L "#S %
WHSSE& " H% %() *H %NS ) *"#
&% 1 $+#+"+#$$ & "+ %
%)% $% % * +HSH #$
#+ -*//00 "1/0 2 00 3

4"56 /

0057885 0/, 00 3 ,9,:8 ;<=8>8 ? @3552

# 003 ) 0//19 :/O/A:6/0 0/20 "1/0 2 00 3
160 1/0 6/ 02 A39 0/,

#/ 09 / 1 6 0 "1/0 2 003 % "/
6 / 9 3009 0/20 99, 0 /17

0057885 0/, 00 3 ,9,8 @/ @3 0,52

2 0 5/9090 5 0/B 003 ,9,:

99



HOW CAN MULTI - CHANNEL RETAILING FURTHER
EXPAND THEIR PRODUCT RANGE WHILST SUSTAINING
CUSTOMER EXPERIENCE AND SATISFACTION FOR
BOOTS.COM?

By

Bijoy GeorgeCherian Yen-Hui Lin Mohd Nizaruddin Azlan

200¢

A ManagementProject (Dissertation) presented in part consideration for

the degreeand award of Masters of Business Administratior



Abstract

The Nottingham MBA team were assigned to explonline product range extension
Boots.com from marketing, supply chain and financial perspectives. Firfrom the
marketing perspective we explored the market attractiveness, profitability, challen
expanding the product lines in online industry sffically. Initially we identified the existing
customer segmes and the emerging customer segments, to better understand the
customers for extending the product lirWe alsc considered mark-product life cycle for
applying the marketing strateg by considering the market, product and brand paramete
benchmarking with key players in the industry and industry trends. This enabled us to i
the areas of growth for extending the product line for Boots.com. Fimore, future
distribution mthoc — New FanglecDrop shif modelwas also evaluated to provide efficie
deliveryfor extended producrange in the area of supply chain manager. After that, key
performance indicato (KPI's) for sustainingcustomer experien and satisfaction acro
different channels is also sugges. Lastly we analysed the financial implications

extending the product line, by identifying the key future revenue generators for Boot:

Considering this as the foundation we developedhypothese which wereto be answere
through the stud

H1: For online product expansion in-retailing, strategic market planning proce
necessitates careful examination of market attractiveness, typically in shaping
attractiveness, factors such as market size, m growth, competition, segmentatic

targeting and positioning, margin potential and the company’s core compete

H2: In moving into new markets, the critical success factors include leveragin
brand/reputation and capability. The timing of prots and customer segmentati

are important for market attractivene

H3: Good inventory management, c-effective and efficient delivery and supply for n¢

product protect margin and profitability

H4: In Key Performance Measurement (“KPI”) for stining customer experience a
satisfaction for Boots.com, Channel Alignment, Drop Ship and Efficient Standar

Delivery Methods for all products are us



The hypotheses were answered through a combination of qualitative and quantitative r
metrods. For analysing Boots.com internally we looked into Boots.com’s internal data"
was provided to us from althe perspectives of Sal and Marketing, SupplyChain and
Financials. For understanding from customer perspective in terms of new prodom
marketing view point and understanding the customer experience in terms of di
methods from multi channel retailing and supply chain view point, we conducted vi
levels of surveys for collecting the data. This cemented our research and ¢ of data we
collected from the industry reports. The results and finding reinforced our hypothe

extending the product line from marketing, supply chain and financial perspe

Finally, our resaich and analysis enabled us to recommend the keas of product lin
extension for Boots.com and the scope of improvement fofuture drop ship modelBased
on the screening criteria of market attractiveness and bu: position, we hawve
recommendecfive products which can be further maximised anken further. Thes
products are seen to be financially viable based on the projected future cash flow, pr
profit margin, and net present value to signify increasing sharets wealth. For Boots.con
these financial viability must be accompaniby Key Performance Indicats which are
intrinsically linked to continuous improvemeiTo concludewe also considered Boots.c’s

future road ma for showcasing the future directi by incorporating these recommendatic
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1.C Introduction

1.1 Background to the ManagementProject

Alliance Boots has invited the MBA Project Team of Nottingham University Busi
School; to engage in a Management Project (Dissertation) on behalf csubsidiary
Boots.com in Beeston, Nottingham. The Management Project involves an intel for the
MBA Project Team presented in part consideration for the award of the degree

The MBA Project Team consists a blend of experiences iformation Technology
Marketing, Supply Chain Managemenand Finance. Professor Keith Harri: (the
Supevisor) had assigned the project based on Alliance Boots’s proposal of online pi
extension encompassing marketing strategy, supply chain management and fi

perspectives.

The rapport and outstanding relationship with Alliance Boots contemely Marc Sbardelli
and Kevin Gibbons were established during Easter Management Consulting Project ¢-
Channel Retailing; The Route to Customer Focus. In-June, the internship commenc
with a request by the top management of Alliance Boots idress the question: How Ci
Multi-Channel Retailing further expand their products range whilst sustaining cus
experience and satisfaction for Boots.com, with particular focus channelled to exp

opportunitie for Boots.com by considering the fowing perspective-

j Online product range extension: market attractiveness, profitability, challeng

expanding the product line

| What are the critical success factors for moving into the new market and sust
competitive advantag

| Analyzing costeffectiveness and efficient methods for supply and delivery of
product range

| What are the Key Performance Indicators for sustaining customer experienc

satisfaction

This dissertation uses primary research data, interviews from Boots.com tone the
proposal. In addition, industry reports are used to benchmark the performances of Bot

products and to substantiate the arguments and recommendation put forth in the disse
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Boots.com also welcomes industry reports from Verdict ort (UK e-Retail 2008), -
Business Research Centre Report, Key Note Report, II-Retail Reports and imrg (tF
voice of e-Retail Report), Mintel Report, Harvard Business Reviews, California Manage
Review, MIT Sloan Management Review, Journal of Buss, Journal of Financie

Economics and other academic literature covered in the MBA Prograr

1.1.1 The Research Are:

a) Purpose

It is the aim of this research paper to address the question ‘How can-Channel Retailing
further expand product range \Ist sustaining customer experience and satisfa
Boots.com?’ Like most retailers, Alliance Boots is keen on vehemently exploiting
opportunitie afforded to them by Mul-Channel Retailing so as to increase above ave
sales, high frequency purcles and increasing customer loyalty (Kumar: 2005).
integration of various channels will reap immeasurable rewardsprodigious benefits sucl

as having a seamless and consistent identity in all charBAGGE, D (2007).

The significance of Mul-Channel Retailinchas profound implicationsin retailing industry
and internet technology? QuintessentiallyMulti-Retail Retailin involves multi-sales
channels or channel structures namely stores, catalogue, internet, telephone, hand
mobile, and celivery to home, delivery to work and collect in store. These multiplicitie
sales channels constitute the main drivers in profit enhancement, product differenti

competitive advantages (IBM; 200

Thus, ¢ true Multi-Channel retailer is capee of focussing on the lifetime value and deliver
consistent brand experience through each and every customer interaction, regardles:
the customer chooses the right channel for the right products at the right time based «
and every shoppinimission (IBM: 5: 2007 In addition, Mult-Channel Retailing offer

channel integration, customer loyalty and reduced channel cannibal’.

In this research, the MBA Project Team will study the prospect of online products expi
for Boots.com via Nulti-Channel Retailing whilst sustaining customer experience
satisfaction. In so doing, focus is channelled on strategic marketing, market attracti
customer analysis, segmentation, targe and positioning.The study also analyses t
strategc implication of leveraging brand value and brand asset of Boots.com which forr

platform for product expansion ir-retailing

! Cannibalization refers to the notion to make conscious business decision that will have a negative imp
eithera current product or a member of a distribution channel or entire channel vicintermediatior.
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The Research also analyses offensive and defensive marketing tactics as marketing s
Portfolio analysis, Product fe Cycle, Boston Consultancy Group Matrix, Long Tail ¢
Blue Ocean Strategy and New Product Index are key strategic marketing planning for |
expansion in -retailing. Furthermore, the Ansoff and Tauber Matrices analyses the g

strategy line an brand extension, and explore its ma-attractivenes

Supply Chain Management is used to consider the efficient workflow process from p
line extension to er-user. The analysis emphasisepunctilious details, core areas of ord
management, elivery methods, -business, performance measures and metrics an

impact of «business on customer servic

In finance, topics of financial criteria such as Net Present Value, Return on Investme
analysed in order to ascertain the -returnand financial implications for online produ
extension good inventory management. Optimisation of stockholding and Drop ship

are selected to discuss ancmeticulousl analyse efficiency for Boots.cc.

b) Selection of Topics
The criteria used fc the selection of theories, sound concepts and models are the fot
basis and building blocks for Boots.com to embark on online product expansion -line

shopping, whilst sustaining customer experience and satisfac

Topics encompassing maring, supply chain and its financial implications are inextrice
linked tothe underlyinctheoriesof Multi-Channel Retailing ar its multitudinous capabilitie
Multi-Channel Retailinwill provide the online hopping Platform and keen insights into |

captive market of «retailing

In Supply Chain Management, topicaddressin efficient workflow processes fror
production line extension to end user are selected. Here, topics of Drop Ship Model, e
supply chain management arKey Performance Indatol for e-retailing are critically

analysed

C) Rationale for selecting these topic

After much deliberation and thorough discussions with Professor Keith Harrison,
Sbardella and Kevin Gibbons of Alliance Boots, the most feasible and inviolaproach tc
addressing the topal question pivots tenaciously to strategic marketing, segmentati
targeting, position, customer analysis, and branding that will provide the building blo
establish market attractiveness for online product exten



Chapteil: Introductior Boots.com— Online Product Extensio

The Ansoff Matrix, Tauber Matrix and Porter Strategies are topics which address
Product/market mix feasibility i.e. marketing penetration, product development
differentiation. The Critical Success Factors for moving into the new marketsustaining
competitive advantage are discussed. Online customer satisfaction creates va

develops wirwin partnerships with custome

With Multi-Channel Retailing, Boots.com can further expand their product range
sustaining customer experce and satisfaction. -retailers like Boots.com are able to fos
a satisfactory customer experiences by providing relevant information, ease of use

wel-site and customer services as Key Performance Indic:

1.1.z Objectives and Interrelationship of Topics

a) Objectives
Having established the key parameters of the research area and the selection of t

Section 1.1.1, the following are the objectives which the dissertation seeks to a-

(i) To review the academic literature for eacf the aforementioned eleven topics and ¢
that which relates to how they are integra

(i) To conduct research at Boots.com to seeopportunitie and position of new produs
expansion in -retailing whilst sustaining customer experience and satisfg;

(i) To construct vehement matrix and concise model within Boots;

(iv) To construct hypotheses and proceed to verify these state; anc

(v) To provide recommendatioland Road Majfor Boots.con.

b) Interrelationship of Topics

Each Chapter is intrinsicallynked to each other and provides tevidence necessary
support the arguments to the research quesChapter Twais where literature reviews a
put into perspective anare intrinsically linket with Chapter Four of Research Meth.. The
entire ensung Chaptes provide keen insights and links to marketing, supply chain

finance Details are in Annex 2, pages7.
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1.1.:5

Hypothesis

Although the research offers a plethora of questions, it uses the following hypothese

examined and clinicalltested

H1:

H2:

H3:

H4:

For online product expansion in-retailing, strategic market planning proce
necessitates careful examination of market attractiveness, typically in shaping
attractiveness, factors such as market size, market growth, competitiorentation,

targeting and positioning, margin potential and the company’s core compete

In moving into new markets, the critical success factors include leveragin
brand/reputation and capability. Tscreening criteriand customer segmenion are

important for market attractivene

Financialcriteria such as Net Present Value, Return on Investment, are analy
order to ascertain the ri-return and financial implications for online prodt

extensiol, margin and profitabilityare juxtapose.

In Key Performance Measurement (“KPI”) for sustaining customer experienc
satisfaction for Boots.com, Channel Alignm, Drop Shif and Efficient Standardise

Delivery Methods for all products are us
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1.1.4 Dissertation Structure

In addressing the central tenet of the dissertation, the following Chapters a-out
methodologically. Critical analysis, keen insights are systematically presented. Each (
opens the pathway to crystal clear analysis and fusing cogent argunnd substantivi
evidence to the research questic

Chapter One provides a general introduction to the topic and outli, highlighiing the
purpose of the research area, objective and selection of topics for the dissertation.
establishes the hyrheses to be investigated and to address questions raised by th

Chapter Two is a comprehensive review of the literature surrounding the eleven areas
investigatior The dissertation literature review is to put the empirical research into xt
and provides thorough and clear review of the research topics stt. It provides both ai
introduction to the subject and a framework for the rese anc provides a synopsis of tt

key research that has been undertaken by other acadand a critcal appraisal of the.

Chapter Three introduces the -commerce industry structure and online market as well
background information on Boots.com. Blue Ocean and Long Tail strat SWOT analysis

and Porter Matrices are adopted to position onliroduct extension for Boots.cor

Chapter Four critically analyses the methods used to gather and interpret the primary
The methodology describes the way in which the data for analysis was gathered and &

and also outlines the limitations ofe research techniques employ

Chapter Five contains the results obtained from the research. It analyses and compe
results obtained from pilot, street and online surveys. It provides visual aids such as
and models to enable deep undending of the subject matter, considers each hypothes

relation to the evidence gathered and provides cogent argument to the findings pt

Chapter Six: In this Chapter customer analysthe customer profile of Boots.com nam
Tina, Charlotte, lob, Teens and Bettylifestyles. Market segmentation is used a
cornerstone of mark-based strategy and a powerful driver of improvements in mark

segmentatic and marketingpositioning.
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Chapter Seven: As a strategi marketin¢ plan, a busine: develops both short and lo-run
business performance. Here offensive and defensive strategies are used. As a strate
for online productsand brancextensior, investing for growth and positioning is an offens

strategy whilst managing profiand investing to protect positi, is a defensive strate.

Chapter Eight: In produc extension and brands, positioning strategies inc
differentiatior and products positioning, branding and brand management strategies,
and product line stratees. The analyses of brand and line extension are intended to le\
the awareness and the flagship image of Boots, whilst, not diluting its image or brand

Chapter Nine: This Chaptelhighlights Supply Chain Managem, its challenges and Ke

Performance Indicator

Chapter Ten In this ctapter, the financial criteria and implications are drawn care!

having discussecash flow ancprofit forecasts forecast a NPV.

Chapter Elever: This chapter draws conclusionom all the findings se¢out in the
abovementioneChapter. All the analysis, methodology and findings on Boots.com or
product extension are dra-out. Herethe Road Map for Boots.cc and recommendatior

online product extension and brand extension and its implementiaremade

As required bythe Nottingham University Business Schc MBA Policy Guidelines, the
bibliography uses the Harvard convention and is situated at the back of this dissertatio
the appendices. Although, the append, graphs, figures and dirams are not included it
word count limit, it nonetheless provides exceedingly crucie role to support the
arguments putorth in the dissertatic and the evidencthereir. Of particular importance ar
the annexes where detailed discussions of the ct matter are dealt with to substantiate

analysis in the body of the dissertat within the word count limi.
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12  Retailing Industry

The landscape of retail market is changing rapidly and is facing growing competitio
complexity both domescally and globally. The vast array of customer needs, fragment
of values, global competition and empowered customers are threatening the surv
retailers. Market saturation, fierce price competition, increasingly concentrated mark
proliferation of customer needs and the advent of-technology not only had catalysed t
evolution in retailing but has spawn retailers to fervently pursue additional revenue ¢

such as new services (diversification) or new distribution channels nline shopping

For retailers, transformation is imperative, whilst focussing renewed efforts on suste
growth through substantial growth operating model change. Innovation in produc
servicesarefirst priority by business model innovatiorRetailers respond to new demar
with alacrity by managing change in operation and services in the hope of winning loy:
future customers and in turn sustainabi Intet Brand Reta (200¢)

Tesco, Carrefour and Wall Maiare retailers whicthave bcome more diverse in the
operations and have moved into foreign markets to pursue above average g
Additionally, retailershavelaunch private labels to enhance profit margins, brand value
brand assets. Vivid labels such as s-brands (e.( Tesco), store si-brands (Tesco’s finest
generic brands industry have swiftly moved to the up mi segment. Figure 1 belo
shows, other labels such as George at Asda, No. 7 at Boots, Be Light at Aldi at varying
of endorsements from monolitt to free standing extrem. Intet Brand Reta (200¢)

Figure 1 - Varying Levels of Endorsemen

Source: Inte Brand Reta (200¢)
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Retailersinvest heavilyin resources in building the reputation of products (brand equi)
through product design and prod quality as well as advertising. As more custon acquire

and repurchase a brand, the reputation of the t tends to increas

Figure 2 - Example of Private Labels

Source: Inte Brand Retel (200¢)

Figure 2aboveshows private labels offeopportunitie for retailers to create value and usi
brands to meet segment needs. Furthermore, it has strong potential to grow the valu
retailer’'s own master brand with some retailers litel owning their rangesExtending the

brand has been a huge driverbotl brand valu and brand asse (Aaker, 1995.

According tolnter Brand Reta (200¢), customers drive the success of brands, but brand
the necessary touch point that firms have connect witl their customers. Custon-basec
brand equity maintair that brands create value by eliciting differential custc response t
marketing activities. The higher price premit and increased loyalty engendered by br:

generat incremental ceh flows.

1.2.1 Supply Chain Efficiency

Retailers sought efficiency kstreamliningtheir supply chain process as competiton force
them to cut costs and becorsustainabl. As a result, power is shifted from suppliers to
retailers because reters gained size, purchasing power and sophistication in their bus

operation (Hendry C. Lucas, 20(.

Retailers now emphasise “value for money” by fguct differentiation and increasi
customer loyalty instead of competing merely on low prices. positioning themselves ¢
owners of the customer interface to gain customer knowledge, they can build cu
centric strategy and achieve high customer standaiThis customer centric strateg(a
hybrid form of generic stratei) it focuses on efficiery as well as differentiation
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1.2 Multi -Channel Retailing

The use of multiple channels of distribution to serve a given premarket is rapidly
becoming the rule rather than the exception (Frazier, 1999; Moriart Moran, 1990). The
primary moivations for supplier firms establishing mi-channe or hybrid arrangements a

the desire to increase market share and to reduce (Frazier and Antia, 199¢

A hybrid distribution system is a mu-channel arrangement in which distribut tasks ae
performed by a combination of distinct channAs illustrated inDiagran 1, Channels ar
designed t satisfy the needs of diverse market segments by delivering a varie
product/service offeringsArgos has beera lead driver of this hybrid systemlIn hybrid
systems, markets are often targeted by r than one distribution channel. Although a hyb

channel strategy provides me benefits to the firm, it present some challenges as

Diagram 1 - Argos Multi -Channel Retailing Flow Chart

Source: Mult-Channel Retailin

Indeed, themostvivacious attractioris that 60% of customers want to use multiple chan
to make purchases (Boa: 2003) highlighting the demand for Retailers to move towarc-
Channel Rtailing. Recent studies by Shop.org (2001) attest that multichannel sho

purchase more frequently and sper-4 times more than sinc-channel shopperTable ):

10
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Table 1 - Breakdown of Multi -Channel Shopper:

Source:Kumai (2005)

It can be seen that mi-channel has been increasingly attractive f-retailers.For detai

analysi: of Multi-Channel Retailin, please refer to Annex 1, .152.

