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Review Questions

R1. What is a business process? Describe each of the major business processes found in most enterprises.

A business process is a group of related activities an organization performs to provide goods and services to customers.  Regardless of the type of good or service an organization provides, each organization has three broad business processes:

1.  Acquisition/Payment Processes - acquiring, maintaining, and paying for resources needed by the organization (e.g. human resources, financing, property, plant, equipment, materials and supplies) to provide goods and services.

2.  Conversion Process - converting the acquired resources into goods and services for customers.

3.  Sales/Collection Process - delivering goods and services to customers and collecting payment.

R2. What does it mean to create value? How do enterprises create value?

In his book Competitive Advantage, Michael Porter explains that everything an organization does should create value for its customers.  Every organization seeks to create value by providing goods and services that customers want.  They accomplish this through a series of business processes, e.g., acquisition/payment process, conversion process, and sales/collection process.  Leaders of an organization are responsible for managing the business processes.  An information system with several information processes provides information to help management plan, execute, evaluate, and control the business processes.

Creating value incurs costs for the organization.  For example, assembling an automobile creates value but it also requires the organization to pay for various costs (e.g., materials, supplies, and time of employees).  Whether profit or not-for-profit, viable organizations provide goods and services that customers value in a cost-effective way.

R3. What is an enterprise’s “margin” as defined by Michael Porter?

Porter computes an organization’s “margin” as the difference between value and cost.  This is a much broader definition of margin than the typical accounting definition because Porter’s calculation includes all value and all cost, much of which is difficult to measure financially.

R4. Differentiate between the objectives of a profit and a not-for-profit enterprise.

The concept of creating value applies to both profit and not-for-profit organizations but their objectives differ.  For-profit organizations try to maximize their margins. Not‑for‑profit organizations, such as charitable or governmental entities, seek to maximize the goods and services they provide with the resources (funds) they receive.  Over the long run, charitable and governmental organizations seek to optimize their services while matching outflows to inflows.  Whether for‑profit or not‑for‑profit, viable organizations provide goods and services customers value in a cost-effective way.

R5. Give an example of a primary value activity for a retail store.

Answers may vary. Marketing events, customer service, delivery of goods to customer, receipt of goods from suppliers, acceptance of returned goods, rental of goods, and performance of services are some primary value activities for retail stores. 

R6. Give an example of a support value activity for a retail store. 

Answers may vary. Ordering goods from suppliers, new product development, hiring salespeople, paying employees, accounting, producing reports, and data entry are some support value activities for retail stores. 

R7. To begin creating a value system model, what does the chapter recommend as the first thing you should try to identify?

The chapter recommends that you first focus on resource flows and ask “To whom does the enterprise give resources and from whom does the enterprise receive resources?”  The chapter especially recommends the examination of cash flows and identification of the external business partners with whom cash is traded for another resource (or for cash at a later date). 

R8. What do duality relationships consist of?

Duality relationships consist of two or more causally related events, including at least one economic increment event and at least one economic decrement event. 

R9. What is the difference between a stock inflow and a stock outflow? What types of events are associated with stock inflows and with stock outflows?

Stock inflows are relationships between economic increment events and resources or resource types. They represent the increase of an enterprise resource. Stock outflows are relationships between economic decrement events and resources or resource types. They represent the decrease of an enterprise resource.

R10. When you are creating a value chain level REA model, if you have two resource inflows and one resource outflow for a transaction cycle, what do you know about the events in that cycle?

You must have two economic decrement events in that cycle (to use up the resources that flow into it) and one economic increment event (to produce or obtain the resource that flows out of it).

Discussion Questions

D1. If only enterprises that truly create value survive, how do tobacco companies stay in business? How do illegal drug markets survive?

People possess different value systems.  This question highlights the varying value systems of customers.  The authors of this book have religious, moral, and personal codes of conduct that cause us to view these products as non-valuable.  However, because of marketing efforts or peer pressures other people view illegal drugs and tobacco as valuable products.  Also, these products tend to be addictive, which adds to the survival of such markets.

D2. Do some events occur outside enterprise boundaries? Should information system designers focus on events that lie beyond an enterprise’s boundaries?

