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2007 Cross-Channel
Tech Trends Study

EXECUTIVE SUMMARY

State of Cross-Channel Operations

Growth Brings an End to Channel Independence and Sharp Spike in Platform Upgrades

etailers continue to target the lucrative

cross-channel shopper, but current tech-

nical and organizational hurdles stand
in the way of achieving consumer satisfaction.
Most recognize that they can no longer run
independent channels as consumers demand
consistency throughout their shopping interac-
tions. And now applications — especially
focused on e-commerce as a platform — are
available for those industry leaders charging
forward with innovative approaches to capture
this audience.

Retailers continue to aggressively integrate
e-commerce into their cross-channel operations,
as it represents a tremendous opportunity for
growth. According to survey respondents across
retail segments, the online channel represents a
projected 34% of overall revenue in 2008 — a
growth rate of more than 42% since 2006.

While online spending is now a significant
portion of overall revenue and consumer expec-
tations for seamless cross-channel shopping
increases, retailers face two major challenges
— a lack of cross-channel operational efficien-
cies and lingering technical shortfalls.

Study Methodology

To assist the vast number of retailers embarking
on next-generation e-commerce strategies, RIS
and AMR Research have partnered to assess the
industry’s operational and technology priorities.
This study is based on a survey of more than
130 North American retail respondents across

a wide range of segments, company sizes and
business models. The study was administered
via an online survey where qualified individuals
completed information on their company’s
behalf. The data was aggregated and analyzed
by AMR Research and used as the basis for

this study. e

BY ROB GARF AND FENELLA SIRKISOON

Respondent Profile

Annual Revenue Generated from Channels
in 2006, 2007, and 2008

12% 12% 12%

B Brick-and-mortar (store front
for walk-in customers)

I Contact center (ordering/
purchasing via phone)

B Online/e-commerce
(ordering/purchasing online)

Catalog/direct mail (ordering/
purchasing via regular mail)

Model/R: Source
5%
Contact center

(ordering/purchasing
via phone)

Primary B

8%

Catalog/direct mail
(ordering/purchasing
via regular mail)

0 Online/e-commerce
P (ordering/purchasing

Brick-and-mortar online)

(store front for walk-in
customers)

Annual Worldwide Revenue (in US dollars)

47%
Less than $500M

$1 billion or more

$500M-$999.9M

Rob Garf is vice president and general manager of retail strategies and Fenella Sirkisoon is research
director. Both are with AMR Research, which provides advisory services and peer networking, plus in-
depth research and analysis, to operations and technology executives in industries including retail. For

more information go to www.amrresearch.com.
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BUSINESS PERFORMANCE METRICS

Cross-Channel Retailing by the Numbers

The Imperative to Develop New Cross-Channel Metrics, Training and Incentives

respondents represents a pro-

jected 34% of overall revenue
in 2008 — a compound annual
growth rate (CAGR) of more than
19% over the 3-year period of 2006
to 2008. When taking pure-play e-
commerce retailers out of the equa-
tion, the online revenue represents
19% in 2006 and an anticipated 25%
in 2008.

Contact centers and physical store
locations will feel the brunt of
online’s gain; however, the numbers
are somewhat misleading. This is
because an increasing number of
online transactions are now generat-
ed from the store via kiosks, point Incentives to In-Store Associates for Online Orders
of sale, or handheld devices.

But the deployment of a new e-
commerce platform won't magically N 2 e
drive adoption among store associ- have no plans
ates. Retailers must develop new

he online channel for survey
Revenue Lost Due to Fraudulent Online Transactions in 2006

38%

Average: 1% to 2%

14%

5%

1
Less

than 1% 1%1t02% 3%to4% 5%to9% 10% or more

cross-channel metrics, training and 55%
incentives for them to embrace this Yes
emerging sales tool. According to
our research, 55% of retailers pro-
vide incentives today with another No, but we plan

X N on rolling out an
16% planning to roll out an incen- incentive plan
tive plan by the end of 2008. by end of 2008
Brand Ambassadors
The brick-and-mortar locations,
along with store associates, will be Average Market Basket Size Per Transaction
the most effective brand ambassa-
dors for the Web operation, but Tto02
retailers still invest aggressively in
other marketing vehicles to capture i 35%
mindshare and drive consumers to 5t0 6
the growing channel. Spending for

Availability item

traditional advertising such as print Tto9
and television is shrinking dramati-
cally from 70% in 2006 to 57% in
2007. Meanwhile, a focus on direct
and measurable marketing strategies
such as search engine optimization,

quantity per transaction:

A :3to 4
10 or more PR

I EEE———————————————————————
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shopping portals and comparison sites, and e-mail and
affiliate marketing are taking center stage.