For Boots.com Multi-ChannelRetailing offer will provide our customers with the be
(breadtl & depth) range of Health & Beauty products, supported by relevant, person
expertise (content), a consistently great end to end experience and all at our cus
convenienc. Boots.com cai offer the biggest and best range of health and beautyucts in
participating categorit. This will be delivere througl (1) Full big Boots inventory—
stocked by u (2) extended products to support Alliance back catalc (3) extended product
in “relevant” categories through " parties (JV's and alliance — virtual (4) Step change

availability i.e.through improved operatior— Epson, the warehousir. (Boots.com

Boots.con canoffer a flexible and convenient service enabling customers to find and re
products or services to suit their lifest. This is deliverec« througl (1) Integrated operatior
enabling— order on line / in store deliver to store / horr (2) cwning and managing th

supply chain through our logistics infrastructi(3) Integrated systenwarehous systen.

Boots.con car providetruste, personalise advice, information, tools & applications on t
H&B issues that matter most to our custon. This is deliverecthrougt (1) World class
independent reference mate (2) Interactive Boots Experi(3) customer communities ar
feedbac (4) engaging decision tools (health trackers (5) to colleagues and custom and

(6) Single view of custom«. (Boots.com

11
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2.0 Literature Review

2.1 Strategic Marketing

As mention in Section 1.4he online channel has become a critical ffor retailer’s growth
strategy by offering more flexibility to its customers in terms of its product offeriNew
product introduction (NPI) or new product line extension has been key success recipe
growth strategy for the companFor retailers the ey rationale is enabling consumers
provide moreproductoptions and enhance their shopping experi. According toTrevor
Davis, IBM Global Strategy Consultant for New Product Development and Introduc
growth strategy has become one of the keynda for CEQO’s again after many years of ¢
cutting approach. It is imperative for retailers to suscompetitive differentiation along wit
organic growth strategy by introducing new products or extending their current produc
The retail industr has not onlydepicte« growth in terms of SKU’s (Stock Keeping Units) k
also increasing the volume of sales by extending their product life cycle. It is critical fc
success of NPI to launch products that could leverage the customer’s insigh
differentiation strategy. The key challenge for the retail players is sustainabili
introducing the winning products with accelerated tto market whilst reduce

development costs in a mature mar}

The approach of launching brand and line exten has become a key growth strategy in
retail business ecosystem. Tauber (1981 analyzed the growth strategy a firm from two
perspectives i.e. brand extension and product category extension. Such holistic view

to consider all the differet product lines under the single brand umbrell

“Multi channel customers are more loyal and two to four times as profitable as single cl
customers” Wehmeyer, 2004). Thus the online channel through internet need to inte
for a successful nlti-channel approach. This would increase profitability and reduce ch
cannibalizatior In order to achieve deeper consumer perspectives in designing
introduction products the retailers, consumer product firms and their channel pineed tc

work closely so that this would enable them to understand the customers’ r

12
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2.1.1Customer Analysis

Target marketing consists of segmentation, followed by target selection and then pos
(Brenan, Baines, Garneau and Vos, 2008). A compiscovers different need and groups
the market place, targets those needs and groups that it can satisfy, and then pos
offering so that the target market recognizes the company’s distinctive offering and
(Kotler, 2006). The purpose for gmenting a market is to allow a firm’s marketing progr
to focus on the subset of prospects that are most likely to purchase what can be offere
company. If it is done properly this will help to insure the highest return for comps

marketing exenditures

2.11.1 Segmenation

Markets are not homogeneo A company cannot connect with all customers; it need
identify the market segments it can serve effectively for profit maximization. Cust
markets can be segmented according to consumaracteristics and consumer respcs.
The mair segmentation variables for consumer markets are geographic, demog

psychographic, and behavioural. These variables can be used singly or col

Geographic Segmentati divides the market into diffent geographical units such
nations, states, regions, counties, cities or neighbourhoods. A firma can operated in

multiple areas with some local variati

Demographic Segmentati, the market is divided into groups’ base on variables such ¢,
family size, family life cycle, gender, income, occupation, education, religion,

generation, nationality and social cle

In Psychographic Segmentat, buyers are divided according to psychological / person
traits, lifestyle or value. In Behavioural Segmentati, buyers are divided into groups on t
basis of their knowledge of, attitude toward, use of, or response to a p. (Harrison, A.
and Hoek, R. V, 200%)

13
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2.11.2 Targeting

Adopt mass marketing strate? is costly and indicient for a firm with limited resources
Target marketing provides a focus to all marketing activities. Once a firm has identifi
marke-segment opportunities, it has to decide which ones to target. Brenan (2008) pr:
five typical criteria for electing appropriate target marke

These include the followin:

Segment siz

Segment growth ra

Segment competitivene

Segment compatibility with the firm’s competen

a bk w0 N

Segment compatibility with the firm’s mission and objecti

Base i the assumption that all other things are equal; a large segment usually offer
opportunities than a small segment, and a-growing segment more than a sl-growing
segment. However, large and i-growing segments usually attacks more compet
therefore, a firm’s competitiveness in a segment also needs to be considered. Furthern

abilities of the firm and its competitors are differe

Having performed market segmentation analysis, a firm’s specific characteristics of d
in each mrket segment should have been identified. It is important to match the comg
strength to the requirements of the target segment to achieve maximum result with mi

effort. Finally, target marketing selection should match the firm’s intended stc direction

Table : illustrates a corecar: consising of these criteria could be used to rank mai
segments by evaluating their overall attractiver It is a powerful measure for targ

customer segment selection scorec

?Mass Marketing Strategy: When differences in customer needs are small or demographics are not disti
a business may elect to use a mass market strategy. This strategy presents a generic value propositi
around the core custorer need and the busine’s generic positioning strategy. (Best R., 2(

14
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Table 2 (A) - Target Customer Segment Selection Scoreca

Brenan, Baines, Garau and Vo (200¢)

2.11.3 Positioning
Once the target group is identified, the next step is brand positioning. The goal is to loc
brand in the minds of consumers to maximize the potenenefit to the firm. At this point

the firm can define the appropriate poi-of-difference and poin-of-parity associations

Points«-of-difference (PODs) are attributes or benefits strongly ass«d with a brand.
positively evaluatd and believe thathey could not find to the same extent with a competiti
brand Points-of-parity (POPSs) are associations that are not necessarily unique to the
but may in fact be shared with other brands. These types of associations come in twi

1. Category POs areassociations ¢ consumer view as essential to be a legitimate
credible offering within a certain product or service catec

2. Competitive POPs are associations designed to negate competitors’ POD. If in the
consumers the brand associa designed to be the competitors’ POD is as strong f
brand as for competitors and the brand is able to establish another association as
favourable, and unique as part of its POD, then the brand should be in a st

competitive positior (Kotler, P. and Armstrong, (, 200¢€)

15
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2.12 Pricing Consideration

Bakers et al (2001) argued that setting prices on the internet is either by offering unt
low prices to capture first mover advantage or simply charging the same pri-line or the)
do off-line. However, fundamentally the value in internet lies not in lowering prices
optimising prices. Accordingly, the internet allows companies to optimise prices throu

precision, (2) adaptability and (3) segmentai

In precisior- the internet lets companies set and announce prices with greater pr,
comparedand tested eas. Companie can set the most profitable prices and tap

previously hidden customer dem: In adaptability- with interne, prices can be arrange
easily aid adjusted rapidly in response variation: in market conditions, customer deme
or competitors behaviot In segmentatic-companies can use the click stream data uses
theinternet to segment customer quickly, thus offering segment specific pri promotions

immediately Detaileddiscussions a in Annex 3, pp.158.

For Boot:.corm, pricing decision can be considered as a balance of two main factors n
costs and competition. Setting the market price below the marginal cost of productic
ercde profits but Boots brand value and brand assets provide them with miopportunitie
which can be capitalised on and enhanced its strength Diagram?2 below illustrates th
basic consideration in strategic price strategy for differentiated pts and how

differentiation delivers above average pro

Diagram 2 - How Differentiation Delivers Above— Above Average Profits

Source Lynch (200%)

16
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2.13 Offensive Marketing Strategies

2.13.1 Product Life Cycle

According to Moor Y (2005) in the past forty years the concept of Product life C (PLC)
has been influential for achieving a “competitive power”. This concept enabled firr
define their product positioning strategies “along the-shaped curve, from iroduction an
growth to maturity and decline”. However marketers have developed a tunnel vision
this model. They consider only the path of winning products progressing along the
trajectory .Most firms consider positioning their existing prodiand services in a simil
approach since they all consider the PLC from the same perspectiva result firms
respond to competition as their products mature. This creates challenges in differentiat

restoring their existing competitio

Also, Moon (2005 established a point of convergence for product life cycle strategie
“positioning or repositioning their products in unexpected ways, companies can chang
customers mentally categorize these products”. This approach would enableo salvage
their products from maturity stage to growth st, thus propeling the new products of a firr
to the growth stage by overcoming issues of ‘slow consumer accepi

The three strategies of positioning the products suggested by Y (2005 are reverse
positioning, breakaway positioning and stealth positioning (as mentioned in Dia3).
These strategies would enable to change the competitive environment of the product. |
positioning is a process where firms can shift the product baws from the maturity intc
the growth stage by stripping away product features and adding new attributes to the
Howeve, after reverse positioning the product still establishes a distinctive position
category while retaining its category mbership

Breakaway positioning is an approach where a product is repositioned from mature |
for growth by merging attributes of products from different categories. Products assoc
each category with the aspects of marketing mix like pric promotion, distributior
channels, design etc. Breakaway positioning enables prc to redefine its competition b
breaking away from its existing category into a new one. Stealth positioning is strategy

products are pushed to growth stage whicdes away in the introduction stag
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Diagram 3 — Product Life Cycle

Source Moon, Y. (2005)

2.13.2 Portfolio Analysis and Strategic Market Plans

According to Besi(2005)“ Offensive strategic market plans are ust growih-oriented anc
are more likely to occur in the growth stage of a pro-market life cycle as mentioned in tl
Diagram4 page 1". For increasing the sales, profit margin and market share position ¢

firm’s design an offensive strategic market pla
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Diagram 4 - Parameters for Considering Offensive and Defensive Stratel

SourceBest F. (2005

Market attractiveness and competitive advantage together constitute in developing a g
position for the producmarket segment. When the firms competitive advantage is aver:
an attractive market offensive strategic market plans enables to increase its com
advantage and the firms position in the market. The competitive advantage and marki
could ke improved in the current category or product to new market by implementin
offensive strategies. Also, offensive strategic market plan could enable to develop a kt

or immature market wherein the firm has been recognized for its competitive age.

As mentioned in the diagra5, page 2( offensives strategic market plan could be used ir
positions in the portfolios wherein one has the highest meattractivenes the rest thre:
positions have average market attractiveness and one w highest competitive advantag
The offensive strategies focus on penetrating in the existing market or extending 1

market or entering into new marke

Since the firm has established its resources and capabilities in the existing market a
developed its knowledgcompetence witlcustomers and competitions in the existing mar

this provides the appropriate base for applying the offensive strategies in the existing
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Diagram 5 — Parameters for considering Ofensive and Defensive

Source: Best F (2005)

The core offensive strategies are invested to grow, improve position and new marke
The strategy for invest to grow suggests that resources need to invested in marke
enable organic growth of ‘market demand, market share or customer revenue’. Se
offensive strategies enable in reinforcing the competitive position, improving the
proportion and customer loyalty. Lastly offensive strategies allow firms to ise sales an
profits by extending from their current markets to new markets or expand to new p

markets. The diagran6 below illustratesthe core offensive strategi

Diagram 6 - Offensive Strategies

Source: Best F (2005, 20
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2.14 Extending Product Line and Brands

2.1.4.1 Ansof Matrix Analysis

According to Muhlbacher (2007) Ansoff matrix provides strategic options for a firr
selecting the markets it needs to serve with existing pro or identifying new customers fc
new productsin diagram 7, Ansoff Matrix belo provides four choices market penetrati

product development, market development and diversifici (Lynch, 2003)

Diagram 7 - Ansoff Matrix

Scurce: Muhlbacher (200
Market Penetration

Variety of plans could be engaged like ‘prod-line stretching, product development &
product proliferation’ for using Market penetration strategy. For expanding into the ex
market new products need toded incrementally to the existing product line i.e. product
extension. So that the firm could stretitself in terms of product variety in the relat:
market. Another approach is by launching new models of the existing product lir
penetrating ito to the existing market i.e. product proliferation. Product improveme
another approach where incremental improved changes are done to the existing prodi
in terms of capabilities, technologies etc and introduced in the market i.e. pi

improvement. The risk associated with this strategy is the firm limits itself to single m

Product developmen

The firms focus on developing new products is a fundamental strategy in the existing r
This strategy would enable firms to defend theiarket shar by utilizing and analysing th
latest trends to maintain its competitivene¢(Lynch, 2003. This approach to the marke

would allow firms to provide solutions to untapped custon
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Market development

In order to maintain the demand chan firms needs to expantheir existing product base f
new markets. This strategy is achieved by ‘new uses of existing products to nev
customers Jobber (2007). This approach increases the product life cycle of the e»
product lines

Diversification

According to Jobber (200 this strategy is not employed based on the core competence
this is the riskiest strategy for firm by developing new products for new marBy this
approach firms drift away from the current product line and exismarkets. According t
Dobson et al (2004) there are two types to diversification i.e. related diversification a
other is unrelated diversification. Related diversification could be achieved by ve
(forward or backward integration) or horizonintegration. However this could increase -

market power. Unrelated diversification could be employed if the market is satul

It is imperative for a firm to look at other strategic models like SWOT, Tauber matrix e
formulating marketing stregy of line extension since Ansoff matrix could provide opti

from markets and product perspective ot

2.14.2 New Product Introduction

In the fast moving consumer goods market new product introductions is common whi
reaches the customers thgh the retail channels like supermarket, retail chains, drug s
etc (Hausma and Leonard , 200. Amber & Styles (199€) suggests that entering of ne
product development to the market can be classified into new brands, brand at
extensionsDeloitte & Touche (1990) suggests that ‘concept for the category, brand exte
line extension and upgrade or replacement items are the four categories for classify
new products (Desiraju R, 2001 New product developmenor introduction can be

accompished by extending the brand or product line extensAmber & Styles, 199¢.
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2.1.4.3 Extending Products and Brands

a) Branding

According to Rust et al (2004) extending the brand could be winning if the customer se
are alike, yet the piducts could be different. For the same the model below in diac8
depict: the approach of measuring brand equity and customer equity to evaluate the ct
life time value. The convenience of the offering, price and quality of the product repre
the value equity. The brand awareness, attitude towards the brand and its image repre
brand equity. The switching cost for the customer and association witl-community
relates to the relation equity. All three considerations drive the cus for the brand choic:

and customer life time value which enables in achieving the custequity (Diagram 8.

Diagram 8 - Brand Equity

SourceRust et a(2004)
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b) Tauber Growth Matrix:

Tauber (1981 classified four tpes of opportunities for the firm with a combination
product category/brand name i.e. new product, flanker brand, franchise extension &
extension. The new product is conventional method where the products or service is
the company and ¢ a new brand name is employed. The flanker brand is where &
brand is employed but being introduced in the category where the company has .
established its market position. When a firm extends its existing line of produc
representing in ‘ne sizes, flavours etc’ and engaging the existing brand name in the

existing category is called line extensic

The firms engaging the existing brands and employing it to the product line that ar
categoryand are new to the firm are termed franchise extensio. This approach coul
leverage firms existing brand strength and band image which the firm has already este

in the marke

Tauber (1981) foresees four key opportunities for the company which are under coni
supply and demancressures. These are mentioned b
> The firm could expand its boundaries of market ‘throinew distribution channels «
untappe area’ mainly in the international marke
> Another approach is by merger and acquisiti
> By extending the product line anlanker brand
> Leveraging the existing brand value using the franchise extension strategy int

categories

Diagram 9 - Tauber Matrix

Source Taube (198))
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c) Benefits of Franchise Extension

Tauber (1981) suggests that frhise extension presents more gains than the conven
new product development strategy. The brand name is exploited and leveraged us
franchise extension which is one of the key intangible assets of a firm. Hence such ag
enables companieo extend into new categories using the brand competitive advanta
the new product awareness. The key risk associated with the franchise extension is tt

are possibities of diluting the existing brand in the long term scene

According to Tauber (1981) the key decisive factors for the franchise extension frot
customer perception perspective
> The customers’ perception for the new entry would be stable by capitalizing unc
parent brand umbrell
> Leveraging the existing brand sngth which its competitors do not have in the n
category
> The expectation of benefits offered from the new franchise extension is the
associated with the parent bra

d) Brand Extension Vs Line Extensior

The brand equity plays a pivotal role in lirextension and also brand’s equity has a
impact through line extension (; Keller and Aaker, 1992)). According to Amber & S
(1996) brand and line extensions is an accepted growth strategy for a firms especiall
retail industry. Doyle’'s (19S) defines “A brand extension means using a brand n
successfully established for one segment or channel to enter another on in the samr
market. Brand stretching means transferring the successful brand name to quite ¢
markets”. The recogni.d brands could use their established brand name in extending ii
product categories (Aaker and Keller, 19€

On the other end line extensions are leveraging their existing brand name for extendir
offerings in their same product category lirReddy et al, 1994). Amber & Styles (1996) t
analysed the risks and benefits of brand and line extension as menTable 2B page 2.
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Table 2 (B) - Risk/Benefit Analysis of Extension

Source Amber & Style: (199€)

The recognition of brand extension could be maximised if the established parent b
perceived as high quality, ‘customer perception of fit' with the new extended pr
category and “difficult to make” which implies that the firm has the resourceabilities anc

expertise in the new catego(Aaker and Keller, 1990

The line extension can be successful based on the fof the parent brand, product likene
with the established parent brand and the marketing communication like advertisir
prcmotior (Hardie, 1994; Reddy et al, 19¢.

