or reminds employees of the organization's values and objectives and sensitizes them to the aspects of the organization with which they are not familiar.  On the other hand, the employee already knows how the organization is performing so the annual report does not provide any substantive additional information.

4.
Customers.  The annual report provides customers with trend information and management performance information.  They can use this to assess the company's past performance and to evaluate its future potential.

5.
Financial analysts.  The set of audited comparative financial statements provides the basis for analysis done by financial analysts.  Notes, which are an integral part of the statements, describe or explain various items in the statements, present additional detail, or summarize significant accounting policies.  Financial analysts are the most sophisticated class of users of annual reports and are able to ignore subjective interpretations included in the reports.  However, some data may be too condensed.  Analysts may also need information in addition to that provided in annual reports to facilitate their analyses.

f.
Management may omit information entirely from the annual report or disguise it because   competitors have access to annual reports.  The objective of reporting should be to reveal as much as possible without giving away proprietary information or a competitive edge.

1.5 Many different answers are possible. Be sure to set explicit grading criteria when making this assignment (e.g., weight given to grammar, topics to focus on, etc.). In addition, be aware that not only is the business press full of stories about XBRL, but there is also a great deal of information available at the official Web site (www.xbrl.org).  Another excellent resource is "The accountants guide to XBRL" and other XBRL resources specifically written for accountants available at www.skipwhite.com. Therefore, be sure that students identify their sources so that you can grade for proper referencing of other people’s work.

Some points that probably should be covered in the report include the following:

· Increased efficiency and reduced costs associated with publishing and disseminating the same basic information to a large number of external constituencies.

· Because XBRL tagged information can be used by many applications, this will truly make the Internet one of the most important venues for distributing financial statements. In turn, this will increase the need for standards for providing assurance that the data is accurate and reliable.

· Potential demand for more frequent reporting by companies. This is likely to have both positive and negative consequences. More timely data about objectively identifiable and measurable activities, such as sales, can be useful; timelier reporting of subjective information, such as depreciation and allocation-based items, may be dysfunctional.

· Potential increase in standardization and comparability of financial reporting across companies.

· Accountants can add value to the decision making processes of a company through XBRL documents that can be accessed anytime and anywhere via the Internet.
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a.
Companies should gather and store data if the benefits received from the data are greater than the cost of collecting it.  The data regarding the auto parts that get fixed most frequently is probably not costly to gather.  It would probably be part of the claims information submitted by the insured parties.  Therefore, the only significant cost would be to store the data and process it.


USAA passes the data on the parts on to parts manufacturers and suppliers and the Big Three automobile manufacturers.  These companies use the data to improve their parts.  Some use the data to determine which new products to offer.  For example, one supplier may see that other suppliers are producing low quality products and determine that they could produce a better product for the same or a lower price.

b.
USAA began capturing data on the repair records of the various shops that worked for them.  They published this information in the newsletter sent to repair shops. The shops noticed how they compared to other shops and began repairing more windshields.  Over a four year period the number of repaired windshields rose from 5% to 28%.

c.
The system adds value by streamlining business processes and making them more effective and efficient.  Before the image-processing system was installed, policy service representatives had to work with paper documents.  Customer files were often missing or incomplete and documents were misfiled.  The result was delays, multiple phone calls, and an inability to bring problems to closure.  Now the documents are never missing or misplaced and service representatives have all the information they need to make a decision on the first phone call.

1.7
Match the description in the right column with the information characteristic in the left column. 

	F    1.  Relevant
	a. The report was carefully designed so that the data contained on the report became information to the reader



	E    2.  Reliable


	b. The manager was working one weekend and needed to find some information about production requests for a certain customer.  He was able to find the report on the company’s network.