Online performance across segments appears to have
no ceiling, with respondents reporting the average
market basket for Web transactions between $200 and
$299 and the average quantity of items per transaction
between three and four. Specialty hardline retailers
report the highest performance as compared to other
peer segments with online orders ranging from $300 to
$399 and average quantity per transaction between five
and six items. While these benchmarks certainly vary by
vertical segment, it's clear that online commerce has
reached a critical mass, and consumers are not shy
about frequenting this channel.

12007 Cross-Channel

Product Return Rate for Online Orders

Less than 1% 18%
1% to 2% 24%
3% to 4% | 26%
5% to 10% 17%
10% or more 15% Average: 3% to 4%

\Z} Tech Trends Study

CROSS CHANNEL MANAGEMENT MATURITY

Evolution of the
Corporate Team

Defining the Shape and Structure
of Responsibility and OQutsourcing

he burgeoning online channel is finally getting the
T attention it warrants with 47% of respondents elevat-

ing a dedicated business leader to the role of vice
president of e-commerce or cross-channel to run the opera-
tion. This is a dramatic and positive shift from the early
days, but it is discouraging that, for a majority of retailers,
e-commerce is still owned by individuals with limited time,
experience or incentive to grow the business to its fullest
potential. For example, according to the survey, the job title
for the e-commerce business owner is vice president of mar-
keting for 27%, CIO for 17%, COO for 4%, and vice president
of merchandising for 3%.

The resources that the vice presidents of e-commerce

or cross-channel have at their disposal are growing. The
average number of full-time employees dedicated to online
operations in 2007 is between 50 and 99, and it is pro-
jected to grow to between 100 and 249 in 2008. This
includes individuals in IT, marketing, merchandising,
customer service, and operations.

Proactively Address Challenges

With increased sales, the number of merchandise

returned grows. In fact, according to our survey, the

average return rate for online orders is between 3% and

4%. This means that retailers must proactively address

the following return and exchange issues:

e Make it easier for consumers

e Implement clear and consistent policies that are
understood by consumers and associates

e Enhance inventory systems to account for items
Retailers also are experiencing fraudulent online

transactions as part of their growing pains. While

38% of participants in the survey classify less than

1% of their online transactions as fraudulent, 41%

state that between 1% and 4% of orders are fraudulent.

A resounding 15% claim that more than 7% of transac-

tions are known loss. Controlling online fraud should

be a priority. But retailers should go beyond tracking

and predicting potential shrink per channel and monitor

consumers across touchpoints to identify theft from

deceitful cross-channel shoppers. o

Job Title for E-Commerce Business Owner

VP/Director
s F 42%
VP of Cross Channel o
or Mulit-Channel 5%

VP/Director o
of Marketing | 27%

coo

CIO (or other

IT executive)

VP of Merchandising
(or GMM)

17%

[y
3% Number of IuII trme emplnyees dedn:ated to the
onlme pe T, g,

service and op

Average today: 50 to 99
Average 2008: 100 to 249

While internal teams are expanding, retailers still out-
source some of their core online business processes. Contact
centers, an area that often doesn't exist prior to running a
direct-to-consumer business, are outsourced initially — to
the tune of 36% for survey participants — and then many
times it is eventually brought in house.
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At the very least, it's common for
retailers to augment customer care
staff during peak seasons to handle
straight-forward inquiries like gift
card or loyalty balances.

Also, 31% of retailers outsource
the management of digital images
for the site — photography, crop-
ping, design, and editing. With the
volume and sporadic nature of new
product introduction for many
retailers, it's often difficult to justi-
fy a dedicated photo studio and
staff, so about one-third of retail-
ers don't bring this in house.

Only 19% of respondents contract
with a third-party to manage fulfill-
ment indicating that many organiza-
tions want to control this process.
Since retailers can take advantage of
existing infrastructure to do this the
barrier is somewhat low to do in-
house fulfillment by reconfiguring
distribution centers. As business
grows, many create dedicated facili-
ties to handle the volume and build
new facilities to more efficiently
handle individual orders.

Going Global

International online commerce is a
priority for 73% of those surveyed,
with 53% offering Web sites in
countries outside the United States
and Canada today and another 20%
planning on global expansion by
the end of 2008. To accommodate
this expansion, retailers will offer
an average of four or five languages
on their Web site by the end of
2008 — growing from only one lan-
guage on average today.