Wong V. (1993) suggested screening criteria for identifying and exploiting New M:;
Opportunities are mentioned belc
1. Determining the market attractiveness for the new product by considering facto
marke size, market concentration, potential profit of the market, technolo
stability, Business cyclicality and Environmental sensiti
2. Determining the business position for the new product by considering key parail
like market share, relative comijtive position, product and technolog

manufacturing capabilities, finance, relative profitability and marketing capab
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Diagram 10 - Market Attractiveness Business Position Matri

Source: Wong, V. (199

Thus by corbining the market attractiveness and business position and market attracti
analysis a matrix could be developed as mentioned in Dia¢l0 above. This matrix ha

three levels of bancMaximize, Develog andQuestion Mark *?’.

If the product falls it Band Maximise then the product could be introduced with the exis
product line. The product idea need to be on hold if it falllDevelog band since the timin
to the market with its resources and capabilities would be critical with the time scee
new product idea which falls iIQuestion Mark banc need to be dropped as the firn

market position is weak along with poor market attractiver
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2.15 Channel Alignment

The Internet has been considered as another channel of distribuor manufacturers
suppliers and retailers. Hence there are prospects that there could channel conflict
distributior channel (Weiss, 2000

Diagram 11 - Multi -Channel Alignment

2.1.6 Pricing

Source: IBM Muti-Channel Retailing

Source Muller-Lankenau’s(2002)

Muller-Lankenau’s (2004) framework for Multi Channel Strategies suggest that o
channel and online channel need to aligned and integrated for better customer eng as
mentioned inDiagrem 11. Thus retailers need to shift their strategy form isolated or ot

dominated tdntegratcusing the mul-channel strategies for better engagement of custotr
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2.2 Supply Chain Managemen

New product introduction has always been a popular gy for business seeking furth
growth  Acceleration in the rate of technological development, improved 1
communication, more intense competition due to the maturing of markets and globali
fragmentation of the marketplace due to changing denphics, shorter product life cycle
and the escalation cost of research and development are forcing firms to bring ol
products to the market in record time (Ali et al., 1995)-retailing has allowed company
exploit more possibilities in ne\prodict development (NPD) by reducing the capital cos
having a physical store. While online sales provide rich opportunities, the design

underlying distribution processes also confronts companies with novel complexiti

maintaining customer exgienceacros multi-channels

The reason that any company exists is to be of service to its customers. The most pr
companie and supply chains are those that deliver performanc called for by their
markets.” Servic relates to the ability to icipate, capture anfulfil customer demand wit
personalized products and-time delivery’ (Hausman, Warren H., 200(

Despite the increasing interest for online shopping among consumers,customer still
prefer street shoppirbecaus it allows ghysical interaction with products (UK-Retail 2008
2008). This section of paper is to determine performance of a supply chain (SC) syster
minimum number of measures (Key Performance Indicators) that prowreasonabl
accuracy for sustaining cormels’ shopping experience across multiple retail chan The
main drivers of SC performance are facilities, inventory, transportation, information, so
and pricing.This chapter will discuss the areas directly related to the elements for sust

customer experience among multi retail chani

2.2.10rder Managemen

Order management is the process of passing order information from customers back
the SC. With aid of advanced technology this process can be easily ded by IT system
In the last twent years or sothe complexity oiSC has increasecotably. In order to provide
a wide range of service and product to consumers, companies in partict-retailers now
deal with multiple tiers of suppliers, outsourced service providend distribution channe
partners. Because of SC complexity and changing market demands order managen

process that is evolving rapidl
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Basic principles can be used to guide this operatior

1. Enterthe Order Data One and Only On: Capture he order electronically as close to 1

original source as possible. Do rmanually re-ente the ordel

2. Automate the Order Handlin Automatically send order to appropriafulfiiment
locations.Only exceptione cases are handled by peo|

3. Make Oreer Status Visible to Customers and Service Ag Let customers and servit

agents see order status information automatically whenever they

4. Integrate Order Management Systems with Other Related Systems to Maintail
Integrity: Electronically onnect order management systems with other related syste

maintain data integrity. (Hugo, 20(

2.2.2Distribution Managemen
Distribution is the only physical contact between i-retailer and its<customert it is a critical
factor which determinesustomer shopping experience and satisfaciThere are two basi

types of delivery methods: direct deliveries and milk run delive

2.2.2.1Delivery Methods
1. Direct deliverie:

Direct deliveries are deliveries made from one originating location e receiving location
For this method is aboichoosin( the shortest path between the two locations to minimize

cost and time for deliver (Hugos, 200€
2. Milk run deliveries

Milk run deliveries are deliveries that are routed to either bring pror from a single
originating location to multiple receiving locations or deliveries that bring products

multiple originating locations to a single receiving locat (Hugos, 200¢€
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2.2.2.2Delivery Source:

Deliveries can be made to customersm two Source:

1. Single product locatiot

Single product locations are facilities where a single product or a narrow range of 1
items are available for shipment. These facilities are appropriate when there is a pre«
high level of demand fc the products they offer and where shipments will be made on
customer locations that can receive large number of products. This delivery resourc

great economies of scale when used effecti

2. Distribution centre

Distribution centres are&cilities where bulk shipments of products arrive from single pro
locations. When suppliers are far away from customers, the use of a distribution
provides for economies of scale in lc-distance transportation which brings large amoun
procucts to a ocation close to the custome Cros:«-docking is a strategy can be applied
distribution centre with a fast transportation co and large product flow for minimiz
inventory cost. Using this strategy, goods spend very little time in the \ouse.Warehoust
is act as delivery coordination point rather than storage faciCros-docking strategy is
only efficient for large distributiorsysten with rapic transportatiorsystemdue to the hug

set up investment coinvolved

2.2.2.3 Return Prccessing

All supply chains have to deal with returns which is aknowr as “reverse logistics”. Th
most common situations are: wrong product was delivered; product is damaged
received; more products were delivered then were ordered by the custoll of these

situations are due to supply chain inefficiencies that created the need for

Return process should be efficient and hassle free for retaining customer satisfactic
Companies should keep track of types of returns happened, tequency, and if the retui

rates are rising or falling for improving SC efficien

Product recycling is a value added return activity. As environmental awareness spreac
companies and governments adopt green policies there will be a growing vof recycling

activity. This will be another way for acquire raw materi
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2.2.3 e-BusinessPerformance M easures ancM etrics

“No measures, no improvem” (Kaplan, 1990), it is essential to measure the right thin
the right time in a SC so that tion can be taken promptlyTraditionally busines:
performance measures have been mostly fina— measuring rate of return on investme
cash flow and profit margins. However, conventional measures have the drawba

tending toward inwarlooking; fail to includeintangible: and lagging indicator:

In order to standardize the delivery process to make the online shopping experience |
to the physical shopping experience as possible, the factors that affects customer
elements such assponse time, product variety, availability, customer experience, tin

market, visibility and returnability need to be conside

2.2.2.1 Impact of e-business on Customer Servic

1. Response Tin

It takes longer for -busines to fulfil a customer recest then a retail storbecaus of
shipping time involved. Thus, customers who require a shrespons time may not use th

Internet to order a prodL.

2. Product Variet
It is easier for -business to offer a large selection of products than phy store. Offerinc
the same selection at a retail store would require a tshop floo with a correspondingl

large amount of invento.

3. Product Availability

An e-business can greatly increase the speed with which information on customer der
disseminated throughout the SC, giving rise to more accurate forecasts. These im
forecasts and more accurate view of customer demand leads to a better match betwee

and deman.

4. Customer Experien

An e-retailer affects customer experience irms of access, customization, and convenie
Unlike most retail stores that are open only during business hours, customers are
access online stores at any time. The Internet also offers an opportunity to cr
personalized buyinexperienc for individual customer. For both consumers and compa-

business can increase the ease with which one does bus
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For example, customers have the convenience of able to shop at any time and loc-
business alschelps to automate the purchasi processwhich increasing the speed

conducting business as well as decreasing the costs of placing

5. Time to Marke
A firm can use -business to introduce new products much more quickly than a firm tha
physical channels. A new productn be made available as soon as the first unit is ready"

producec

6. Order Visibility

The Internet makes it possible to provide visibility of order status with appropriat
utilization of technology. From a custon’s perspective, it is crucial provide this visibility
because an online order has no physical equivalent to a customer shopping for an it

retail stor.

7. Returnability

Returnability is harder with online orders, which typically arrive from a centralized loce
It is much easier to return a product purchased at a retail store. Furthermore, the propol
returns is also likely to be much higher for online orders because customers are ur
touch and feel the produbefore their purchase. However, this weakness ce overcome by

using the advancetechnolog to achievia more detailed online produdemonstratio.

8. Flexible Pricing, Product Portfolio and Promotic
An e-business can easily alter the price according to latest cost by changing the d

linked tothe website. Promotions can be advertised at an instant in the san

9. Efficient Funds Transf
An e-business can enhance revenues by speeding up collr However, the company mu
evaluate the consequences for billing the customer early. Forple, customer satisfactic

might decrease if the bill is received before their order arr (Chopra &Meindl, 2007

2.2.3.2Impact of e-Business orFinance

1. Inventon

An e-busines can lower inventory levels and inventory cost by improving SC cootion
and creating a better match between supply and demand. Addition-busines enables ¢
firm to aggregate inventories far from customers if most customers are willing to we
delivery of online orders. As a result of geographic aggregation,-busines requiresfewer
inventorie. Inventories can be reducing significantly if ar-business can postpone t

introduction of variety until after the order is receiv
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2. Facilities

Two types of facilities costs must be included in the analysis:s related to the number ai
location of facilities in a network, and costs associated with the operations take place
facilities. By centralizing operations, a-business can reduce network facility costs and

decrease tt number of facilities equired

Operational cost is reduces because order process is done through the website a
fulfilment can be postponed. Furthermore, operating cost can be reduced for manufz
using ebusiness to sell directly to the customers. On the othnd, an ~business needs
perform additional tasks for the customer such as picking orders and therefore
operational cost is generat

3. Transportatio
An e-business can save delivery cost, if their product can be downloaded from the w
However, in most scenario delivery cost is higher f-business as customer cannot coll

the product from stor

4. Informatior

An e-business can share demand information throughout its supply chain to improve vis
With the instant availability ¢ planning and forecasting information, coordination is t
improved. This also helps to reduce overall supply chain costs and better match sup
demand. (Chopra Meindl, 2007

34



Chaptei2: Literature Revie\ Boots.com— Online Product Extensio

A sample busine-to-customer -business score card is shoin Table 3 below which can bt
used by a firm to summarize the impact ~business on each of the areas mentioned e:

Table 3 - The e-Business Scorecar

The e-Business Scorecart

Area Impac

Response Tin
Product variet
Product availabilit
Customer experien
Time to marke

Order visibility
Returnability

Direct sale

Flexible pricing, portfoli, promotion:
Efficient funds transfe
Inventory

Facilities
Transportatio
Information

Key: +2 = very positive; +1= positive; 0 = neutre-1
negative -2 = very negativ

Source:Chopra & Meind (2007)
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2.3 Inventory and Optimal Spacing of Retail Store:

For retaileis embarking o product expansic or brand extensiolinto new market(s) or t
grow in existing marke, the challengdn inventory management control would be to save
stock costs, holding stocks optimally and n«sk of product stoc-out. One critical concer
is not to run out of stock, such that customers are lost, or that a production line andto
keep inventory related costs to a minim andnot to have so much inventory that carryi
costs are excessivor inventory is wastedike perishable fooc. Diagram 12 in page37
emphasises the rationale behind holding stock for major ret:

The quantity ordered in each cycle can impact the average invellevel and theil
investment in this inventory. Inventory models have been developed to determine
optimal amount of material to order that has the least overall inve-related costs takin
costs taking into account carrying costs, ordering costs, ordering costs an-out costsE-
retailers,cansavehuge amount in inventory cosilike inventory counts, administrative errc

and reductions in inventory stc-outs by usingoptimal stockModel.

Retailersnow are establishing virtual stores, in cyberspace and offer merchandis
services through ¢ electronic channel ' their customers with a fraction of the overhe
required in a bric-and mortar stol (Yesil, 1997). Presently many Dot.com businesse

retailers operate“Click anc Brick” (Melissa Campanelli 200.

2.3.1 Inventory Defined

Like most retailer who areembarking on product expans, efficient inventory manageme
are quintessentially its lifebloc and its future survival and the engine for revenue genera
(Journal of Management Accountant). finance, inventory includes a vit spectrum o
material that is being transferred, stored, consumed, produced, packaged or sold in k
Inventory is a catalogue of goods and materials, held in stock by a businDetail

discussions of inventory management arAnnex4, pp.J16C.

2.3.2 The Existence of Inventory

E-retailer: keep supply of inventory primariland functionallyto (1) maintain independen:
of operations (2) meet variation in products demanded (3) allow flexibility in produ
scheduling (4) essentially providesafeguard for any variation in raw material delivery ti
(5) take advantage of economic purchase order size and maintain, replenish and

stocks. Detalils are discussed Annex4, pp.J16C.
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In Diagram 2 according to Thompson surveys, retailetke Marks and Spencer’'s Ul

Safeway UK, Asd UK, Sainsbury UK have maintained inventory for the following rea:-

Diagram 12 — Holding Stock Criteria

Source: Sunil Chopra, 20C

2.3.3 Optimal Stock Level
As seen ir2.32, the cost of inventory holing is significant and for many retail¢, the searcl
for cost minimisation will fre-up cash or working capital, needed for production activiti

Studies reveal that the Economic Order Quantity M«(*EOQ”) optimises stockholdg.

2.34 Economic Order Quantity Model

Baumol’s formula for Economic Order Quantity Mo, leacs to cost minimisatio as showr
in diagram 1. It illustrates the relationship between inventory carrying costs, invel
ordering costs and total costs. e inventory carrying costs increase linearly with Q, orde
costs decline with Q, and the total cost exhibits a minimDetails ar in Annex4, pp.J60.
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Diagram 13 — Economic Order Quantity

EOQ Point

Source: Horngren, Brihami, [tar, Fostel(2007)

2.35 Returns online extensior

Financial criterigsuch as profiforecast, cash flow foreca Returns on Investment (ROI), «
Net Present Value (“NPV”are often used when assessing new product development ¢
extension. Thesfinancial criteria would generally suggest successful extensions of |

equity, financial returns and product developme

Like in most technology industries, the internet industries attributing strategic importa
product development produce cotrercially successful products. It is investment in
products development that ensures a good prediction of a company’s future value. Hc
most companies evaluate new product development investments using accounting
metrics that rarely revednherent risks. Financial models like NP\are desirou to addres:
numerous product development risks that underlie the assumptions in a business for «

not properly accounting for uncertainty or project flexibil (R. Merton, 1967

Net Present Vaue

NPV is the total present value (PV) of a time series of cash flows. It is a standard mett
using the time value of money to appraise |-term projects. Used for capital budgeting, ¢
widely throughout economics, it measures the excess or sl of cash flows, in preser
value terms, once financing charges are met. Mathematically expressed, eac

inflow/outflow is discounted back to its present value (PV). Then they are sun

38



Chaptel2: Literature Revie\

Boots.conm— Online Product Extensic

Intuitively, therefore NPV is the sum of all terms, wh

t - the time of the cash flo

r - thediscount rat (therate of returi that could be earned omn investment in thi

financial markets with similar risk

C; - the netcash flow (the amount of cash, inflow minus outflow) at tirt (for educationa

purposesCy is commonly placed 1the left of the sum to emphasize its role as

initial investment..

Implication of NPV Analysis

NPV is an indicator of how much value an investment or project adds to the value of th

With a particular project, iC; is a positive value, the oject is in the status of discount

cash inflow in the time ot. If C; is a negative value, the project is in the status of discou

cash

outflow in the time ct.

Appropriately risked projectswith a positive NPV could be accepted. This does

necessarily mean that they sho be undertaken since NPV at the cost of capital may

account foropportunity cos, i.e. comparison with other available investments. Irancial

theory, if there is a choice between two mutually exclusive alternatives, the one yieldi

higher NPV should be selected as shcin Table 4below.

Table 4 - Interpretation of NPV

If... It means..
NPV >C ithe investment would add value to the fi
the investment would subtract value fr¢
NPV < C _
the firm
the investment would neither gain nor Ic
NPV =C

value for the firn

Ethe project may be accepi

'We should be indifferent inhe

Then...

the project should be rejeci

decision whether to accept or rej
the project. This project adds
monetary value. Decision should
based on other criteria, e
strategic positioning or oth
factors not explicitly included i
the calculatior

SourceLumby S. (20C€0)
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Howeve, NPV = 0 does not mean that a project is only expected to break e.e.
undiscounted profit or loss (earnings). It will show net total positive cash flow and eal
over its life. For example, Boots.commust decide whether to introduce a new pro line.
The new product will have startup costs, operational costs, and incoming cash flows c
years.Mathematically express, this project will have an immediate (t=0) cash outflow
say, £1,00¢,00C (which might include machinery, and employee ning costs). Other cas

outflows for years -6 are expected to t£40C,000 per year

Cash inflows are expected to £8C0,000 per year for years-6. All cash flows are afte-tax,
and there are no cash flows expected after yeiThe required rate of retui is 10%. The
present valu (PV) can be calculated for each y

T=0: -£1,000,000/(1.10)° = -£1,00¢,00C PV.

T=1: (E8C0,000- £40C,000) /(1.10)* = £363,63€ PV.
T=2: (£800,000- £40C,000) /(1.10)% = £33C,57S PV.
T=3: (£800,000- £40C,000) /(1.10)% = £30C,52€ PV.
T=4: (E800,000- £40C,000) /(1.10)* = £273,205PV.
T=5: (E800,000- £40C,000) /(1.1C)° = £248,36¢ PV.
T=6: (£800,000- £40C,000) /(1.10)® = £225,79C PV.

The sum of all these present values is the net present value, which £742,10E. Since the
NPV is greater than zerBoots.con should invest in the projec However, nore realistic
problems would need to consider other factlike calculation of taxes, unevecash flow:,

andsalvage value as well as the availability of alternate investment opportun

2.3.71 Return on Investment— ROI

ROl is a financialmode used b' decision makerito evaluate theinvestmer by comparing
the magnitude and timing of expected gains to the investment clt is a performance
measure used to evaluate the efficiencyar investmer or to compare the efficiency of
number of different investments. To calculate ROI, the benefit (return) of an investnr

divided by the cost of the investment; the result is expressed as a percentage o

Source:.Lumby S. (20C0)
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Return < investmer metric is versatil and straightforwar. That is, if arinvestment doe
not havia positive ROI, or if there are other opportunities with a higher ROI, ther
investment should brejectet. In practice, ecision makerand investorswill also look for

ways to improve ROfor exampleby reducing costs, increasing gains, or accelerating (

Recentl, this approaclwas commo to asset purchase decisions (computer systems or ¢
of vehicles, for example), "go/l-go" decisions for progran of all kinds (including
marketing programs, recruiting programs, and training programs), and to more trac
investment decisions (such as the management of stock portfolios or the use of ventur

and even launch of a new product I).