Not only are business processes linked within an organization, processes and events can span organizational boundaries. We call these extended enterprise processes. Organizations have a growing number of extended enterprise processes. For example, suppliers for automobile manufacturers are interested in evaluating the event Assemble Car. The reason for this interest is because automobile manufacturers are implementing “just-in-time” inventory processes. This means the manufacturer only wants enough inventory on hand for a short period’s work (usually a day or less). To make this possible, the supplier must know both what is planned and what has happened. Similar relationships are forming between shipping organizations and their customers. For example, Federal Express allows customers to access its records to find out exactly where their packages are in the shipping process. Efforts to better coordinate processes across organizational boundaries require us to view business processes in a multi-firm context. The REAL business process model discussed in this chapter provides a conceptual basis for developing models of these processes.  Focusing on events that are beyond your organizational boundaries may give you the feeling that identifying business events is like the famous final exam question, “Model the universe and give three examples.”  Where in the world do you draw the line?  We are back to the answer to all modeling questions relating to scope:  “What do you want to plan, evaluate, and execute/control?”

D3. All business organizations have at least three broad business processes: acquisition/payment, conversion, and sales/collection. Into which of these processes do each of the following activities belong? Explain your response


(a) Delivering a new product to a customer
(b) Hiring new employees
(c) Paying for a new capital tool
(d) Assembling sub-components for a finished product.

Delivering a new product to a customer – Sales/collection process.  The sales/collection process includes the sequence of events involved in delivering goods and services to customers for payment.

Hiring employees – Acquisition/payment process.  The acquisition/payment process includes business events involved in acquiring, paying for, and maintaining the goods and services needed by an organization.

Paying for a new capital tool – Acquisition/payment process.  The acquisition/payment process includes business events involved in acquiring, paying for, and maintaining the goods and services needed by an organization.

Assembling sub-components for a finished product – Conversion process.  The conversion process focuses on converting goods and services acquired into goods and services for sale.

D4. Why is it useful to try to understand an enterprise’s activities at the value system and value chain levels rather than simply beginning with the business process level?

By understanding the value system and value chain levels of an enterprise before moving on to the business process level, you are able to see the big picture and develop a plan for analyzing the enterprise a section at a time. This will help you to keep your perspective (to continue to see the forest even while deep within the trees) and avoid getting mired in details. It also helps you to ensure the business process activities are consistent with the enterprise’s overall mission and strategy, since value system and value chain analysis clarifies those in your mind. 

D5. Is it easier for you to first think about the resource flows associated with a transaction cycle and then use that knowledge to identify the economic events in the cycle, or is it easier to first think about the economic events in a cycle and then use that knowledge to identify the related resource flows?

Answers will vary depending on the student. Some students find it easier to concentrate on resource flows first and then determine the events; others find it easier to focus first on economic events and then determine the resources flows. 

Applied Learning

A1. Owen’s Farm owns approximately 50 acres of peach trees. Migrant farm workers perform almost all of the work. In the late winter and early spring they prune the trees. During the mid-spring they thin the fruit from the trees, and in late summer and early autumn they pick the fruit. 
The farm manager does most of the other work, such as spraying the trees, irrigating, and selling the fruit. Spray concentrate, fruit boxes, and other supplies are purchased on account from the local food co-op stores. Fruit is sold on account to major grocery chains such as Kroger and Albertson’s.


Required: 

a. 
Draw a value system level diagram for Owen’s Farm. 

b. 
Assuming the various activities that need to be performed in the conversion process are considered labor operations, draw a value chain level diagram for Owen’s Farm.
a. Owen’s Farm Suggested Value System Diagram

b. Owen’s Farm Suggested Value Chain Diagram
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A2. Visit a local movie theater. Observe what you can about the economic activities of the theater (e.g. ticket sales, concession sales, movie showing). Consider what must also happen that you are unable to observe (e.g. theater’s purchase of concessions and ingredients for concessions from suppliers; acquisition of movies to show). 

Required:

a. 
Create a value system level model for the movie theater (as best you can tell). 

b. 
Create a value chain level diagram for the movie theater (as best you can tell). 

a. Suggested movie theater value system level model


b. Suggested movie theater value chain level model

[image: image2.png]Cash cash

or
A s
eyl
Frocess
ED
B Buiding,
= furnishings,
equipment,
i movies,
R o concessions
E—

Note: use of labor is not usually tracked





cash





cash





fruit





labor





cash





cash





cash





Customers





Workers





Suppliers 





Owners/�Creditors








Owen’s Farm





supplies  






















































































cash





cash





concessions shows 





labor





cash





cash





cash





Customers





Employees





Suppliers (Vendors)





Investors and Creditors





Movie Theater





goods  services

























































































22
Solutions Manual to accompany Dunn, Enterprise Information Systems: A Pattern Based Approach, 3e
24
Solutions Manual to accompany Dunn, Enterprise Information Systems: A Pattern Based Approach, 3e
Solutions Manual to accompany Dunn, Enterprise Information Systems: A Pattern Based Approach, 3e
23

