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Instructor's Notes

Tutorial Approach

In this tutorial, students learn the basics of electronic commerce. In the first session of this tutorial, students learn about the basics of e-commerce, and visit Web sites that engage in electronic commerce. 

In the second session of this tutorial, students learn about how e-commerce can increase efficiency and reduce costs. They also learn about new ways of doing business on the Web. Finally, they learn about customer concerns with e-commerce, and the future of e-commerce.
Lecture Notes

What Is Electronic Commerce?
Discuss the different definitions of e-commerce. Review the electronic classification schemes: participant-based and activity-based. Discuss ways in which the Internet provides competitive advantages and reduces transaction costs. Review the terms B2C, B2B, B2G, and C2C.
Revenue Models for Electronic Commerce

Introduce the revenue models for electronic commerce: online catalog; advertising and subscription; and direct fee for service.

A number of businesses that have traditionally sold goods through catalogs using mail and telephone orders have established electronic commerce sites on the Web. Two popular sites are Lands’ End and L.L. Bean. Discuss how these companies have been successful in expanding their existing business models on the Web. Students should be familiar with the terms disintermediation and reintermediation. By displacing sales from the neighborhood bookstores and forcing them to close, Amazon.com will have disintermediated those bookstores. By taking the place of bookstores in the industry, Amazon.com has reintermediated itself into the book industry. 
The online world offers three payment schemes: advertising supported, subscription supported, and various combinations of the two. Many news sites on the Web are completely free using advertising banners to generate revenues sufficient to offset their costs and earn a profit. Other highly specialized news information sites may require you to pay a subscription fee and obtain a password for access. Students should be familiar with these payment schemes. An increasingly common revenue model for Web sites is a combination of some free information with more extensive information available on a subscription or pay-per-item basis. Two news Web sites that offer this combination are the BusinessWeek Online and The Wall Street Journal Interactive Edition sites.

Many existing travel agencies felt the Web could not replace their personal customer services. Web-based travel agencies began competing for this business. These Web sites included Travelocity, Expedia, and Orbitz. Students should be familiar with these sites as well as Autobytel, which finds car dealers, and online brokers such as E*Trade and Ameritrade.

Some sites are strictly fee for service, such as premium game sites like those run by Microsoft and Electronic Arts.

Quick Quiz
1. True or False: A Web site that sells goods via the Internet but which has no corresponding retail store or print catalog is known as a pure dot-com.


2. ____________________ occurs when sales transactions via the Internet replace transactions that would normally happen in a retail store.
a. disintermediation
b. target marketing
c. cannibalization


3. A Web site that makes some of its content available only to users who pay a fee follows the _________________________ revenue model.

Answers: True, c, advertising and subscription.
Classroom Activity
Have any students signed up for the extra content on a subscription Web site such as Salon.com or the New York Times? Did they feel the extra content was worth the subscription price? How about paying for access to games sites? Are the games worth the price? If not, what would be a reasonable charge? 
Using the Web to Reduce Operational Costs and Increase Efficiency
Many researchers and business managers believe that the main contribution of electronic commerce is to reduce transaction costs. Explain what transaction costs are and how the Web has helped reduce them. Students should be familiar with sites such as Price Watch and DealTime that help buyers find products.

Electronic commerce has existed for many years. Banks have used electronic funds transfers for decades. Discuss electronic data interchange (EDI). EDI occurs when one business transmits computer-readable data in a standard format to another business. Discuss how EDI works. Explain what a financial EDI is. As the number of businesses using EDI has grown, the demand for efficient networking and payment systems has increased. Value-added networks (VAN) were created to meet the demands imposed by EDI. Explain to students VAN is a neutral third party that can offer assurances and dispute-resolution services to both EDI trading partners.

One of the most expensive parts of many sellers’ transactions is the provision of after-sale support. This support is especially high for technology products. Companies have found a way to reduce costs by making new drivers and software available on the Web. Let the students know how to download new drivers from the Web.

Improving Operational Efficiency with Intranets, Extranets, and Automated E-mail
Review intranets and extranets; these are confusing terms. An intranet is a set of Web pages that are accessible only to employees of a company. Sometimes those Web pages are stored on a local Web server that is not attached to the Internet. When an intranet is made available to the public, but is protected by a password, it is known as an extranet. Review the UPS Web site’s extranet, where your package’s tracking number acts as a password.
Another efficiency technique is automated e-mail messages. These have disadvantages also; some users find them annoying.

Quick Quiz
1. True or False: Businesses have been relying for years on electronic commerce to reduce transaction costs and increase transaction speed.