Diagram 14 - Return on Investment

Source:Steve Lumb (2000)

Business Benefit- The "Returns” Decision-Makers Need To Know:

Traditionally, wheninformation technologyprofessionals and t-management discuss t
ROI of an nformatior Technolog' investment, they were mostly thinking of “financie
benefits.However,business leaders and technologtodayalso consider the “non financia

benefits olinformation technolog investments
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Diagram 15— IT ROI Ca tegories

Source:Steve Lumby(20C0)

Financial Benefits include impacts on the organization's budget and finances, e.c
reductions or revenue increast Non Financial Benefits include impacts on operation:
mission performance and results, eimproved customer satisfaction, better informati

shorter cycl-time, brand value and intangibili.

Summary

While considering a product line extension for a successful multi channel Retaile
imperative to consider from all the key areas of wegic marketing, supply chain ai
financial implication for addressing the challenges. From the marketing perspectiv
critical for multi channel retailers to understand the competitive advantage, industry g
target customer segments, product brand for addressing the challenges in expanding
product lines. Supply chain animportant part of online shopping experience which inclu
direct interaction with the customers. Adoption of appropriate supply chain manag
strategy for new proccts is essential for sustainircustomer experience and satisfact
across different channel. Stock optimisation also plays a crucial role in attaining ef
inventory management. For product line and brand extension, it is important to consic
returns in terms is a steady stream of future cash flow, adequate profit margin, acc
Return on Investment and a positive Net Present Value in order to ensure that share

wealth is increased.
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3.C Boots.con

3.1 e-Retailing Industry

e-commerce has chanec the economy and the way busineare conducte, forcing
companies to find new ways to expand the markets in which they conmandto attract anc
retain customers by tailoring products and services to their needs, to restructubusines:

processes to deliver products and services more efficiently and effectively (Zwass

As shown inDiagram 6, the ecommerce went through a vicious circle, emerging
technological breakthrough in 1996 and peaking in 2000 where the ir was everythin
and expectations of the revolution higt. From 2006, “real e-venturesand e¢busines
began peakir

Diagram 16 - The Development of E-commerce

Source: The Gartner Gro (199¢)

As elucidated in Section 1.4 and 2.1, retailers now cannot afford to ignore the dynare-
commerce that led to the phenomenal risee-retailing' and mult-channel retailin. To be
successful, retailerquintessentiall need to gain competitive adviage against other-

retailers by offering new product or focus on gaining custcs from multiple channel®

The trend for increasing online sales in the UK looks to continue ais vital thate-retailer:
like, Boots.com to everae on brand, offeringunique advantage that is protected
embedded intdts products which woulenhance its durability and defy imiion, transfel

and replication

3 E-retailinc is a sub genre of Business 2 Customer where the core offer is a physical product, nota s
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However, ifferent perspectives on competitive advantage focus on different mea
influencing sustainality of advantages gained. For Boots.com, its forte in Health

Beauty is its formidable brand value and brand as’

It can be seen that-retailinc is an innovation in retailing that is built around technolog
innovation namely the Internet a can dramatically lower entry barriers for new competi
and ease of ent. New entrant do not need sales forces and huge capital investments a
do in offline markets. According to Porter,he Internet also brings many more compat

into compettion with one another by expandi geographic marke and horizon.

Diagram 17 — Impact of Internet on the “ Efficient Frontier ”

Source:.Chopra, S. and Meindl, P. (20(

As shown in thediagram 1 above, he advent of the liernet brings new associat
technologies and managerial policies that shift the frontier outward. An outward
represents either a decrease in cost for a given level of performance along a customer
a higher level of performance at a given ¢ The shift caused by adding the Internet v
vary by industry. In -retailers, the Internet may shift the frontier by significantly decrea
the cost for existing levels of performan (S. Chopra, 200«

The main advantage oi-business would be to irease efficiency by automating previc
activities (i.e., substituting capital for laur). In other instances, such as the case of
online grocer Peapod, the Internet primarily enhances convenience without reducin
significantly. (S. Chopra, 200)

* Branc asse is the strength of image a particular product holds in ociation with benefits, values an
culture,
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Bakos (1997) found thédnternet has dramatically reduced search «. Through the Interne
information has become much more widely available. For example, searching may be
on the Internet as Bakos (1997) points out because of the searctes. Bakos (1997) als
extends the work of Diamond (1985) to describe how consumers alter their searct
physical markets become electronic markets. Bakos (1997) suggests that with zerc
cost, through using an infrastructure such as the Interonsumers will be able to explo

the entire search space of possibilit

Consumers today embrace cyberspace as a viable medium of exchange to compar
learn about producand read consumer reviews. The internet is seen as fast and easy,
standard<of today’s frenetic pace of life. Itoday’s digital age of consumer control, whe
informatior is shared across the globe at the speed of light, consumers have come tc
instant gratification. The click and mouse is a monumental plaf for knowledge sharinc
opinions and relationship buildi. The challenge today is to balance between the desir

speed and convenience with the practneed to grow sales and profitabilit

3.1.1 Internet Technology

The advent of technological aances, wider accessibility and larger bandwidths has he
legitimize this retail channel as it becomes an increasingly important role for retailer’:
business. Online shopping has steadily grown in popularity in the United Kingdom a
2012 “onlire sales will increase by 32%, to £60 billion per annum and would accoul
approximately 20% of all retail sales in the United KingdorData monito: 2007). Diagram

18 in page4€ shows the UK Internet users from 1995 to 2006, rising more than fiv.

Diagram 8 in page4é€ illustrates the logarithmirise ine-retail sales in the United Kingdol
from April 2000 to December 200 The monthly value of UK online shopping value rc
from £87 million to £5,400 million in the period respectively owing to phenomene
growth of the internet and technological revolu.. The Index grew by 5,213% in the UK,
meteoric rise that attests the internet shopping revoluidue to the substantial leain
technolog. Multi-channel shoppinhas also contributed tthe bic spendiig.

Studies conducted by AG Neilson reveal that consumer who bothonline an offline are
the most valuable. Looking acrossmix of brick and morte retail channels, mul-channe

shoppers spend % spend more online than stot
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Diagram 18 - IMRG Capgemini e-Retail Sales Index for UK e-Retail Market

Source news.zdnet.co.l (2008

The rise in online shopping is premised on the fact that 29.1 million adults age 15 an
have access to internet. This ctitutes 60% of the United Kingdom population. In 2007,
million new internet users did online shopping. Further, about 50% of all adults in the U

Kingdom have easy access to broadl at home (AOL ~commerce stud'

Web sales increased 75 perciyearon-year, amounting to the equivalent of £75 for ev
person in the UK, according to the IMRG (-Gemin e-Retail Sales Index.Diagram 1€
showsbelow shows the, the “pick-up in store” option is the fastest growing segment v

internet shoppe.

Diagram 19 - UK Internet Users and Penetration, 200-201z

Source: www.eMarketer.com (20(
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This has resulted in many retailers fervently setting up online sites in an attempt to har
potential for increased sales, pitability and growth Online retailing offers traditione
retailers an attractive sales channel that provides high levels of audio and visual cor
well as virtually infinite space fc products (Stonet al:2002)

The Internet changes the basis ompetition by radically altering product/service offerir
and the cos structure of firms (e.g., cost reductions in production, distribution,
transaction). The Internet also changes balance of power in relationships with buyers ¢
suppliers by icreasing or decreasing the switching costs of t buyers and suppliers. E
reducing customers' search costs, the Internet makes price comparison easy for ct

and thus increases price competition (Bakos 19Detail discussions are Annex5, pp.164.

3.2  Boots.comOnline Channel

Boots.com is esubsidiary of Alliance Boots. It is the online reting channel of Alliance
Boots. Its principally activity is the online transaction through the w-front end website)
and deliveing product to storesand home forcustomers. Boots.com is a wholly interi
company operating virtually, only existing in cyberspace without physical stores or bu
structure (lean business model,-off between intermediaries and end consumer). Its or
sales channe are rapidly growing and integral to Alliance Boots success -retailing.
Incorporated in 2000, it operatea “Click and Collect” services involving technologic
managerial, operational and financial frontiers. It is a first step in the right con in
market attractiveness of online shopping. The strong programme in place has the pott
increase the volume of customers in Boots’ store, thus increasing its sales. The manp
Alliance Boots means that employees are capable of engarom the organisation and

harness the resource capabilities and compete

Currently, through its parent company, Alliance Boots, multopportunitie are rolled ou
fervently in its brand value and brand assets such as No.7, Soltan, Botanic aius.
Capitalising on this will immeasurably enhance its strengths as a leading intern:
pharmacy led health and beauty group delivering a range of products and services t
customers. Amongst the categories of products in which Alliance BGroup have
substantial prowess include baby products, beauty and toiletries, electrical, fragranc
men’s offers, pharmacy and health, toys, premium beauty and h(Datamonitor:2007).
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While currently Boots.com only accounts for 1% of t company sales, this number
steadily rising. In 207 sales at Boots.com increased by 2% and during Christmas k
43.6%. Furthermore, about 8-12% of Boots customers have been on its wte before
going into its store, meaning that the website isginning to see success in improving st
flow. “High customer interest in Boots online offers and rising average transaction valu

strong indications of the potential for further sales growth through this cha

The enormous potential of £14.7llion online shopping in the United Kingdom provid
greatopportunitie for Boots.com to tap into new markets and expand products in healt
beauty, food and furniture, clothing, children ware, etc. In fact, the average transaci
Boots.com is £5, compared to £12 at the stores (Boots:2008), and the average nun
items in online purchases is six; however, this can be largely attributed to the t
promotion giving online customers free delivery if they purchase over £45 wor

products(Boots.com

As shown in diagram 20,urrently, Alliance Boots operate on three (3) channels nai
stores, online and catalogwhilst Boots.com operates on delivery to stoi(Click and

Collect andHome Deliver.

Diagram 20 — Boots.com Current Scenario

Sources: Boots.co (2008

Further, in order to be successflBoots.corr is able to integrate its online channels with ot
sales channels, such as catalogue and stores, becalti ChannelRetailinc can result ir

channe conflict which can make employee engagement extremely dift
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3.2 Opportunity , Threat, Strength, Weakness Analysi
Organisationaanalyse their strength and weakness as essentially an internal focus wh
be brought together with the analysisthe market (anxternal focus) to create a SW( (G.

Hooley, J. Sauders and N. Piercy, 2C.

For Boots.com, the SWOT Analysis is premised upon the fact that by looking at \
strength and weakness, it can align wopportunitie and threats and thuselp in formulating
its strategy. As shown iFigure I below, Boots.com can determine where its strength nr
be best deployed, both offensive and defensively such as invest to grow, improve pos
and protect position or optimising positioning, well as where its weakness leave

vulnerable to market change or competitor ac.

Figure 3 - SWOT Strategy Implications

Source: Crporate Strateg (2007)

As illustrated in Figur3 and Table , strengths of Boots.com athe trusted brand image al
have the ability to exploit existing resources in areacopportunitie. For example, bran
equity across -retailing business support value propositions embracing the trust ele
Boots.com has the ability to recognise ineed and importance to deal with major mai

changes affecting the future of the m-channel busine. (Boois.com’
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Table 5 below illustrate E-Business Strategies for Competitive Advantage: Product, F

Promotion, and Place Stratec Responding t Porters Five forces Competitive Strate

Table 5 - Boots.com OTSW Analysis

i
i

i
i

Opportunities

Internet penetratio
Convenienc

Fraud concern reduc
Large items old online
Potential for expansic
Strategic Alliance

New Prowct Introductiol

Threats

i

i

Market concentratic
Internet Securit(Fraud
Low entry Barrier
Carnibalization of channe

Increasing competitic

Strengths

Brand Value

Health and BeautSpecialist
Differentiatior
StrongResearcl& Developmer
Value for Mone?

Multi-channel retailin

Weaknesse:!

Awareness of the webs
Technological challeng
No physical experienc
Limitec website interactic

Delivery tracking syste!

Source: Boots.cor(2008

Detail discussionof OTSW Analysisare in Anrex 6, pf.166.

3.4 Sustaining Competitive Advantagt

3.4.1 Mc Carthy’s Four Marketing Mix matrixes

Mc McCarthy (1960), Perrault advocates that a firm develops its marketing strateg

identifying the target market for its products and then develomarketing mix; product

price, promotion and place (i.e. distribution and delivery functions in the supply ch

As shown in Table , pg51-52, this enables the firm to enhance sales to the targeted

and compete more effectively, thus ensurirrofitability and sustainability. The internet h

a significant impact on the ma-up of this marketing mix, for example by offering vario
products offerings and associated price discriminations with sales promotion and el

logistics.
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Table 6 - e-Business Strategies for Competitive Advantac
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SourcesKotler, P (2003
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3.4.2 Porters 5 forces

Porter (1980, 1985) and Porter and Millar (1985), a firm develops its business strate
orde! to obtain competitive advantage (i.e., increarofits) over its competitors. It does tk
by responding to fiv primary forces: (1) the threat of new entrants, (2) rivalry am
existing firms within an industry, (3) the threat substitute products/services, (4) 1

bargaining power of suppliers, & (5) the bargaining power of buye.

A company like Boots.co car also achieve competitive advantage by altering
competitive force for example, establiing barriers to det¢ new entrants from coming int
the Health and Beau industry by cultivatini unique or capit~intensive resources that ne
firm canno easily duplicate Boots.con also increases bargaining power over their custor
and suppliers by increasing th customers' switching costs and decreasing their own
for switching supplies. Boots.com should adophe five competitive force model for

developing business strategies that generate strategic opportt

Buyer power of muli-retailing channel players aoverbrick and morte retailing approach i
to minimise the runningosi of renting and opening stores to sproduct, and hence can
priced lower than other n-website competitors to balance out postal fee expense
Another importandimensiol is to provide a 2-hour with no physical location limitation an
custimisableHealth and Beau -search service customers. The effectiveness of this sell
model yields savings on auxilie costs (such as transportation time and costs) and ha
where buyer may become less price sensitive to postal fees of diffedelivery option and
even minor price gaps of ttHealth and Beauty produc with all these advantages are ta

into accour.

The rival intensity of the conventional retail markets is high because are usually a larg
number of retailers competirto each other for the sar source of customers, but it may r
be the same for-Retail markets In the Boots.com case, its competitors incluSuperdrug
Wal-Mart, Body Sho|, e-bay, Sainsbur, Asda, Tesc(, and many other smalleretailer,
which are esablishin¢ and automated online systelike Amazon.con Detail discussion ar:

in Annex7, pp.167.
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3.E Long Tail and Blue Ocean Strategy

Table 6 — Long Tail Decision Proces

Scarcity Abundance

ROI We will figure it ou

Commaid and contro Out of contro

Top dowi Bottom uj

Everything is forbidden unless it Everything is permitted unless it
permittec forbidder

Paternalisn Egalitarianism

We know want is be You know be:

Cost mone Don’t cost mone

Source: Cris Anderson video presentati, Haas University (200€)

3.5.1 Long Tail

The Long Tai coined byChris Anderso describes the niche strategy ofsinesses, such
Amazon.cor or Netflix, tha sell a large number of unique items in relatively sr
guantities Essmntially, it is a concept oa statisticalfrequency distribution with a long t..
The distribution and inventory costs of these businesses allow them to realize sigr
profit out of selling small volumes of ha-to-find items to many customers, inad of only
selling large volumes of a reduced number of popular items. The group of persons tt
the har-to-find/"non-hit" items is the customer demographic called the Long (Table 6.

Given a large enough availability of choice, a large popon of customers, and negligib
stocking and distribution costs, the selection and buying pattern of the population rest
power lawv distribution curve, olPareto distributio. This suggests that a market with a hi
freedom of choice will create a certain degree of inequality by favoring the upper 20%

items ("hits" or "head") againste other 80% ("no-hits" or "long tail").
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Diagram 21 - Long Tall

Source: Anderson, C. (26)

As shown aboven "long-tailed" distributions a hig-frequency or hig-amplitude populatiol
is followed by a lov-frequency or lov-anrplitude population which gradually "tails of

asymptotically. The events at the far end of the tail have a very low probability of occul

3.5.2 Decision Proces

Anderson argued that products that are in low demand or have low sales volun
collectively make up a market share that rivals or exceeds the relatively few ciNo.7,
Health and Beauty or best selling toileti, if the store or distribution channel is lar
enough A significant portion olBoots.com's sales come froHealth and Beau that are no
available inClick-anc-mortar stores. The Long Tail is a potential market and, as the exal
illustrate, the distribution and sales channel opportunities created by the Internet often
businesses to tap that market success (AndersonErik Brynjolfssor, Yu (Jeffrey) Hu, anc
Michael D. Smitt, 2007)

Anderson has exained the term as a reference to the tail (demand curv. The term ha:
since bee retrievec from an XY graph that is created when charting popularity to invent
In Diagram 1 shown aboveBoots.con's Health and Beau sales would be represent
along the vertical axis, while trotherHealth and Beau goodsrank are along the horizont

axis. The total volume of low popularity items exceeds the volume of high popularity.
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3.5.2 Demanc-Side and Supply-side drivers

The key suppl-side factor that determines whether a sales distribution has a Long Tall
cost of inventory storage and distribution. Where inventory storage and distribution co
insignificant, itbecomes economically viable to sell relatively unpopular products; how
when storage and distribution costs are high, only the most popular products can |

Take Boots.com Health and Beauproduct: as ar example: A traditionaBoots store has
limited shelf space, which it pays for in the form of buildioverhea; to maximize its
profits, it must stock only the most populHealth and Beauty pduct: to ensure that no she
space is wasted. BecauBoots.con stocksproductsin i-force (centralized warehouse
Birminghan), its storage costare lower and its distribution costfor the sameHealth anc

Beauty product.