While much of the cross-channel
effort of late has focused on con-
sumer-facing activities, an area
that is severely lacking in maturity
is merchandise and inventory plan-
ning to support the cross-channel
environment. Companies must
look beyond the front end of

AT

.-~

e-commerce technology and build
an operating model that supports
the integration of demand planning
across channels to deliver more
effective assortments and improved
customer service.

That being said, there are several
barriers that stand in the way.

b |
m 12007 Cross-Channel
E\Z} Tech Trends Study

Respondents attribute low levels

of cross-channel merchandising

to no single owner of cross-channel
operations (33%), systems and
processes that won't allow
planning across channels (20%),
and siloed buying and planning
organizations (18%). e

Processes Outsourced to a Third-Party

36%

Capturing Fullfillment
digital images
via photo

Call Site
Center Design

International E-Commerce Footprint Outside US and Canada

Yes

No, but we plan on providing
these capabilities by end of 2007
No, but we plan on providing
these capabilities by end of 2008

No and we have no plans

53%

Languages Availble on Web Site

Average today: 1
27% Average end of 2007: 2 or 3
© Average end of 2008: 4 to 5

Barriers Preventing Fully Integrated Cross-Channel Merchandise Planning

There is no single owner of cross-channel operations

Systems/processes won't allow us to plan across channels

Our buying and planning organizations
are siloed(too seperate and/or dissimilar

Our financial planning processes can't
manage performance across channels

We don't have the systems to support the shift

33%
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CUSTOMER CENTRICITY STRATEGIES

Tightly Integrating the Shopping Experience

Improving Customer Convenience Translates into Higher Satisfaction and Increased Sales

n increasing number of retail -
A ers indicate they provide capa-

bilities for consumers to order
merchandise online and pick up in
store. Not only is this convenient for
the consumers because it allows them
to discover, research and purchase in
the comfort of the home, but it also
benefits the retailer. As Web site traf-
fic and stickiness increases, customers
are likely to make additional purchas-
es, and inventory can be managed
more efficiently.

Ability to execute within each loca-
tion for store pick up of online orders
will be the defining factor of success.
Retailers must ensure that labor
demand is appropriately forecasted,
store associates are properly directed
to perform specific fulfillment tasks,
and inventory is accurately accounted
for. Also, the process for consumers to
actually pick up products must be
convenient and easy: 47% of respon-
dents have a dedicated pick up cen-
ter; 28% have products picked up at
front-end register; and 23% pick up
at customer service.

Retailers never want to walk a sale,
and increasing competition is driving
them to expand product and service
assortments. However, space con-
straints on the sales floor and eco-
nomical constraints in the supply
chain are forcing retailers to find
innovative ways to manage inventory
and ensure high conversion rates.
This environment is causing retailers
to create an endless aisle of products
— ensuring inventory visibility and
flexible order fulfillment throughout
the extended enterprise.

To accomplish this, retailers are
providing access to virtual inventory
for products not physically available
within the four walls of the store.

Capability for Online Orders to Be Picked Up in Store?
Yes, and the process is automated with software 50%
Yes, but the process is manual and often cumbersome

No, but we plan to implement by the end of 2008

No and we have no plans to implement this functionality

Location for Picking Up Online Orders in Store

2%
Loading dock

Customer
service area

Designated pick
up center

Front-end
register

Web Site Access Within the Store?

23% B No, and we have
no plans before 2009

B No, but we plan on
providing by end of 2008

No, but we plan on
providing by end of 2007

M Yes

POS Store-provided Kiosk
handheld or
shopping cart
device
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Ability of Customer to Gain, Redeem and Check Status
of Loyalty or Similar Program from All Channels

10% 3%
Yes No, butwe  No, but we No,and  Notapplicable
planon planon we have  no such reward
providing providing noplans  programs of
them by end them by any kind
of 2007 end of 2008

Kiosks will be the most prevalent device used for this pur-
pose. By the end of 2008, 78% of retailers anticipate using
kiosks to connect customers to the Web site for sales; 69%
will enable inventory and ordering capabilities via the Web
site at the point of sale by the end of 2008; and 52% will
offer Web site access through store-provided handhelds.