2. A collection of Web pages that is accessible only by members of the public who know the correct password is known as a(n):
a. SSL Website

b. Extranet

c. Intranet


3. Web sites like Price Watch provide consumers with the ability to compare __________________ for goods and services.


Answers: True, c, prices
Online Auctions

One of the more interesting and innovative implementations of electronic commerce is the creation of Web sites that conduct online auctions. Talk about the eBay, Yahoo! Auctions and Amazon.com auction sites. Discuss how these auction sites work and familiarize the students with escrow services and the guarantees these sites offer.

Consumer Concerns

There are two major concerns for consumers in electronic commerce. The first concern is transaction security. Buyers in an electronic marketplace often do not know who is operating a Web site from which they would like to make a purchase. The second major concern is that privacy is not violated in the course of conducting electronic commerce. 
Teach the students about assurance providers and what they do. These providers include the Better Business Bureau, TRUSTe, the International Computer Security Association, VeriSign, and WebTrust.

Web business rating services evaluate electronic commerce sites and publish ratings for major sites. Familiarize the students with BizRate.

Companies that conduct business on the Web requires stringent adherence to ethical standards to keep their customers’ trust.

Quick Quiz
1. True or False: For the most part, U.S. legislation provides specific and comprehensive protection designed to preserve users’ privacy on the Internet.


2. Some online auction sites use a(n) _____________________, which holds the buyer’s payment until notified that the buyer is satisfied with the goods.
a. liquidation broker
b. escrow service
c. ethical provider


3. A third party who provides documentation that a Web site uses good business practices is known as a(n) ______________________________.


Answers: False, b, assurance provider
Classroom Activity
Have any students used an auction site, either for buying or selling? If you have used such a site, relay your experiences, and ask students to share theirs. Did the purchased goods match their description? Was the buy or seller easy to deal with? Was the site easy to use? Would you or the students use the site again? Does anyone know someone who has been cheated? Review recent news stories about auction scams, if you know any (stories about buyers paying with forged cashiers checks, for example).
International Nature of Electronic Commerce

Discuss the international nature of the Web in general, then discuss doing business internationally, via the Web. In what ways does the Web make international business easier? E-mail makes communication around the globe effortless. However, language issues and legal issues such as jurisdiction in the case of disputes can complicate matters. 
Future of Electronic Commerce

Tell students that the future is now. The Web has created business opportunities that were not even dreamed of twenty years ago. Whole areas of commerce have developed around the Web, such as online content delivery and automated banking. Speculate with students about where the new opportunities lie.

Quick Quiz
1. True or False: In order to avoid the trouble of doing business internationally, some small businesses restrict their Web-based operations to the U.S. only.


2. Which of the following describes the process of taking into account the culture and customs of the country?
a. terms of service statement
b. localization
c. TOS statement


3. When computers translate Web pages into other languages, this is known as ___________________.


Answers: True, a, machine translation
Classroom Activity
Some Web sites have different versions for different countries. An example of a Web site that has aggressively pursued the international market is Amazon.com. If you have a computer with a projection device and an Internet connection in your classroom, visit some of Amazon’s international sites. Start with the British site, www.amazon.uk. What differences can students spot between this site and the American one? Is the site as comprehensive as the American site, or does it concentrate only on Amazon’s original core business of books, videos and music? Try clicking on the links for other Amazon sites and compare them to Amazon.com and Amazon.uk.
Tutorial Discussion Questions

1. Discuss consumer concerns regarding electronic commerce and what might be done to alleviate these concerns. Some people rely on friends or relatives (such as their children) to do their Web ordering for them, claiming that they “can’t make it work” or expressing fear about credit card theft. Do any students know people who are nervous about ordering over the Web?


2. Online privacy is a big concern for most people. Do students think governments should get involved and try to restrict the sharing of personal data or do they think that businesses will police themselves in an effort to retain customers?