Boots.can car therefore able to build a viable business stocking a far wider ranHealth
and Beauty produc. Those economics of storage and distribution then enable

advantageous use of the Long T (Chris Andersoi, 200€)

According to Chris Anderson,n the supply sideit car be seen thi how e-retailers
expanded, centralized warehousing allows for more offerings, thus making it posor
them to cater to more varied tasi On the demand side, tools such as search enc
recommender software and sampling tools are allowing customers to find products
their geographic arcand theamplified effects of Long Tail, including the owth of markets

serving smaller niche

3.5.2 Blue Ocean Strategy

3.5.4.. The Two BusinessEconomic Systenr

According to W.C Kim and Renee M, 200<he businesieconomic syste consists of twc
distinct spaces, known as Red Ocean and Blue Ocean. Rean represents all industri
present tode-known market space. In Red Ocean, industry boundaries are define
accepted, and competition keen. Industry players compete with each other in order t
greater market share. As more compete forket share, eventually saturation se-in and
prospects for profit and growth are reduced. Products turn into commodities and inci

competition turns into bloody wat:
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3.5.4.2Blue Ocear

Traditionally, companies competed on existing market e and attempted to be
competition. Exploiting existing demand in an already saturated market only rein
manager’s failure to realise the difficulties encountered in trying to break from compe
Blue ocean strategy is to exploit a new markether thancompetitior in existing market:
where competition is fierce and presents which lin. Competing in overcrowded industri
is no way to sustain high performance. The real oppurtunities are to create blue oc:
uncontested market space. Boing so, competition is made irrelevant, the blue ocean s

to create and capture potentially new demand. (W.C Kim and Renee M,
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4.0 Researcland Methodology

4.1  Questionnaire

Having discussed online customer experience and satisfactic product expansion growi
strategy, the decision to launch brand or line extension rest upon sound risk and
analysis. Factors affected by benefits or risks include efficiency benefits, effecti
benefits, risks to the extension and risk tond. Tauber (1981) argued that extending
existing brand is more cost efficient and lowers risk of launching new products. Arg
research found that because an extension has a well established brand positioning to

its chance of success increase.

The purpose of this study is to establish: How can N-retail Channelling further expant
their product range whilst sustaining customer experience and satisfaction? The quest
was primarily intended to explore the possibilities ofine product expansion for Boots.c:

(Sample Questionnaire in Appendix 1 &2, p2€ — 130)

| In so doing, efforts were channelled to establishing the type of product most freg

purchase and to gain insights into new product line extel.

| The questionnire will provide the establishment for growopportunitie either on the

dimension of brand extension or line exten<?

| The group also tried to establish the most preferred delivery method (Next day de

standard delivery) or that is NOT offered boots.con?

The survey research also seeto establish customer shopping experience at Boots
website and to rate the after sales experience at Boots website in terms of refund, ex
repair service and payment service. A column for recommenddor the website wa

drawn for improving customer shopping experier
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4.1.1 Hypothesis
In furtherconsideration of the above, the group developed four (4) hypotheses which re

explanation through the stud

H1l: For online product expansion ie-retailing, strategic market planning proce
necessitates careful examination of market attractiveness, typically in shaping
attractiveness, factors such as market size, market growth, competition, segme

targeting and positioning, margitotential and the company’s core competenc

H2: In moving into new markets, the critical success factors include leveragin
brand/reputation and capability. The screening criteria and customer segmenta

important for market attractivene

H3: Financial criteria such as Net Present Value, Return on Investment, are anal
order to ascertain the ri-return and financial implications for online prodt

extension, margin and profitability are juxtapos

H4: In Key Performance Measurent (“KPI”) for sustaining customer experience a
satisfaction for Boots.com, Channel Alignment, Drop Ship and Efficient Standar

Delivery Methods for all products are us

4.2 Pilot Survey

A pilot study wasconducted within the MBA cohort, Lectureland Professors at tt
Nottingham University Business School. The pilot survey was intended to gag
suitability of the questions put forth in the questionnaire. The survey w-up with the
MBA Project team via monkey survey link and emailed t¢ MBA Cohorts [77 number

explaining the rationale of the survey and what it intends to act

4.2 The Street Survey

The group embarked ca street survey in Nottingham City Centre in late July 2008 for
week, after due discussion and deliberatiorth Professor Keith Harrison and Dr. Vicl
Story. The survey was aimed at establishing customers preferred products and ac
products onto Boots.com website. It also seeks to ascertain the level of customer exf
and satisfaction for purchasi products on Boots.com. The general responses were |

lukewarm initially but later on the level of fervour rose during the sur
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On average the survey took about-15 minutes to answer the questions. Most responc
did not answer the questinaire instantaneously but rather held it for half a day to put 1
thoughts on the questions. The survey had a mixture of qualitative and quantitative
respondents were asked to rank their level of customer satisfaction experience. The |
preferred delivery was also asked, the results of which was tabulated in Microsoft
format and further interpretation were carried out. A sample siz88 for street survewas

taken and deemed to be representative of the populatiol

4.4  Online Survey

The online surveof 150 samplewas primarily intended to reach the customer audience
are virtual and seeking to gain shopping convenience owing to their busy work schedi
personnel life commitments. The online survey was condu on
http://www.surveymonkey.com/s.aspx?sm=j3GMk|GikFITjeK2CUOfcA_3d Similar

guestionswere addresse@nc also aimed at targeting qualitative and quantitative. The

survey was also posted on retail forunhttp://www.retail.forum.co.u

For example, the type of products most frequently purchased and what products
Boots.com sell? The respondents were asketheir preferred delivery method (next d
delivery, standard delivery [5 days], delivery on named date) and what they envision
be better means of delivery. The survey also aimed at evaluation the level of cu
shopping experience and rate thter sales experience at Boots website in terms of ref
exchange, repair service and payment security. An open ended column for sugges
improving the shopping experience was also provided 1

45 Interviews with Boots

The principal reseah method was a series of se-structured interviews with representati\
from Marketing, Supply Chain Managem, and Finance of Alliance Boots regarding
online website Boots.com. The interviewees were all Group Manager L¢ and were
conductedin late July 2008 to mi-August 200¢ The durations of the interviews vari
betweerhalf an hour trone hour each A total of 10 interviews were conduct: at Boot, anc

explored the inte-relation of the three business ar; Marketing, Supply Chain anFinancee.

The team useca sem-structuredinterview method since this methois suitable for
exploratory studies. The se-structured interview also gave the respondents freedom in

responses and avoided influencing them into focusing on some specifcts.
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A free-form discussion method using of-ended questions was used, in order to capture
facts as well as the interviewees’ thought on the subjects. The questions were used tc
and build the foundation for the discussion as well ading the discussion to ensure that
important aspects were missThe semnr-structured interviews explorethe functional role o
Boots.com and the possibilities of online product expar. The interviewscentredon
guestions addressing each area of rketing, supply chain management and fine

thoroughly; the results of which wercorrelatec

The interactivity ofthe interview would draw out some of the subtle observations that prc
keer insighis into the relationships between business areas he often intangible concep
of strateg, leadership and knowledge managemThe project team opined thenterviews
can provide a unique perspective of the organis: creates aunderstancof the perspective
of the individuals involved in the reseih situatior.

4.€  Selection Proces
Thesessions ointerviews held with key personnel, Boots were primarily intended to sup
the questionnaires. The MBA project team met with the supply manager; Steve and N\

Higgins to gain an understanding of C Warehouse mechanisn-Force) in Birmingham.

The team also met with Daniel, Logistic Assistant Project Manager who briefed on ¢
chain management of Boots.com and David Robinson, Finance Manager on the fi
implication of online Boots.com oduct extension and inventory managemeThe tearnr
undertook monkeysurvey channel andsurvey forum channel to establish the san

population o Boots.com customer

All ter [1C] interviews conducted in late July to mid August 2008 were from Boots.:
business area ancachlasted for 30 minutes, addressing the issues surrounding mark

supply chain and financ

4.7  Data collation from Boots.corr

The project team was able to source data from share drive in the intranet of Alliance
Company reorts, internal documents, company magazines and company w: were als:
obtainec Quantitative datids central to the analys particulaly aspects of the topithat

may lend themselves to future quantitative or statistical rese
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As Gheradi ad Turman (In Glaser and Strauss, 1967, pp. 82) state in their essay ‘Rei

don’t collect soft data’, there is a perception tr “Collecting hard data means making he
decisions...using hard words to press on to hard won re” whereas “The softies.reveal

the soft underbelly of the social sciences, are likely to soft soap those who talk to 1

The team is mindful th;, collecting qualitative data requires painstaking field work, accur
transparency and credibility both in the collection arnterpretation of data. The:

interpretations and analy aredealt witt in punctiliousdetai in Chapter 5 to Chapter 1
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5.C Results and Finding:

5.1 Pilot Survey Results

The results contained qualitative and quantitative analysis of informatitained from all
the 77 MBA Cohorts. Thequantitative analysis was carried out using Microsoft Ex
template, whilst the qualitativeanalysis was carried oto supplement observations, custor

responses from surveys and internal interviews conductt¢he MBA Project tear

The Pilot Survey consists of a link to the survey which was emailed to the 77 MBA Cc
at Nottingham University Business School, who are-time, par-time or Executive MBA.

For the Pilot survey77 students were targeted ancll 77 responde within 28 days.

The MBA Project team received the survey results via email directly sent to them.
results were coded with numeric to allow collection of . 62%immediately responded-
Question , where did you hear Boots.cc website from? came from Boots store ¢
advertisement. lany MBA Cohorts found Bool.comrr website slow(pre-Phoenix launch) an
preferred to shop in stor¢ Accordingly, theshopping convenience and experie was a
major factor for their preference toop in Boots stores, rather than onlii

In Question ;, 73% noted that the three [3] types of frequently purchased products onli
Boots.com are health, cosmetics and toiletries. This is attributable to Boots.com’ stron¢
value and brand assets ich have gain public trust and image for decades. Alliance B

long brand forte with Health and Beauty is a force to be reckon \

In Question3, 56% respondents would like new innovative products which Alliance B
could sell such as organic ching, medicinal products and healthy cooking produ
Alliance Boots premium pricing and branding would fit neatly into these new prc

development:
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Table 7 — Questionnaire Resul

Source: Street Survey Augu(200€)

In Question 4, 68% of respondents who shopped online preferred Next Day deliven
suggested instantaneous delivery for food and drink. They vacceptabl with delivery
charges as these were kept minimal. As far as supply chain management is cor
Alliance Boots have excellent distribution channel throti-force in Birmingham and hav
been able minimise delivery costs. Nevertheless, about sixty [60] respondents sugge:

delivery beFREE for purchases exceeding £

In Question5, 70% responents who shopped online, rated their experiencesatisfactory
and 63% after sales servicessatisfactory in terms of refund, exchange, repay service
payment services. Some respondents noted problems returning faulty electrical and
goods, vhilst others felt that the refund system of Boots.com inefficient and slow.

respondents opined that the questionnaire/survey addressed the question of

attractiveness for new products and supply chain management as intended for the in
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5.2  ResultsStreet Survey
The MBA Project team conducted the survey for 5 days in Nottingham City Centre i
July to early August 2008. A total number eighty eighi [88] customers/general public w

targeted. The survey had a good blend of group of population namely -20 years, 2-35
years, 3-55 years and 55 years and above respectively. 76 of the respondents who to
to answer the survey were females, while were males. The sample sizes 88 and the

breal-down of the survey a illustrated in Table8 below:

Table 8 — Street Questionnaire Age Profile

Source: Street Survey AugL(200¢)

The school holiday period accounted for the high percentages-20 years old group. Th
analyses are as follows: Question . of the survey, 78% of the respondents came to he
Boots.com website from Boots store and advertisement, whilst, 14% via search engi
the remaining 6% through friend(Refer Table 9, page 6

In Question2, the three [3] type of freuently purchased products online are health, cosm
and fragrance for ladies, whilst for men nutrition, electrical and toiletries. Tlattributecto
the long established brand value and formidable brand assets of Alliance Boots.com’s

strong¢ association with health and beauty commarvery high position in public health car

In Question3, the surveynotec new productas 8% suggested garden products, 4% cleal
products, 17% pet products, 14% massage equipments and tools, 12% f products,
22% organic clothing products, 15% kids safety and 8% elderly moving [ respectivel.
These suggestions were premised on the existing brand value of Alliance Boots whicl

be further nurtured and capitalise
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Table 9 — Street QuestionnaireResuli

Source: Street Survey Augu(200¢€)

In Question4, 88% preferred next day delivery particularly food and drink and were nao
concerned wit delivery charge. 7% preferred standard delive (5 days) anb% delivery on
named date. However, only a handful suggested instantaneous delivery for food ant

within reasonable range of delivery char

In Question5, 77% rated their shopping experience at Boots.com as satisfactory, 1¢
partially satisfactory whst 5% unsatisfactory. This is explained by Boots.com’s st
commitment to deliver the best for its customer and sharing its customers shi

experience. The ease and convenience of online shopping were strong attributing

In Questiol 6, 68% rated after sales experience at Boots.com as satisfactory in ter

refund whilst 27% rated it as partially satisfactory and the remaining 5% unsatisfa

Boots.com has always placed their customers as first priority and goes very far to ens

standards of performance, delivery and excellent customer shopping satisf
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Evidently, 71% rated after sales experience at Boots.com as satisfactory in teexchange

whilst 27% rated partially satisfactory and the remaining 5% unsatisfe at Boots.com.

Boots.com’s commitment in ensuring expeditious refund in after sales services is a

corollary of its formidable brand assets and brand value in upholding customer satis

As regards after sales experience at Boots.com in tof repair service, 63% rated afte
sales experience at Boots.com as satisfactory whilst 29% rated partially satisfactory .
remaining 8% unsatisfactory at Boots.com. Boots.com’s commitment in ensuring rt
repair service is an endeavour by thenagement to deliver the best services and prese!

its brand assets and brand va

Finally, in respect of after sales experience at Boots.com in terrpayment security, 69%
rated Boots.com as satisfactory whilst 21% rated partially satisfactol the remaining 10%
unsatisfactory at Boots.com. Boots.com’s places high priority in ensuring internet pa

security in order to prevent fraud, errors or systems fai

In Questiol 7, many respondents suggested that there be online personnel cesk who
could specifically dedicate time and resources in handling any problems, grievanc
difficulties. In improving shopping experience, more regular updates of product desc

and prices would assist customer is making more valued decisioiditiously.

In Questions 8, 9 and 1(the profile of the respondents are analysed in gender categor
category and parenting sts. The Boots age category profile inclu(Teens (younges
female group), Charlotte (younger single female with no cen), Bob (Men) and Tin

(Mum with children living at home), and Betty (Oldest female Gr-retired.
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5.2  Results fromOnline Survey

The MBA Project team conducted the online survey through monkey sur-finance and -

retail forum in late July to ely August 2008. A total number cone hundred and fifty

[15C] customers/general public was targeted. The survey had a good blend of age g
population namely 1-20 years, 2-35 years, 3-55 years and 55years and abov
respectively.11¢ of the reppondents who took time to answer the survey were females,

31were males. The sample sizes 150and the bree-down arein Table 1C0below;

Table 10— Online Survey Customer Profile

Source:Online Survey Augus(200¢)

The school holiday period accounted for the high percentages -24 years old groug
Detail analyses are in Table 11The analyses are as follows: Question . of the survey
52% of the respondents came to hear of Boots.com website from Boots stor
acvertisement, whilst45% via search engine and the remaini3% through friends. Th
shopping experience and convenience at Boots stores may explain the level of sati

gained and preferences for stc.

In Question2, the three [3] type of frequetly purchased products online are health, cosm«
and perfume for ladies, whilst for men nutrition, electrical and toiletries. This is expla
by the longstanding trust and quality a formidable brand assets of Alliance Boots. Bao

market leadelhip in Health and Beauty rank high echelon cublic domain ofhealth care

In Question3, the survey asked for new products €12% suggestecwoptical products, 7%
electrical gadge, 1% pet products, 3% organic baby fooc, 7% furniture products, 5%

organic clothin¢products, 12%organic nappie and 2% elderly moving chair:

These suggestiorgarnered in the survey attest to the formidable brand value of Alli

Boots and its high standing as a Health and Beauty spe.
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Table 11— Online Survey Resul

Questionnaires (%) Questionnair e answer s
response
Q1 52% Heard Alliance Boots website from Boots store anc
advertisemen.
45% Via search engint
3% Through friends
Q2 81% 3 most frequently purchased products on Bocs.com are
health, electrical beauty aids,cosmetics& perfumes for
ladies, whilst for men nutrition, electrical and toiletries
Q3 12% Optical products
7% Electrical gadget:
19% Pet products
13% Organic baby foods
7% Furniture Products
25% Organic Clothing Products
12% Organic Nappies
5% Mobility Scooters
Q4 92% Preferred Next Day delivery and suggestel
instantaneous delivery for food and drink
5% Preferred Standard Delivery (5 Days
3% Delivery On Named Date
Q5 71% Rated online shoppirg experiences as satisfactor
22% Rated online shopping as partially satisfactor
7% Rated online shopping as unsatisfactotr

Source:Online Survey Augus(200¢)

In Question4, 92% preferred next day delivery particularly food and drink and weretoo

concerned wit delivery charge. 5% preferred standard delive (5 days) an3% delivery on

named date. However, only a handful suggested instantaneous delivery for food anc

within reasonable range of delivery char

In Question5, 71% rated their shopping experience at Boots.com as satisfac22% a

partially satisfactory whilst % unsatisfactory. Thitestifies Boots.com’sunrelenting drive

and tenacit to deliver the best for its customer and sharing its customers sho

experience Theonline shopping conveniences w strong attributing factor

In Questiol 6, €3% rated after sales experience at Boots.com as satisfactory in ter

refund whilst 29% rated it as partially satisfactory and the remair8% unsatisfactory
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Boots.com has always placed their customers as first priority and goes very far to ensu

standards of performance, delivery and excellent customer shopping satisf

Evidently,58% rated after sales experience at Boots.com as satisfactory in teilexchange
whilst 3€% rated partially satisfactory and the remaining 5% unsatisfactory at Boots
Boots.com’s awareness of the criticality to sustain online shopping experience
convenience thus ensuring instantaneous refund in after sales exer its brand equity an

brand assets in honing customer experi.

As regards after sales experience at Boots.com in ternrepair service, 61% rated afte
sales experience at Boots.com as satisfactory w33% rated partially satisfactory and tl
remédning 6% unsatisfactory at Boots.com. Boots.corpledge¢ in providing reliable repai
service isunrelentin by the management to deliver the best services and preservilong

standing reputation arbrandesteer.

Finally, in respect of after salexperience at Boots.com in terms payment security, 69%
rated Boots.com as satisfactory whilst 21% rated partially satisfactory and the remainir
unsatisfactory at Boots.com. Boots.corhas invested heavily in technological resource

ensuring smoth internet paymersecurity in order to prevent fraud, errors or systems fai

In Questiol 7, many respondents suggested that thera feedback forum to garner levels
suggestions from the customers’ perspective in dealing with online trans. To improve
shopping experience, continuous product developments are being envisaged

interactive model of we-serving should be mac

In Questions 8, 9 and 1(the profile of the respondents are analysed in gender categor
category and penting stats. The Boots age category profile incluTeens (younges
female group), Charlotte (younger single female with no children), Bob (Men) and

(Mum with children living at home), and Betty (Oldest female Gr-retired.