	D    3.  Complete


	c.  The data on a report was checked by two clerks working independently

	G    4.  Timely


	d.  An accounts receivable aging report that  included all customer accounts

	A    5.  Understandable


	e. A report checked by 3 different people for accuracy

	C    6. Verifiable


	f.  An accounts receivable aging report used in credit granting decisions

	B    7. Accessible
	g. An accounts receivable aging report was received before the credit manager had to make a decision whether to extend customer credit


1.8   The Howard Leasing Company 

Student solutions will vary based on their background and education.  The following is one possible solution.
a. An accounts receivable aging report lists customer account balances by length of time outstanding. 

b. An accounts receivable aging report is needed during an audit to determine whether the accounts receivable balance portion of current assets is properly valued. 

c. An accounts receivable aging report is used in normal company operations to provide information for: 

· Evaluating current credit policies

· Determining appropriate credit limits for new customers 
· Deciding whether to increase the credit limit for existing customers 
· Estimating bad debts

d. To prepare an accounts receivable aging report, credit sales and cash collections data is needed.

e. The data needed to prepare the report  can be collected from the sales transaction and cash collections files or tables

f. If the data is maintained on paper, it can be collected from daily or monthly sales reports and daily or monthly cash receipts reports.

g. If the data is in machine-readable form, it can be collected by preparing and running programs or queries that will extract the sales and cash receipts data.

h. The accounts receivable aging report should look something like the following on paper or in Excel :

	Customer Number
	Customer Name
	0-30 Days Outstanding
	31-60  Days Outstanding
	61-90 Days Outstanding
	91+ Days Outstanding

	
	
	
	
	
	

	
	
	
	
	
	


i. The accounts receivable aging report should be restricted to employees with operational or authoritative responsibility for customer accounts, such as the accounts receivable clerk, the credit manager, and the controller. Only as many copies as necessary should be produced and they should be delivered electronically or in a confidential manner.  Security features could include placing the report on a password protected server or encrypting the file prior to emailing it or placing it on a server.
1.9  
a.
What kind of information do you think Tesco gathers?  
· The Clubcard application filled out in the store captures data such as customer names, addresses, household size, ages of children, dietary preferences, and income levels.  
· When the Clubcard is used to qualify for the discounts, Tesco computers record everything a customer purchases.  

b. How do you think Tesco has motivated over 12 million customers to sign up for its Clubcard program?  

· It offers merchandise discounts to customers who sign up and gives card uses a point for every pound spent.  Points can be used to reduce the price of future purchases or exchanged for frequent flier miles.

· Big spenders are sent special promotions

c. What can Tesco accomplish with the Clubcard data it collects?  Think in term of strategy and competitive advantage.

· Customized Coupons and promotions.  Tesco analyzes customer purchases and customizes its marketing based on the results.  Quarterly, Tesco mails active Clubcard customers three coupons for frequently purchased items and three coupons for items they are likely to buy or that Tesco wants them to try.  Tesco is so good at understanding their customer’s tastes and preferences that their coupons are 10 to 15 times more likely to be used than other coupons.  The quarterly mailing also contains vouchers that allow members to redeem their accumulated points.  Some 95% of all vouchers are redeemed.

· Cross marketing.  Analysis of customer data allows Tesco to discover unique buying habits.  For example, men who purchased diapers for newborns buy more beer than the normal male – presumably because they are more likely to stay at home and less likely to go out.  

· Improved decision making.  Tesco has been able to make better decisions and set better company goals than ever before.  Using data on purchases and the ethnic makeup of the neighborhoods surrounding the stores, Tesco is able to stock goods that have greater customer appeal.  For example, Tesco noticed that customers in a small store in a South Asian and Arab part of town were not buying complete meals.  They went elsewhere to buy certain staple foods and Asian brands.  Further analysis led to the decision to replace the small store with a Supercenter that offered more than 800 foreign products.  It included a halal butcher shop, the latest movies from India, Arabic and Asian newspapers, and an Indian jewelry counter.  Tesco also redesigned its shopping carts to handle the bulk purchases of its customers more easily.   
· Customer loyalty.  Tesco used Clubcard data to neutralize Wal-Mart’s most significant advantage.  Tesco identified 300 items that price-sensitive shoppers frequently purchased and lowered their prices.  This kept the customers most likely to shop at Wal-Mart from defecting. 

· New product rollouts.  Analysis of Clubcard data showed that affluent customers were not buying certain products like fruit, cheese, and wine.  This led to the introduction of a premium quality brand, “Tesco’s Finest,” that successfully attracted affluent customers.  Customer data also allows Tesco to figure out quickly how new initiatives are working.  For example, when Tesco rolled out ethnic foods for Indians and Pakistanis, data analysis showed that white affluent customers were also buying the products.   The rollout was quickly expanded to include them.