3. Ask students if they think there should be an international body to regulate e-commerce between nations. What are some arguments for and against this idea?
Key Terms

	Term
	Definition

	assurance provider
	A third party that will certify that a Web site meets a set of criteria for conducting business in a secure and privacy- preserving manner. The criteria are established by the third party and the Web site being certified pays a fee to the assurance provider for this service. 

	automated clearinghouse (ACH)
	A system created by banks or groups of banks to electronically clear their accounts with each other. 

	business model
	Term used to describe the full set of a company’s business activities and processes. 

	business processes
	The things that companies do to achieve their objectives, such as selling goods and services, collecting payments, ordering materials and supplies, hiring personnel, shipping finished goods to customers, identifying new customers, managing the movement of parts and products through manufacturing, quality control and testing, ensuring compliance with laws and regulations, paying bills, and planning for future growth. 

	business-to-business (B2B)
	An e-commerce model that includes processes that a company undertakes to sell goods or services to other business firms or not-for-profit organizations; also includes the ordering and purchasing processes conducted by a buyer. 

	business-to-consumer (B2C)
	An e-commerce model that includes processes that a company undertakes to sell goods or services to retail customers. 

	business-to-government (B2G)
	An e-commerce model that includes processes that interact with government agencies; for example, filing tax forms, paying taxes, and filing various other reports required by law. 

	cannibalization
	When sales activities on a company’s Web site interfere with sales made through other channels such as physical stores or telephone and mail-order operations; so called because the Web site’s sales might replace sales that would otherwise have occurred in the company’s retail stores or other channels. 

	channel conflict
	When sales activities on a company’s Web site might interfere with sales made through other channels such as physical stores or telephone and mail-order operations. 

	clickstream
	A record of the links clicked by a user while visiting a Web site. 

	competitive advantage
	The ability of a company to generate more revenues, incurs lower operating costs, or perform tasks more efficiently than other companies in the same industry. 

	consumer-to-consumer (C2C)
	An e-commerce model defined by some analysts that includes processes that an individual consumer undertakes to sell goods or services to other individual customers. For example, an online auction in which one individual auctions an item to another individual might be considered C2C electronic commerce. However, most analysts argue that sellers in an online auction are engaging in B2C electronic commerce, even though they might not be operating a formal business. 

	demographic information
	Customer characteristics that marketers use to customize their marketing efforts; it includes such traits as address, age, gender, income, education, hobbies, political affiliation, and religion. 

	disintermediation
	The process by which one company removes another company from an industry supply chain. 

	dot-com
	A business that makes all its sales on the Web and has no physical stores. 

	electronic business (e-business)
	The conduct of selling, buying, logistics, or other organization management activities via the Web; also called electronic commerce or e-commerce. 

	electronic commerce (e-commerce)
	See electronic business. 

	electronic data interchange (EDI)
	Transmission of computer-readable data in a standard format from one business to another. 

	electronic funds transfer (EFT)
	Electronic transmission of account exchange information over private networks; also called wire transfer. 

	escrow service
	A third-party service offered to participants in online auctions that holds the buyer’s payment until he or she receives and is satisfied with a purchased item. 

	extranet
	An intranet that permits access by selected outside parties. 

	financial EDI
	Electronic data interchange (EDI) that includes payment information. 

	intranet
	A LAN or WAN that uses the TCP/IP protocol but does not connect to sites outside the host firm or organization. 

	liquidation broker
	A company that matches sellers of obsolete inventory with purchasers who are looking for bargains. 

	localization
	A language translation that takes into account the culture and customs of the individual country or region. 

	machine translation
	Computer-automated language translation. 

	operations model
	The non-revenue-generating business processes in a company, such as purchasing, hiring, receiving, and manufacturing. 

	pure dot-com
	A business that makes all its sales on the Web and has no physical stores. 

	reintermediation
	A process by which a company enters an industry with a new way of providing value to other participants in that industry, including the ultimate consumers of the product or service. 

	revenue model
	The business processes in a company that generate sales or other revenue, such as fees for services rendered. 

	strategic alliance
	An arrangement in which one company performs some business processes for another company in exchange for money or the sharing of expertise or access to customers; also called strategic partnership. 

	strategic partnership
	See strategic alliance. 

	target marketing
	A strategy that includes delivering ads to site visitors who have specific demographic characteristics. 

	terms of service (TOS) statement
	A Web site policy that typically includes rules that site visitors must follow, a statement of copyright interest in the site design and content, and restrictions on the types of business that a visitor can conduct with the site. 

	trading partners
	Businesses involved in electronic data interchange (EDI) with each other. Partners must have compatible systems, communications links, and must agree to follow the same EDI standards. 

	transaction costs
	All costs that a buyer and seller incur as they gather information and negotiate a purchase-sale transaction. 

	value-added network (VAN)
	A business that accepts EDI transmissions in a variety of formats, converts the formats as needed, ensures that the EDI transmissions are received and acknowledged, and can forward financial transaction instructions to trading partners’ banks or ACHs. 

	Web portal (portal)
	A doorway to the Web that provides current, customized content for users, and that can be further customized by users. 

	wire transfer
	See electronic funds transfer. 