70



Chaptei6: Customer Segmentation Boots.con-Online Produc Expansior

6.C Customer Analysis
Customer analysis is an essential step before the decision of market strategy is
Marketing plan would only be more successful when implemented with consideration

correspondin targeted custome

6.1 Customer Segmentatiol

Boots hasprimarily focus on health and beauty sector which has a larger female cus
base. When Boots decide to move into n-channel retailing, it naturallytransferre
majority of the products offered in store onto Boots.com websBoots currently has
segmented their stomer into the following categori¢ they are Betty, Tina, Charlotte, B¢
and Teens. These groups are determined according to variables such as age, gende
size, lifestyle and responds to a product. These are a combinatioDemographi,
Psychogaphic and Behavioure segmentation variables. Tak12 shows the classification ¢

Boots.com customer segmentat

Table 12 - Boots.com Current Customer Segmentatio

Source: Bootcorr (2008

Being a specialist in health and bty industry the above segmentation can be gene
agreed. However, base onsociologica shift by recent report a new segment needs t
added tcachieve the goal of increase Boots online sales, the new segment is married

with no children. Thissegment will be referred as George and Mary from here
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According to data from Keynote Repc— Men & Womer's Buying Habits of 2008, numb:
of households of two with no children hioutnumbere all other types ohousehold since

1991 with an increasg gap

George and Mary is the perfect match to online shopper profile. They are either cohab
married. They are usually higher educated, they are cash rich and time po’ consume
who need convenience offered by online shopping. They are le and willing to spend ol
premium goods if the product matches with their needs. This segment can help t

Boois.com from a volume driven into a value driven busi..

Bob is the male segment who represents 8 percent for both the online custor spending
Unlike womenprefel physical shopping, men enjoy tthassl free online shopping. The
spend more online and their conversion rate is the highest among all the se(Becaus of
different interest from different age group within the male or, it is needed to divide Bo
into more specified segments for marketing purpose. Male falls into the age group 1!
will be referrin¢ as younger Bob with increasing interest in toiletianc fragrances product
Male over 25 years old will be refeing as older Bob. According to Key Note Report (:7)
the typical online customer is male betweage: 25 to 34. With combination of shoppir

behaviour and spending power, older Bob should be one the target segment for Bc

Therefore, the suggesteew customer segmentation for Boots.consummarize in Table

13 shown below

Table 13 - Boots.com New Customer Segmentatic

Source: Boots.co (2008
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6.2  Customer Targeting

After segmentation, Boots.com needs to decide wish set they should target by using tt
scorecard formulated by the criteria Best R. proposed. The selection criteria are si
growth of the segment, competitiveness Boots can offer to the particular segme
compatibility of a segment with BoC compeences and lastly does the segm

compatibility matches with Bod' current goal for increase the sales ve

The population growth rate for Betty is likely to increase by more than 6 percent in the
three yearsbecaus of aging population. Even mc growth (11.6 percent) is expected |
women between the ages of 60 to 74 years seeAppendix4). Being apharmaceutici led
specialist in health and beauty industry, Boots has ecapability to fulfil Betty's need ant

expand it further

However, evelopment of pharmaceutical product takes a much longer time and this
not match with Biots.com strategic goal to increase the sales in aer term. Furthermore
Boots currently already offers an extensive range of health and nutrition pharncal
product to the customers, the urgency for further product development is reduced du
curren comprehensive product range in this category. As a result of mismatched se
compatibility with Boots ‘curren mission, Betty is not the priority tget segment at th

stage

Tina is the mother withdepender children living at home. She controls the majori
spending of the household, and she needs to shop for the whole family. She also has
product range of interest for the same reason. is likely to be working, taking care of h¢
children or even taking care of the elderly in the family. She is likely to take the advant:

online shopping for reasons such as convenience and time s

Although number ohousehold with depender children is likely to decrease due to rec
statistic but this does not change the fact that Tina is in control of most household spt
She looks after the husband, Betty, herself and also has power over spending. Ting

will continue to be the mst important customer for Boocom

George and Mary is the new segment developed for Boots. According to Kerepor 2006
households of couple with no childrihave outnumbere all other types of households in t

UK. Couple falls in this segment areferrecto as DINKY in Key Note report which meat
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“Double Income No Kids Y¢'; therefore, they have more money and time to speni
leisure activities. If Boots can develcproducts that al suitable and attractive for bo

George and Mary, this segnmt could become the new cash cow for Bo

Charlotte is single female with no children with most interest in beauty products. ¢
currently the second most important customer segment for Boots.com. Boots offers i
strong premium beauty brand Noroducts along with other high street premium bee
product online. Boots has a dedicated department for managing and developing No7 [
and it has less power over other high strbrandswhich are also availabl¢ at many online
stores. It is sugges<d for this customer segment Boots.com should focus on increase the

through various marketing methods such as promotion, exclusive package offers ¢

Bob is the male segment who represents 8 percent for both the online customer and sj
According to Key Note Report (2002) the typical online customer is male betage: 25 to
34. Unlike womerprefel physical shopping, they enjoy tihassli free online shopping. The
spend more online and their conversion rate is the highest among allgments Becaus of
different interest from different age group within the male sector, it is needed to dividt
into more specified segments. Male betwiage: 15 to 24 has most interest for toiletries &
fragrances products which continues to grow. e falls into the age group 15 to 24 will |
referringc as younger Bob. Male over 25 years old will be referring as older Bob.

combination of shopping behaviour and spending power, older Bob should be one the

segment for Bots.com

Teens ar the youngest female group and account for very small percentage of Boots
sales. Her spending is limited because majority of them comes from allowances given
parents. Boots should still invest in product for Te' interest for retain customerom this
segment for building the brand image so Boots can attract their future spending the)

into Tina, Charlotte segmen

A summary of customer segment scorecard result is shown in 14.
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Table 14 - Boots.com Custoner Segment Scorecar

The result of target segment selection scorecard shows that base on Bo’s primary
mission‘hungry for sale’ the target customer segment should be targeted are Tina, C

and Mary and followed by Bo

6.2 Boots Positioning

The essential of thepositioning problem is to give customer more than one good reaso
choosing Boots brand. For instance, in order to differentiate itself from other re
Superdrug adopted a fash-let approach by offering a greater range of budgesmetic
product. As a result of this strategy, Superdrug has succesincrease its sales in 2007 b

attractingyounge shoppel

Being a pharmac-let health and beauty specialist brand since 1849, Boots has establi
trusting brand image and offe a wide range of exclusive products such as skincare proc
Ovel-the-counter (OTC) medicir® to the customers. Therefore, Boots has cleestablishet
the Poin-of-difference (POL® which associate with their strong brand image of a health ¢

beautyspecialist.

® OTC medicine: Ov-the-counter medicine means medicine can be obtained withqprescriptior such as colc
and flu remedies

® pointeof-difference (PODs) are attributes or benefits strongly associate with ad, positively evaluate an
believe that they could not find to the same extent with a competitive brz. (Kotler & Keller, 200t
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However, Health and beauty sector is different from other sectors of the retail industry
grocers account for more sales than specialist. The reason being grocery stores |
higher convenience for customer to buy health and ly products when doing their essent
regular grocery shopping. The same principle can also be utilized by Boots.com for cu
attraction.

Currently Boots.com main customers are Tina and Charlotte who are interested in
beauty treats anpremium beauty. Tina, George and Mary, and Bob are the target cust
segmentation that are identified for Boots.cprimarily goal of increase sales. Boots sho
aim to attract their targeted customer with products that are offexclusivel by Boots.
Ther draw them into the extend product line that are especially develaccordin( to their

interests and nee

Summary

Emerging customer segments for Boots.com are identified by considering future social
spendincbehaviou, interests and future gwth for each group. Tina is mom wildependet

children athome she is Boots.com primary target custorbecaus of the number of family
members need tlook after by her. Tina usually does the majority of household shoppin
the families; therefore, he is first target customer. George and Mary is the newly ident
customer base on the rising social trends. George and Mary are couples \children they
are targeted for the willingness to spend and high spending power. After distinguishe

customers, Boots.com could crosscheck the market trends with targeted cu

segmentation for achieve the strategic goal of increase sales by product line ex
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7.0 Offensive and DefensiviMarketing Strategies

By analysin( the target customeof Boots.com in Chapter 6, we need to consider
marketing strategies that Boots.com needs to approach for growth perspective. For th
in this Chapter, we would analyse Health and Beauty market and Boots.com’s current

position and which sttegic marketing approach would enhance Boots.com’s gr:

7.1  Market Analysis

According to Jennifer Marks (hometextilestoday.com, 2008) consumers are always ur
and hence keeps the target moving. In indecisive market conditions like today r tend
to move into defensive market strategy. “The consumer pulls back. So the retailer pull:
So the supplier pulls hack. So the supplier's vendor pulls back”. Thus when the mark
forceful it is imperative to have a defensive strategy howoffensive strategy is necess:

for the way forward for the growt

As illustrated in Graph 1below, analysis percentage of sales in the UK online ma

constitute5.2% of the total retail sector a whole.

Graph 1 - Online Retail Market Share

Source: Verdict -Retail Repor(200¢)

As illustrated inTable 1f, today «retail market is moving at a rapid growth rate of 35.
yearon-yeal with a market size of £14.7 billior This attest to the fact fat theonline marke

has become aincreasinglyattractive channel for retaile
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Table 15 - Year on Year Online channel Growth

Source: Verdict -Retail Repor(200€)

The Graph : belowillustrates the online market growth from99€-2012. The graph sugges
that the ~retail industrytoday is in its late growth stage

Graph 2 - e-Retail Industry Growth Stages

Source: Verdict -Retail Repor(200¢)

The Graph { below provides théoreakdowi of the onlire market in UK, wherein the Heal
and Beauty market holds 2.3% of the market share. According to Verdict (2008) the re
in the Health and Beauty sector has major prospects for gr
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Graph 3 - Health and Beauty Market Share

Table 16 — UK Online Hot Shop List

Source: Verdict -Retail Repor(200¢)

Source: Verdict -Retail Repor(200¢)
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The Table 16 in page79 shows the key-retailers in the UK market (Hit wis, 2008). The
list shows that the Boots.com sales have dropped its market pc In Figure 4, eccording
to Verdict (2008 market reportBoots hasfallen bacl in its market position specifally to
Health and Beauty online market to eBay. Boots attveness has reduced significantly to
key competitors like Superdrug and Body sh

Figure 4 - Which sites do online health & beauty shoppers bufrom October 200¢-2007

Source: Verdict -Retail Repor(200¢)

Boots is also fcing competition by the entry of the grocery retailers like Tesco, Asde
Sainsbury who have entered the health and beauty market. These major retaile
captured 40.06% of the market. Boots is also facing tough competition from the spe
retailers in health and beauty market like Superdrug who has positioned themselves

fashion led approach by targeting the younger age segn

Also Catalogu-based retailing companies in the health and beauty like Avon have el
into the online markt to increase and facilitate the growth of its sales force in the d
selling scheme.In 2008 internet pure players like Amazon has also extended its pr

range in the health and beauty segnr
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Diagram 22 — Online Health and BeautyMarket Share and Brand Value

Source: Verdic(2008

Diagram 2! illustrates market share and brand value f-retailers. Boots brand is high
valued and has high market share because it is a specialist in Hed Beaut. The
diagram shows that Asda, Sainsbury’s Tesco are high in brand value but low in marke
becausethey art groces, whereas -bay is high in brand value and market share due tc

fact that it is a pure internet playe
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Table 17 - Characteristics of Growth Stage

SourceKaotler, P. (2003

The characteristics of growth stage for products are slin Table 17 above. It can be see
thal Boots.comis in the growthstage an has strong prospects ihe online market as is a
specialist in Health and Beauty keeping the brand image and market
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Diagram 23 - Product Life Cycle

Product Life

Cycle

Introduction Growth Phase Boots.com
Phase

Defensive
Strategy

Grow Enter New Protect
Existing Market Position

Verdict (2008) Research found that the key challenge foine health and beauty market

Offensive

Strategy

that most of the goods purchased are small and can be easily carried, thus mak
attractive for customers to purchase online. The future forecast suggests that the onlin

and beauty market would be the smallearket with much lower customer penetration lev

However the retailers have prospects for customer penetration at the premiu
Considering the grocers and internet pure players entering into the market Boots.cor

to have stronger strategic nketing approach for sustaining he online mar|

As showr in Diagram 2: & Table 7, considering the current market environrr, Boots.corr
is in its late growth stages of online health and beauty malt depics the characteristic

marketing objective and strategies with respect to each level in the Product life «

Boots.com being in the growth stage of tt-retail industry its key marketing objective is
increase the market share by market expansion strategy i.e. extending its producnew
categories or offerings at the product level. Also due current market competition Boo
is losing its position in the online health and beauty mar As intuitively suggesteiby Best
(2005, firms need to consider a mix of offensive and defen strategies for increasing i
market share and protecting its posi.
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7.2  Offensive Strategies

“Grow in Existing Market”: From Boots.com’s perspective growth in the existing ma
could be achieved by increased by its growth in revenue per cur. Revenue per custom
can be built with a strategy to build price premiums. Business that enhance their prod
adding valu-added services or building a superior reputaffor quality can charge high

prices than competing business and still rtain a superior customer value( R. J Best, 2!

Thus Boots.comneed to extend its product line or category line in existing busines:
providing more shopping options for customers in various segments. This would ma
online shopping more effecie experience for Boots.com customeFurthermore, th would
also increase the numbers in the online basket as a result the conversation rate also i
For example,Boots.com* brand equity in No. Protect & Perfect Beauty Serum, No.
Rewind & Perecting Serur, Boots Soltar Sun care command a premium price relative
other competing beauty skin cai This premium is based on superior prodquality and
reputation for innovation and technolc. Another approach for Boots.com could be ente
into new market segments to tap the missed opportun

“Enter New Markets”: In this scenario Boots.com could consider leveraging its ex
brand value for entering into the related markets in the Health and BeFor example
beauty skin care anailment therapyor hot salt water bathing, sauna treatment, etc. \
demand in this segment growirfaster than in any other segment, Boots.com can res
with a new product designed for the pr-performance needs of the segmerThus by
employing ths approach Boots.com could widen its customer segment and fulfille
customer’s requirement This offensive strategic market plan can provide a new sourt

sales revenues and profitability for Boots.c

Nevertheless he approach of entering unated new market could be risky since Boots.c

has established itself as a niche player in the Health and Beauty se:
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7.2 Defensive Strategies

“Protect Position”:Boots.com has strong share positions that generate considerable
revenue and profits that direct affect the financial performance of this revenue segBy
2012 Health and Beauty segment would be reduced to the smallest segment comj
books segment in-Retail (Verdict, 2008). Also the market penetration also woulc
reduced. Hence, defensive strategies are intended to protect thes-share positions at
critical to shor-run profit performance and provide a major source of cash for investm
offendve marketing strategies for future growth and profit perforne. Thus it is
imperative for Boots.com to protect its market share and retain its existing cus

Diagram 24 - Defensive Strategie:

Source: Robert2005

According to Robert (2005) firms could retain its customers byaking the perception
created by new entrants by improving or matching to the competition (Parity Strategie
in terms of product choices etc. Also it could reduce its customer loss by empl
retarding strategies i.e. customer perception for ¢ing could be due to minor benef
which could be emphasize In the Chapter8 we would analyse the offensive strategy
detail considering the growth in the existing market or growing in the new marke

boots.com considering parameter like marproduct and branc
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Summary

By analysing the -retail marke we could understand thit's in the growth stage and h.
become arincreasinglyattractive market for all the retailers. The entry barrier for the or
market is quite low and also the rants of supermarket, internet pure players and speci
the market is getting concentrated. Thit has becomean imperative for Boots.conto
employ defensive strategy for protecting the current market share. However Boots.con
to employ aggresse offensive strategy considering the growth in the existing market c

new marke
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8.C Extending Product Line and Brands

As discussed in th«Chapter7 we learn that online industry is in the growth stage &
Boots.com needs employ aggressive offee strategy in order to sustain in th-Retall
market. For tis reasor Boots.com needs to consider whether it should stay in the exi
market or move into new mark Diagran 25 belowillustrate: the approach to be consider
for analysing the san. Here we would consider three parametof market, product an

brand at a 360° view and analyse the same with Ansoff Matrix and Tauber N

Diagram 25 - Growth Strategies

8.1 Analysing Market and Product Parameters

Ansoff Matrix

From Boots.com’s product or category perspective Ansoff matrix structure would provi
right structure for developing the strategic choices which would be growth imperative
growth prospects would be a combination of new/existing productnew/existing market:s

The following options arillustrated in diagranm2€ below, page88.
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Diagram 26 — Ansoff Matrix

Source: Jobbi (2007)

Diagram 27 — Product and Market Parameters for Analysing Ansoff Matrix

Source:Simmond (1968

Considering Boots.com’s growth object, it needs to consider its past strengths
directions, as way forward to maintain its market position as specialists in the Heal
Beauty segment. Ts would act as a comon thread in further growth in the Health a

Beauty retaimarke (Diagram 27.
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Market Penetration

By this approach Boots.com could increase its market share in the existing market w
line extension strategy in ttrexisting product lin and also it is a low risk strate. Being a
Health and Beauty specialist it could attract users from its competitors like grocei
internet pure players showcasing its competitive advantage and brand image. This ¢
enabled by effective marketincommunication tools which would attract the competitc
customers or promote the existing customers to use more Boots prc However this
strategy would have been a risk if only market penetration strategy would have been
closing the gap sincit would be been defenceless to products in the market i.e. reducir
brand lifecycle. This strategy needs to focused on the most profitable customer segn
Tina. However the risk associated with such approach could be cannibalizati@ales far

the key product lines for example Ccand Diet Coke

Product Developmen

Diagram 28 illustrats the current position of Boots.com in the online retail market.

employing this approach Boots.com could sell new products from the new category ki

the existing markets. This approach could be achieved by employing brand extension s
This could be achieved by understanding the market trends and consumer expenditul
Health and Beauty market. Similarly Boots.com could use this strater targeting the
emerging segment for extending the line of products. We could benchmark Amazon w
it started as specialists in Books in the internet market. Later successfully added new c
killers like toys, music etc. Here the focus could on emerging customer segments |
George and Mary (DINKY’s) and older Bok(Jobber, 200"

Diagram 28 — Boots.com Paositionin
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By employing Market Development and Diversification strategy Boots.com woul
moving away from he existing market of Health and Beauty (H&B), since Boots
specialist in the H&B market. This would be riskier strategy for Boots.com since it v

affect the brand image and valt

Thus these combinations of strategic choices er Boots.com to chieve their growtt
objectives We discuss further in this chaptfTauber matrix for formulating marketir
strategy of line extension since Ansoff matrix provides strategic choices from -
product perspective only whereas Tauber matrix considers ct-brand perspective

8.2 Analysing Product and Brand Parameters

Branding

Considering the brand value and market share combination Boots.com stands belc as
showr in Diagram?2S. The Boots brand image has turn down due to the increasing ri
beween the upcoming brands like Body shop and Superdrug. Also, the entrance of
like Tesco and internet pure player like eBay in the online health and beauty mark
reduced the brand awareness of Boots.com. As a result of eroding brand awarf
Boots.com has reduced the brand equity whichaffectec the brand choice from custom

perspective

This resulec in the decline of customer lifetime value which ultimately effects custc
equity for Boots.com. Hence it is imperative for boots.cceeds to increase its brand eqt

for sustaining itself as a market leader in the Health and Beauty market. (Rust et a
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Diagram 29 - Brand Value and Market Share

Source Verdict (200¢)
For the same we could considee framework suggested by Guan et al (2007) for evaluz
the brand equity of Boots.com aiillustrates the relationship between Alliance Boots bre
equity and web market out comes of Boots.c This alsoillustrate: the effects of bran

equity in the orine busines:

Diagram 30 - Web outcomes of Boots.col

Source:Guan et al (200°
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In the Diagram 30 above illustrate: that factors like Awareness, Association, trust .
Loyalty could determine the brand equity for Online iness which could result in it mark
out comes like the Click through rate, Stickiness, Revisiting RateReal Payment. In th
case of boots.com the awareness factor of the Website is very low. For the quality exp
in terms of online navigation Is not been appealing for the existing Boots.com custor
However association and trust factor with the brand Alliance E has been strong due its

offline customer experience at physical stol

Firstly due to these factors click through rate Attractiveness of the website and Stickin
i.e. the visitors staying in the website, has redu Secondly these factors has influenced
revisits of customers and reducing the capacity of the online L i.e. the real paymer
conversion Guar et a, 2007.. Finally affectinc the sales of Boots.com, the analysis of 1
research has been reinforced by our online and street si (Appendix 1, pf.126-13C).