In addition to providing increased access to core Web sell-
ing features, retailers also are making their loyalty programs
more accessible with 59% of respondents providing capabili-
ty for consumers to gain, redeem and check status of loyalty
rewards consistently across all channels. And another 23%
plan to incorporate this function by the end of 2008.
Allowing consumers to easily take advantage of loyalty
rewards increases their interest and satisfaction. As an
added bonus, allowing consumers to gain access to their
own information will decrease calls into customer service. o

E-COMMERCE PLATFORMS AND TECHNOLOGIES

Cross-Channel Tech at the Tipping Point

Ripping and replacing is norm as retailers migrate to second-generation systems and beyond

n the late 1990s through mid-
I 2002, retailers invested in first-

generation e-commerce applica-
tions to meet growing consumer
demand. Because these rudimentary,
stand-alone, and often times highly
customized systems thwart retailers’
efforts to meet evolving cross-chan-
nel consumer expectations, a majori-
ty of retailers are in the process of a
technology do-over. In fact, 75% of
survey participants stated they cur-
rently run software developed in

Utilize packaged software
application with major customization

Utilize packaged software application
with minimal customization

Type of E-Commerce Platform Software

Developed in-house

house or packaged applications
with major customization.

These companies are often con-
strained because they cannot take
advantage of reqgular upgrades or
enhancements from the ecosystem of
fellow software clients. E-commerce
technology is at a tipping point as
retailers recognize that they can't
grow their cross-channel business on
first-generation systems.

This refresh has lead to significant
investment growth in next-generation

IT and business process
outsourced to third party

Deployment Model for E-Commerce Platform Software

Licensed application
hosted behind the firewall

IT outsourced to a

21%

third-party
(i.e. SaaS, ASP, Licensed application
On-Demand) hosted by a third party
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e-commerce platforms. Consistent
with other quantitative research that
AMR Research has conducted, this
survey shows that 69% of retailers
will replace their current e-commerce
platform — for order capture, catalog
and content management, pricing and
promotion management, and order
inquiry by the end of 2008. An addi-
tional 14% of respondents are already
using a next-generation system, rep-
resenting early adopters in this
replacement cycle. Only 17% of retail-
ers will stick with their current plat-
form, but a majority of this group
plans to invest in incremental or add-
on functionality.

It's important to note that retail-
ers are not doing regular upgrades
to a newer version, but instead fully
ripping and replacing their e-com-
merce infrastructure. This presents a
greenfield opportunity for software
vendors targeting this space and has
caused big decisions for retailers.
Instead of just handing over the
keys to the kingdom to their incum-
bent vendors, retailers are surveying
their technology options in pursuit
of an efficient, consistent and supe-
rior shopping experience for the
cross-channel consumer.

Based on responses to this survey,

Status of Core E-Commerce Platform Software

We are already using next-generation system
(beyond first or second generation system)

We currently use first or second generation system,
but plan to begin upgrading by end of 2008

24%

12%

We currently use first or second generation system 249,
but plan to begin upgrading by end of 2007 °

We currently use first or second generation system
but are in the process of upgrading now

We currently use first or second generation system and have no
plans to upgrade, but we plan to invest in incremental functionality

We currently use first or second generation system and have no
plans to upgrade, and no plan to invest in incremental functionality

33%

retailers are giving outsourced e-com-
merce providers, with business process
management internally, a second
chance with 12% of retailers going
down this path. While growing dra-
matically, this is still a relatively
small size compared to the traditional
licensed application model, with 84%
of respondents opting for this second
deployment model. Purchasing an
application, and hosting it behind the
firewall or a third-party data center,
allows for ultimate flexibility and
integration into other operational sys-
tems. The third approach, where tech-
nology and business process are out-
sourced to a third-party, comprises

State of E-Commerce Software Investments

Personalized pages
based on user profiles

Cross-sell and up-sell

Affiliate Marketing

Interactive and
360 Imaging

Site Search

Search Engine
Optimization

Customer Reviews

24%
23% [Jo
15% [R2
A 22% |

M System in place and will
maintain in 2007

System in place and will
upgrade in 2007

M No system in place but
plan to invest in 2007

27% . 8%

24%
21% [ o%

only 4% of the activity.

What was classified as progressive
technology several years ago is now
becoming the norm. For example, 96%
of survey participants will have site
search and 91% will have search
engine optimization by the end of
2007. While interactive and 360-
degree imaging is deployed in only
56% of respondents today, an addi-
tional 22% plan to invest in this
technology by the end of 2007.

One of the largest opportunities for
business benefits is providing person-
alized pages based on user profiles:
63% claim to provide these capabili-
ties today, while another 16% plan to
invest in them by the end of 2007.
Many retailers recognize loyalty pro-
grams are broken as they tend to give
away broad discounts to any mem-
bers. Alternatively, a personalized
online experience based on a con-
sumer profile is a way to build rela-
tionships, stickiness, and loyalty
without compromising margin.
Creating a MyYahoo type of experi-
ence will allow consumers to bridge
the online event with other touch
points in the shopping process —
establishing a single access point for
promotions, complementary products
and services, order history, and
account information. e
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