· Improved supplier relationships.  Outside companies are taking advantage of Tesco’s data to improve their decision making.  When Kimberly-Clark introduced a premium toilet paper, it used Clubcard data to track who purchased it and who continued to purchase it.  Further analysis showed that those who bought the toilet paper also were big buyers of skin-care products.  This allowed Kimberly-Clark to develop a marketing program that offered free beauty treatments to those who continued to buy the toilet paper. 
d. What are some of the disadvantages to the Clubcard program?

Some critics believe that loyalty card programs 

· Are too expensive to maintain and that companies can buy data to achieve similar results for less than the loyalty programs cost.

· Slow down check out lines

Source: Rohwedder, Cecille. “No.1 Retailer in Britain Uses ‘Clubcard’ to thwart Wal-Mart,” Wall Street Journal, June 6, 2006, pg A1.  http://online.wsj.com/article_print/SB114955981460172218.htm
1.10  Students will provide varied solutions to these questions.  Some things to mention:
a. Newer models of cell phones in Japan contain a myriad of applications, including: video cameras, digital music players, television remote features, and digital recording. For example:

1. The E-wallet function virtually turns a cell phone into a credit card or debit card. Such a cell phone can buy items from a vending machine or convenience store, pay for train tickets and cab fares, and purchase and sell stocks and bonds. Businesses cater to this new technology by including bar codes in their catalogues or on street advertisements. Users can then use their phone to scan the barcode which brings the user to that company’s website. Users may then proceed to learn more about the item and order it with a click of the button. 
2. The Japanese now use cell phones to watch up to 7 free television stations. Newer models can digitally record up to 30 minutes of those television programs. 
3. SONY has a hard disk recorder that can be programmed via mobile phone to record TV shows.

4. Cell phones are also being used as a remote for televisions and karaoke players
5. The Japanese use cell phones to navigate to their destination
6. The Japanese also use cell phones as video cameras and music players
b.
In order to make products and services available to the consumers using cell phones, an infrastructure must be in place.  Such things as bar coded products and vending machines that accept e-wallet transactions from cell phones are necessary for the device to be of use to the consumer.  Businesses that can provide this infrastructure will be well positioned to take advantage of the cell phone/PC revolution.  Indeed, auction sites have noticed heavier volume from mobile users buying and selling items.  Brokerages are reporting that 20% - 30% of trades are coming from mobile devices. 

c.
The problems and drawbacks of these new devices include a relatively high sales price, short battery life, limited performance, having to drill down several menu layers to reach desired functions, and theft.

Suggested Answers to the Cases

1-1
Answers will vary depending on the company and the student’s experience. Be sure to set clear grading criteria and expectations, especially regarding:

a. the scope of the term “information system in part 1, and
b. the level of detail you expect regarding the storage and processing of data in part 3

1-2
Exact nature of answers will vary. Grading should be based on how well students defend the positions they take. If you plan on discussing the case in class, be sure to cover these key points:


Assumption 1: If the problem is too much information, the solution involves filtering information. You may want to compare and contrast the effectiveness of different Internet search engines to illustrate this point. The value of data mining in using data warehouses is also relevant here.


Assumption 2: If decision makers do not really need all the information they want, then the solution may involve asking decision makers to explain exactly how and why they use various data items.


Assumption 3: Is the key providing more data, or more information? Identifying the difference in a given decision setting may be difficult, but is crucial to solving this problem.


Assumption 4: Ackoff presents a nice example of how sometimes too much communication hurts. Other topics that could be discussed to clarify this issue might include asking students to identify situations in inter-personal relationships when it might not be appropriate to follow the general adage about telling the truth. Also, discuss the interaction of performance measurement and communications.


Assumption 5: The key point is to get the class to consider the degree to which the analogy about how much the average driver needs to know about how a car works applies to information systems. Ask them to identify situations when lack of knowledge about how a car works can harm the average driver. Are there any analogous situations with information systems?
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