Diagram 1 belowillustratesthe web comparison ranks with Boots.com key compet

Diagram 31 - The Daily Traffic Rank of Boots.com, Amazon.co.uk, eBay.co.uk
Superdrug.com and Tesco.col

Sourcehttp://www.alexa.cor (2008

Tauber Growth Matrix
Considering Boots.com’s Prod-Brand perspective Tauber Growth Matrix mework
provide the right structure for developing the strategic choices which would be g

imperative. Tauber’s strategic choices of growthillustratec in the diagran32 in page ‘3. 92
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Diagram 32 — Tauber Matrix

Source: "aube (198))

Considering Tauber growth matrix the key prospects for Boots.com is leveraging the e
brand value for employing the franchise extension strategy into new categories and ex
the product line through line extension in the existirroduct category. From a Health a
Beauty retailer perspective extending franchise would offer many benefits since Boots
manufacturer to follow the conventional new product development. This approach

increase the customer traffic and sales the core Health and Beauty products at Boots.c
Also the risk associated with the failure for the new product would be less since Boots
established brand name in the Health and Beauty market. For extending the fra
intensive customer analis has been done in the health and Beimarket(Table 15, pp 78).

Also it is significantly important for Boots.com to have a match with the product distrib
channel which would be discussedChapter9. The key risk associated for Boots.com is
dilution of the brand franchise considering longer term e.g. GE and Gillette have
associated with specific products. Thus Boots.com needs to consider these aree
franchise extension. Lastly, Boots.com also needs to consider the risk associth the

failure of the item in the new extended franchise this direaffectthe parent bran

According to Aaker (1991) new product typare5 percent with new brand name, 6 perc
with franchise or brand extension and 89 percent with line exter Thus suggests that lir
extension is accepted strategy for introducing new proc “Today's consumers wa
variety and choice’(Datta, 1996 This has increased prospects for line extension stra
hence retailers manage their product categoriestively and efficienthy (Nijssen, 199¢.
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Diagram 33 - Success Factors of Line Extensic

SourceNijsser (1999

As per the diagram3 the intensity of competition in the Health and Beauty online mark
very high due to the ntrants of internet pure players like Amazon and eBay, grocers
Tesco and specialist like Superdrug. According to Verdict (2008) it is expected that in
the market penetration would be tighter due to aggressive competition and market m
a< discussed itChaptel?7. Since trend forecasting expectation has been low due the vari
choices in consumer behaviour (Datta, 1996), it has become imperative for Boots.c
extending their existing product line from growth perspec (Nijssen, 199). The strength o
the parent brand Alliance Boots has strong presence in UK Health and Beauty market.

due to Alliance Boots brand age and parbrand’s advertising expenditt.

This would influence the decision of order of entry of neproduct: from Boots.corr
perspective whether it could take the advantage in the market as a first mover or free
the investments of the early mov (Chmielewski et al, 200! Boots.com also needs
consider the strategic fit of the new entries with patbrand else there are chances of br

dilution of the parent branc

Brand Extension or Franchise extension is another approach for Boots.com for intro
new products in the Health and Beauty market as it could leverage the existing brand v
its parent brand Alliance Boots. By employing such strategies it could introduce
category Killers into its product line which would add value to productsurface. Th

Diagram34 depict: the success factors of brand extension suggeSattler et al (202).

94



Chaptei8: Extending Product Line & Brands Boots.con-Online Produc Expansior

Diagram 34 - Success Factors of Brand Extensic

Source:Sattler et al (200:

At the moment Boots.com has no KP!I's or strategies for Brand exte’ and line extensior
thus these frame work would enable Boots.com employing Line extension or Brar
extension as growth strategies. Thus a combination of both Line and Brand extensior

increase the depth and breadth of the Boots.com’s produc

We could benchmark Amazon for franchise extension or brand exn since Amazoi
initially started as an online book store and later moved into music, toys and re
announced to move into online grocery store lining up ‘natural and organic’ prot
However as online retailer Amazon could leverage its brand inferent category Kkiller:
and sustain it growth. Similarly Boots.com also could introduce category killers to its pr
line and sustain its growth. However Boots.com neare specific to Health and Beau
market considering the strategic fit of the neategory with the brand since there is a risk
brand dilution if it moves away from the Health and Beauty ma (IBM Global Services
2006) (Kargar, 200-

Diagran 35 belowillustrates how the line extension and brand extension would add val
the existing categorie: By employing such growth strategies Boots.com could exten
current product line in Health arBeauty H&B) core products and through brand extens
it could add new category killers to the existing H&B core category as ViAtlantic hac

leveraged its brand into categories like mobile, medie

! Kotler's (1991) A brand extension strategy is any effort to extend a successful brand r launch
new or modified products or lin. A brand extension means using a brand name essfully
established for one segment or channel to enter another one in the same broad market (Doyl¢
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Diagram 35 - Boots.comMixed Strategy for Growth

The line extension innovation strategy would act as a trafficer providing more variety fo
the existing customer base and brand extension would enable Boots.com tse their
online basket capacity. As result these combined strategies would increase the sa

Boots.con and add value for the current prodisurface adepicterin Diagran 36 below

Diagram 36 — Innovation in Extending Products
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8.3 Long Tail
According to Chris Anderson if the product categories are ranked as per thes volume,
the grey area in thDiagran 37 belowdepict: the long tail i.e. theuntappetmarket. Howeve

the online channels could shift the demand curve such that the tail could be longer anc

Diagram 37— Long Tail Theory

Source: Elbers (2008

By empoying line extension and brand extension Boots.com could create more varit
the customers of Boots.com. For the same we plotted a long tail for the Boots.com €
category based on its saleslume as mentioned iDiagram 3! below. Furthe, we created a
long tail depiced in Diagram 3¢ and superimposDiagram 3¢ for the Health and Beaut
industry by analysing the industry trends in the Health and Beauty market, benchmr

competitors like elay and Amazon and socitrends;, we identify the misseby Boots.com

Diagram 38 — Boots Current Long Tail
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Diagram 39 - Superimposing Boots Long Tail with Industry Long Tall

By comparing these long tail graphs we can understand the hits and mis<Boots.comr
specifically. Thus we can consider these products in the tail which have been mis
Boots.com and added these to the tail of the Boots.com’s product categories. This ¢
added to the tail through line extension and brand extension. ver before adding thes
products to the Boots.com’s long tail we have considered the list of products th
screening criteria suggested my Wong (3) as mentioec in the diagram O below, page
99: considering the parameters of Market Attiveness an Business positic (Appendi 7,
Screen lig, pp.135-138)
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Diagram 40 — Screen Criteria

SourceWonc V. (1993

After the screening process we could filter five product categories which could have st
fit with Boots.com wihout diluting the brand of H&B. They are organic baby food,
degradable nappies, Pet Products, Gardening, Organic Clothing and Mobility S

Further in the ChaptelQ we could analyse the financial implication of adding these scre

products tohe Boots.com’s long ta Calculation etails are irAppendix 9, p|.141.

Summary

In this chapter we have analysed the product extension strategies from market, prod
brand perspectives. After our analysis we could understand that Boots.com neonsider
Line and Brand extension strategies for introducing new products. For the same v
considered the long tail perspective and identified the misses by Boots.com. By the sc
criteria approach we identified the key products which were theses for Boots.conThus

thest products could add value 1 Boots.com’scurrentproduct surface
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9.0 Supply Chain Managemen

Customer engagement aims for maintaining a long term relationship with the custonr
increas customer loyalty, supply clin management is one of the ways to increase custi

engagement level by sustaining customer experience across different distribution «

9.1 ChannelAlignment

In the current dynamic retail business ecosystem customer desires to shop ‘anytimace,
anywhere’ and are willing to pay for the delivery cost associated to it. In this scenario
customer is unable to find the right channel there is a risk of initially moving to diffe
channels and prospects of migrating to different brands anently. At the moment Allianc
Boots is just touching the maturilevel. Thus Boots.com the internet channel and Bc
store needs to be tightly integrated so that the Boots customers could utilize tr-channe!
environment. Current challenge is t Alliance Boots is store led and for enabling servi
like ‘order and collect’ in which customers order through the internet channel and coll

store..

In this scenario the customers of the Boots.com using this service 'order and collect’
beprioritized at stores level rather the store customers may be prioritized at store level,
could affect the experience of the m-channel customer at Boots per Thus Alliance
Boots neec to integrate these channels tightly and leverage theirting assets for bette
customer experience. The current challenges in -channel environment at Alliance Boc
could also led to cannibalization in the sales revenue and customer experience betwet
and the internet channel. Further in Chag6 we will discuss further on the sustaini
customer experience so that both store and internet channel can be customer led by in

the delivery methoc.
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9.2 Current Scenario

Boots.com delivery is currently done throui-Force - a central weehouse for Boots.col
located in Birminghau. i-Force provides an automated warehouse system that stores pre
for Boots.com and Boots.com is charged fifty pence for each item picked. The orde
packed and sorted according to parcel sizes and weand then are allocated to differe
carriers for delivery accordingly. Delivery methods offered by Boots.com and charg
listed in Tablel8. Boots.com needs to subsidize delivery cost for orders value be40; it

costs Boots.com £4 for a standardivery. Online orders aronly chargecupor despatche:

Table 18 - Boots.com delivery methods and cos

Source: Boots.co (2008
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9.2 Key Performance Indicators for sustaining customer experienc

Traditionally company tend to evalie the supply chain efficiency using financial focus
performance measures. However, other aspects involved in SCM should also be cor
equally especially when trying to measure customer satisfacDiagram <1). A certain level
of investment is exfcted for sustaining customer experience and satisfaction &
difference retail channels. Firm should seek balance between financial and opel
benefits to identify consistent performance measures for sustaining customer exp
through differene channels. Some information required for determining the KPIs
sustaining customer experience and satisfaction across difference channels could
obtained due tcconfidentiality of the data, guesstimates were made from interviews

various emfpoyees of Boots.com for measurements require financial

Diagram 41 Traditional and Balanced Supply Chain Management Priorities

Source: Harrison & Hoe (2005)

For e-business there are only two interfaces which contactcustomer directly, the websi
experienceanc distribution service. Majority of Boots customer still comes from s
shopping, therefore, customer experience in the store will be used as a benchmar
measure the online experience usir-businessscoliecarc Table I, pp 35. The result o

Boots.com performance in comparison to Bcstore is illustrated in Tabl1S.
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Table 19 - The Boots.com -Business Scorecar

The Boots.com Scorecard

Area Impact
Response Time -1
Product Variety +
Product Availability 0
Customer Experien: 0
Time to Market +!
Order Visibility -1
Returnability +1
Flexible Pricing, Product Portfolio and Promoti 0
Efficient Funds Transfi 0
Direct Sales 0
Inventory (
Facilities +2
Transportation -1
Information -1

Key: +2 = very positive; +1= positive; 0 = neutra-1 =
negative -2 = very negativ

Unlike manufacturer such &Dell who could takemore advantage of -business by sellin
direct to the consumer, being a retailer Boots already have direct contact witk
consumers. However, Boots.com can be used as a market testing tool for new pi
Boots.com is able to gaer market feedback and conduct market research efficiently w

relatively cheap cos

Being a mult-channel business, Boots need to have a standardized price for di
channels to keep customer experience at the same level. Thus, the advar e-business t«
have flexible pricing does not apply to Boots. Additionalcustomer isonly chargd when
their online order is despatched. Fund tranefficiency is similar to physical stor It is very
difficult to compare the cost involved ir-business with the store because they are develc

on different grounds
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The store salevolume is closely related to its location, cost for high traffic location tend
be much higher. ThenformationTechnolog cost is much higher for-businessbecaus: it is
the core for providing a customized and satisfactory shopping experience via in
Furthermore, store tend to need higher personnel expenditure then Boots.com dut
number of people employee required for 390 stoacros the nation i greaterthar
Boots.com which can be managed from a single location. After evaluation of Boot
using the -business score card, KPIs for Boots.com to sustain customer experien:

satisfaction can be summarized into four asp

Presentation of Welsite and Easy Mavigation

Peoplis preferences towards shopping different, some prefers physical shopping
others mightprefel the convenience offered by online shopping. Thus, website must
provide a close feel to physical shopping to attracte customer visit. This can tachieve:

using advanced technologies for more detailed product dit

Shopping is a chore for some peojbecaus it is time consuming and sometimes they
unable to find the product needed in store quickly. Therefoie navigatior of the website

must be made easy for customer to find the product they.

Order Visibility

Consumer are not able ireceive product instantly, therefore, allow them to monitor
progress of their order becomes an essential part for ining customer experienc
Moreover, toachieve high order visibility it would require a welconstructe information
system a well organized information system should provide real time information on

order, this would also enable Boots.com to pre better customer service in the fut

Delivery Guarantee

Customer may have more patients for product that isavailable¢ at the store or when hon
delivery is more convenient. Therefore, to deliver in the time promised is impe Product
variety can be easily extended for Boots.com thenstore however, therelevan areas suc
as inventory, supplier relationship and etc. also need to be consithoroughly before
action can be taken further. Without completupply Chair planning, sudden inease o
product variety might result in higher level of customer dissatisfaction. For examp
events of stock out, order delays and etc. would cause customer dissatis
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Transportation cost is higher for Boots.cecaus it needs to take carof both outbounc
(delivery to customer) aninbounc delivery (return delivery) cost, however, this can

minimized with attentive pricing pla

Returnability

Returnability is harder with online orders, however, with the advantage of being &-
channe retailer Boots has exercised in this area well and make the return proces
convenient for customers. A return pack is enclosed in every order delivered, custon

choose to return the goods by post or bring it back to Boots :

9.2 Future Delivery Models for Direct Delivery from Suppliers

After successful product lineextensiol, Boot.com would have a much large number
suppliers in the near future. It will be inefficient for Boots.com to hold all products in s
To optimize the warehouse sje and cost, Boots.com would need to adopt supplier mar
inventory strategy in the future. Direct delivery from manufacturer to the end cust
bypassing the retailer is referred to as ¢-shipping. Drof-shipping allows retailer to lowe
inventory ofseasonal, unpredictable demand smoving products by pushing the owners

upstream to the manufactur:

Although inventory costs are typically lower with di-shipping but transportation cost te
to be higher due to the average outbound distanche customer is increased. Furthermor
significant investment in information infrastructure is usually required. Adoption of-
shipping principle will beunavoidabl when it becomes too costly to hold all products
Boots.con's product extensiol. There are three possible drop shipping models b
considered by Boots.com for future integration which will be critically evaluated to dete

the most efficient and cost effective delivery method for Boots.

9.3.1 Drop-Shipping Models

a) Full Drop -ship Model

Full Dropship model is to assign full distribution responsibility to supplier. In this pro
Boots.com will notify supplier after order is receiveand thel supplier will pack the orde
and delivery to customer through their contracted er. The advantage of this method is 1
delivery responsibility is allocated isupplier however, the complexity of information flo

and the uncertainty of delivery service quality are increased dramati
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Boots.com has no direct access about tirder packing and delivery status unles
sophisticate information system is implemented. There will be a chaotic period v
working with new supplier using this method and customer experience caniguarantee.
Moreover, supplier needs to cover trost for delivery to customer using the fidrop-shig
process(Diagram <) and it often requires further negotiation about product price
cooperation. Some supplier might be resistant to accept this process due to the in

complexity

Diagram 42 - Boots.com Full DropshipProposa

i - 1) Place Order
2) Notify Supplier about Order Boots.com | )
|  Dropship _| Distributor A | 4) Deliver Order
Supplier 1 3) Pick &
Pack
| Dropship _| Distributor B | Customer
Supplier 2 3) Pick & 4) Deliver
Pack Order
_ Dropship _| Distributor C
Supplier 3 3) Pick & 4) Deliver Order
Pack
. Data Flow —>
Full Dropshipo Flow Chart Material Elow

Source: Boots.co (2008

b) Hybrid Dropship Model

The Hybrid Dropship mode(Diagram <3) is to use third party carrier preferably Boots.c
current contracted carriero pick up order from supplier when order is ready for delivery.
using existing carriers who are familiar with Boots.crequiremer and working proces:
Boots.com can sustain a uniform delivery experience to their customers. It is also ea
custoner service to monitor the delivery process through existing sysCooperatio

between supplier and Boots.com mostly remains the s

However, in the model the informaticavailability is limited to certainparties this would
degrade the efficiency the process. For instance, the supplier should be able to conte
distributor directly according to Boots.correquiremer and pass theinformatior to

Boots.com at the same til.
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Diagram 43 - Boots.com Hybrid Drop-ship Proposal

Boots.com

1) Place Order

A

Stock Update

3) Order Ready Update

8) Invoice / Credit

A 4

9) Payment

Dropship
Supplier s

Customer

6) Order taken
to hub

7) Deliver
Order

N

Third Party
Distributor

5) Pick Up Order

4) Inform Distributor for Order Pick Up

Hybrid Dropship Flow Chart

Data Flow —>
Material Flow —»p

9.3.2 Integrated Drog-ship Model

After analysed the advantage and disadvantages for the thre-shipping models propose

two modified model isrecommende for future implementation base on ccderation of

possible customer nee.

a) Integrated Hybrid Dropship Model

The integrated Hybrid dr-shipping mode (Diagram 4:) is suitable for product deliver
made direct from the supplier which means the product will not enter Boots.com i
warehoue. Product is picked up by third party carrier and delivered tccustome directly.
When supplieladvice order is ready for delivery, Boots system will notify the supplier

carrier aboutrelevan delivery information. Supplier and carrier will alse able to contac

Source: Boots.co (2008

each other for arrange the most efficient |-up and delivery methc.
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Diagram 44 - Modified Hybrid Dropship Order Process Flow Chart

Boots.com 1) Place Order Customer

A

A A A

A
»

A

2) Order Detail

8) Deliver
7) Stock Update 6) Order taken Order

Drop ship o hub
3) Order Ready Update Supplier s —‘—> Third Party

> 4—|— Distributor
4) Carrier Information
A

9) Invoice / Credit Note 5) Pick Up Order

A 4

10) Payment

4) Inform Distributor for Order Pick Up
Data Flow —>

Modified Hybrid Dropship Order Process Flow Chart Material Flow —

b) Cross-Docking Dropship Model

Cros«dacking is a strategy made famous by \-Mart, 85 percent of its products are delive
using cros-docking techniques compares to 50 percent for Kmart. With this type of-
shipping method, products are kept in the warehouse in a minimal time to redientory
cost. Warehouse is used as transportatio point rather than storage location. T
transportation cost and delivery time could have the potential of increase even n

supplier is geographically located closer to the custol

Cros+docking mdel can be applied to the order and collect in store delivery me
whereas suppliedelivers the order to Boots distribution centre and later on it is tra to

Boots store by Boots lorry for customer collect.

This model also provides another (very option forcustomerswho prefel to have thei
product delivered at once. Tkdelivery option is being offered by Amazon to their custome
When customeplaces an order cons of product supplied by different dropship supplie
customer can choo between the following options. First, customer can choose to allo\
product with shorter lead time to arrive first through Hybrid dropship model. If they wi:
have all products to arrive at once, it can be done through-docking mode.

10¢
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Cros«-docking requires a considerable amount of investment in IT and it is only efficiel

companies with a large number of product delivery and a large numbivehicles for

transportatio purpose

This model is more suitable for later stage when Boom has established buy-supplier
relationship with a considerable number of suppliers with full range products of a ce.
The Cros-Docking droj-shipping mdel is illustrated in Diagram < Suppliers woulc
delivery to the cros-docking warehouse for der rearrangement and orders are despat

from the warehouse to custonr

Diagram 45 - Cross-Docking Dropship Order Process Flow Char

6) Customer Collect from Store

Cross -Docking Dropship Order Process Flow Chart

Customer Boots Store
5) Boots
lorry
6) Deliver to
1) | Customer by B) Supplier Deliver Dropship
Place Third Party to Cross-Dock Supplier 1 <
Order Carrier Warehouse
Cross -Dock Dropship
€ _ V\_/are_house/ < Supplier 2 <
Distribution Center
Dropship
4) Stock Update Supplier 3 <
2) Inform Distributor for Order Pick Up
Data Flow —>
Material Flow >

To standardize the process and make it leaner, a single-shipping return process
proposed. All returns are transported to the recowarehous in Dunkirk, if the returnec

product is goods for sales it will be returned to the supplier where it is originally loc

Defective product are sent to staff sho| disposec

10¢
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Diagram 46 - Dropship Return Process Flow Char

Return via Store or free post

3) Pick Up Return Order

Dropship Customer P
Supplier s h
A
1) Return Product Notice
5) 100% Good for Large Item
Product Return to
Supplier Warehouse . L
6) Stock v 2) Rl\lgttlzf% I?leglr(lthutor for
Staff Shop Update P
Oor >
Dispose \ 4
Third Party
4 Distributor
NG Recovery -
Product Warehouse 4) Deliver to Recovery Warehouse
A
Data Flow —>
Dropship Return Process Flow Chart Material Flow —

For both Hybrid and Cro-Docking Droj-Shipping models, a middle ware for linking t
information from Boots.com website front end to BTIAP system in order to automate tl
process. By connect these two systems, information are made transparent for stal

involved during the process and therefore, leads to improvement of process effi

Summary
Adoption of appropriat dropship moels at different stages of product line extension wc
help to optimize Boots.corwarehous space and cost. Therefore, the delivery proce:

made leane

By using the KPIs determined for sustaining customer experience across channels, Bo
shouldbe able to attract more online customers. Providing a close to physical shoppil
website with easy navigation, mocustomer would betempte( to shop at Boots.com. Hig
order visibility, delivery guarantee and returnability would help to sustain omer
satisfaction between Boots.com and customers. By improving the quality of cus
experience in those areas it would also engage them to continuously shop at Boots.c

therefore increase the conversion rate which leads to increase o
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100 Financial Implications

This Chapter seeks to evaluate the financial implicatiof the new producline extensior
for Boots.com having examined the screening criteria for desirability index and n
position. The screening tests have been deith in extensive detail in Chapter 8, extendi

product line and brand, from 10 product categories to 5 product cates

The Chapter draws analysis for 5 products for maximisation, namely biodegradable r
organic baby food, and mobile scooter vst brand extension in garding product andin
pet food. The financial implications are important in order to support the analysi:
recommendation for the product line extension and brand extension. The numerical e'

will form the founding blocls for the financial feasibility of the product line extens

The financial analysis performed in this Chapter will seek to establish (1Future Cast
Flow of Boots.com with the implementation of new product line extension and
extension (2) theProjected Profit Margin of Boots.com with the implementationthe
Product Line Extensioand brand extensic(3) Net Present Value (ProductLine Extensior

and brand extensiol

10.1 Future Cash flow for New Online Products
Pet Product (Foods)

For Pe Products, based on screening criteria matrix of desirability index and market bt
positioning, there is potential to maximise. Thisdue tc (discussed on customer analysis
Chapter 6), increasing trend for pet ownership in the United Kingdomng to the elderly
segment of the population seeking domestic companionin keeping with trends, fashic
accessorie for pets, as well as more investment in pet he and pet foods chief drive the

future growth of this sectc

In Table 20, the indutry for pet foods shows acceptable growth with v-on-year raning
betweel 1.1% to 1.2% largely driver largely by manufacturer innovation, with new prod
launches leading increased segmentation, and to a higher number of pet owners trad

to premium products

The future cash flow for pet food seems favourable largely due to prospecevelopment:
such as (1a greater emphasis on pets as ‘individuals’, with individual needs and wan
example, by products tailored to I-stage (2) grovng concern with health and nutrition f
pets (3) greater interest in organic pet food) a need for convenience, reflected

developments in packaging ¢ (5) product formulatio (Key Note Report, 200¢&
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According to Verdict Report, 20( pet food markt is destinei to benefit from this trend, witl
ownersspendint more on products such as sin-serve portion Pet food dominates tF
overall markt for pet products and the drive towards pet foods are rowing healtl-
consciousness amongnsumers on bealf of their pets and (2) need for convenience, wi

high demand for products that minimise time and effort needed to look after p.

Table 20 — Industry Future Cash Flow Forecas!

Industry Future Cash Flow Forecast(Emillion at rsp), Year 2007-2011
Products 2007A 200¢B 2009F 2010F 2011F
Pel Food: 89.(C 90.(C 91.C 92.C 93.C
%Change Yc 1.1% 1.2% 0.7% 1.1% 1.1%
Organic Baby foo 5.9¢ 7.1¢ 8.62 9.6¢€ 9.8t
%Change Yc - 9.5% 9.4% 9.1% 9.0%
Mobility Scoote 381 382 38¢€ 38¢ 391
%chang Yoy - 0.2% 1.0% 0.5% 0.7%
Gardering 0.3% 0.4% 0.4% 0.5% 0.5%
% Changt Yoy -

Biodegradabl nappie: 27.¢ 31.2 31.t 31.¢ 32.c
% Changt Yoy - 0.6% 0.9% 1.6% 1.5%

Source: Key Not¢200¢)

Organic Baby Food

For oiganic baby food, there is potential maximise according to on screening critel
matrix of desirability index and market business positior The present drive towarc
organicfood® is the more nutritious organic food and lesserartificial fertilisers pesticides

and preservativtin organic food (Key Note Report, 200..

The 9.(% to 10%yea-on-year forecast in organic baby food is very much driven reater
switch over from conventional foods into orgar. Greater concern and awareness ¢
hedth and ethical issueare the main drivers behind growth for organic foo Such continue:
growth will result in organic food taking a greater share within expenditure -home food
up from 2.5% in 2007, to 3.4% in 201:MMintel’'s British Lifestyles reprt March 200,
indicating a greater switch over from conventione-home foods into organic However the
share remains relatively small, still leaving an untapped mass market for organic fooc

into. Therefore this creates a Blue Ocean Strater Boots.comr(Key Note Report, 200..
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Organic’ or ‘Fai-trade’ refer to products certified as such; ‘natural’ describes product:
do not include any synthetic materi: Studiesshow that organi foods tested had a high
nutritional quality tha nor-organic For exampl, parents of babies and childr are
increasingly turning to organic producdue to the increasing element nutritional flavours

and health safe.

Organics food such £wet meals reflect current cooking trends with recipsuch as Carro
Lentil and Cheddar Meal or use ‘super fo’, for example blueberries or spina. In
addition, organic baby food has branched finger foods where lew ProductDevelopmer

has also been especially actanc extendng ranges into toddlcand children’s snack:

Gardening

Projected growth in gardening is also somewhat lackadaisical ¢ lack of enthusiasm
However, this creates a blue ocean for Boots.com to further maximise its potential in
and recreational centrBased on screing criteria matrix of desirability index and mark
business positioning, there is potential maximise. In the last 12 months66.4% of
consumers visec a gardening centr(a high penetration figurcomparedto other leisure

activitie), driven by riing enthusiasm for gardening among consun (Key Note Report

The drivers for gardening products are essentiaomen were more likely than men to vi:
garden centres (at 68.¢ compared 63.9%, respectively), and the later mi-aged and old«
genertions showed much stronger tendencies than others to Consumers in the highe
social grade (A) were the most likely to vigarden centres. The inclination to do so decli

further down th social gradin¢ (Key Note Report, 200:

Bio-Degradeble Nappies

For Bio-degradabl nappies, there is potential maximise according to on screening critel
matrix of desirability index and market business positioning. Demancbio-degradabl
nappies isdriver by increasing awareness of environmentally idly nappies and th
avoidance of pesticides. Population growth is also a major factoraccording tothe
National Statistic, live births in England ar Wales increased for the fifth successive yes
200€. In 2006, births rate was 3.7% 1669,60: births, from 645,835 in 200. (Keynote
Report, 200¢

According to Key Note 2008, ercentage penetration of disposable nappies proved hi
among thos aged between : and 34 years old (at 21.49 The disposable nappies a
trainer pants sector has beerosted recelly by the introduction of more trainer produc

including swimme pants,andthese do, cannibalise sales of traditional disposable na
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Total expenditure on baby care prodi, including baby toiletries etc as £22.6m in the yea
endingJune 2007 Thus, the leading brands Huggies and Pampers spent the m main

media advertising in the year ending June 2(

Procter & Gamble spent almost £7.3m on its Pampers brand (bearing in mind still moi
be included in su-threshold spendin with its Active Fit and Baby Dry variants receivir
the most support. Rival Kimbel-Clark spent almost £8.5m in the same period on
Huggies brand, investing the most in the Natural Fit ri. Baby Nappies (or diapers) a
shaped to provide a good ffor babies an have adhesive tape side fastenings mal
changing easier. The nappy designed to absorb and retain urine and contain faeces i

an absorbel core with wetness isolated from the baby’s « (Key Note, 200&

Mobility Scooter

Projected growth for mobility scoter is acceptable given the fact there is increi
population which are agit. Demand for mobility scooter is picking up especially for
elderly who may not be able to stand or walk for a long time and have the need to ue
daily chores. According to Key Note report, elder pecwill be on the increase. By 201
there will be 12,538 million elderly above 45 years of age to 75 years and 13,998 r
elderly women above 45 years of age to 75 years respectively. Theegories ofthe
elderly and disablewill utilise mobility scooter owing to their inability to stand and walk 1

a lonc-time. (Refer Appendix 4, page32)
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10.z  Projected Profit Margin

Table 21 - Projected Profit Margin 2007-2011

The Projected Profit Margin 2007-2011
Products 2007A 2008E 2009F 2010F 2011F
Pet Food 10.1(¢ 11.1 12.22 13.4] 14.7¢
Bio-degradabli nappies| 5.8¢ 6.2% 6.5¢ 6.9¢ 7.3¢
Organic Baby foo 5.9t 6.3( 6.6¢ 7.0¢ 7.5C
Gardering 7.1z 7.64 8.1¢ 8.71 9.3¢
Mobility Scoote 5.6F 5.97 6.31 6.6¢€ 7.04

Details are in Append 8, pr.13¢
Pet Food:
The projected profit margin for the recommencpet food: product isbased on the screenil
criteriaand future cash flow. In the analysis, it is assumed that Boots.cor achieve the
industry profit margin due to its brand capabilities and the long standing market positic
player in the Health and Beauty specialist segment. The projections are based on a
margin increase each year due to drivers mentionesection 10.1. The implication is the
the industry has hugprospects of evelopmentsarising from (1)a greater emphasis «
health care and grooming for | (2) growing concern with health and nutrition for f (3)
greater interest in organic pet food) and companionship for the ageing populatic

(Keynote Report, 200

Bio Degradable Nappie

The projected profit margin for the recommencbio degradable nappies based on th
screening criterieand future cash flow. In the analysis, it is assumeat Boots.com bran
in biodegradable is strong and will achieve the industry profit margin. Its long sta
market position as a player in the Health and Beauty specialist segment is also a
element. The projections is based on a 5.88% margitease each year due to drivers s
assuch as (1) increasing child bi (2) growing concertof healthfor pet: (3) introduction of
more trainer products, including swimn pant: and the (4 certain extent, cannibalise sa

of more traditional disposablnappies (Keynote Report, 200

Organic Baby Fooc

The projected profit margin for the recommendorganic baby food isbased on th
screening criteriand future cash flow. In the analysis, Boots.com brand name and n
presence as a long standing ket position as a player in the Health and Beauty spec

segment becomes a strong determinant to achieve the industry profit r
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The projections is based on a 5.95% margin increase each year due to drivers greater
concern and awarenesser health and ethical issuare the main drivers behind growth fol
organic food Such continued growth will result in organic food taking a greater share v
expenditure on i-home food, up from 2.5% in 2007, to 3.4% in 2(. (Keynotedate, 2008

Gardening

The projected profit margin for the recommendgardening product based on th
screening criterieand future cash flow. In the analysis, it is assumed that Boots.con
achieve the industry profit margin. The projections is based on a 7.3argin increase eac
year due to drivers such 66.4% of consumers viec a gardening centr(a high penetratiol
figure comparecto other leisure activiti¢), driven by risingenthusiasm for gardening amo

consumer: (Keynote Report, 200

Mobility Scocter

The projectecprofit margin for mobility scooter is acceptable given the fact that by 2
there will be 12,538 million elderly above 45 years of age to 75 years and 13,998 r
elderly women above 45 years of age to 75 years respectively. Tcategories oithe

elderlywill utilise mobility scooter owing to their inability to stand and walk for a l-time.

Impact on Financial Statemen

As shown in projected future cash flows and projecprofit margir in Table 20 & 2., the
financial statemets will be more meaningful with higher profit margifrom 40.8% in
2007/08 toan incremental 30% based on line extension and an incremental 10% ba
brand extensio These projections are made based on statistical data from Key Noti
Mintel report. The projections rest on very conservative estimates to reflect factors inte

generated and externally influence

Higher projected profit margin will increase the future cash flow and profit margir
Boots.comr The balance sheet of Boots.com ' be stronger with higher asset base and «
and cash equivalent will be higher with stronger reserves. The analysis of net preser
which incorporates time value for money based on future cash flow discounted at the ¢
capital goes far to sicfy increasing shareholders wealth and maximisation of shareh

satisfactior
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10.2 Net Present Valu¢ of New Online Products

The Net PresentValue (NPV calculation for ProducLine Extensiorand brand extension
the difference between the preseralue of cash inflows and the present value of ¢
outflows. NPV is used in capital budgeting to analyze the profitability of an investme
project. NPV analysis is sensitive to the reliability of future cash inflows that an invest
or project will yield. A positive NPV signifies an increase in shareholders wealth whi

negative NPV signifies a reduction in shareholders w. (Table 22

Table 22 — Net Present Value for Extended Produc

Products Net Present Value (£
Pet product: 3.5¢
Organic Baby Foo 4.10
Bio-degradable Nappit 3.7¢
Gardening 0.0¢
Mobility Scoote 1.81

Details are in Append 9, pr.141

PetProduct

NPV for pet products is derived at by discounting future cash flow of pet products inc
based o industry cost of capital of 7.62%. Boots.com cash flow is proportionate bas
Boots market share of 4.70% (assumption based cbrand value animarket share in th
grocer and Health and Beauty specialist industry). A positive NPV of 3.59 sig

increasing shareholder’s wee and that the products can be maximised and taken ft.

Organic Baby Fooc

NPV for organic baby foo is derived at by discounting future cash flow of pet prodt
industry based on industry cost of capital of 5.24%. B.com cash flow is proportiona
based on Boots market share of 4.70% (assumption basedbrand value anmarket shari
in the grocer and Health and Beauty specialist industry). A positive NPV @ signifies

increasing shareholder’s wee and the poducts can be maximised and taken fur

BiodegradableNappies

NPV for bio degradabl is derived at by discounting future cash flow of pet products indt
based on industry cost of capital of 7.26%. The boots.com cash flow is proportionate
on Boots market share of 4.70% (assumption based brand value anmarket share in th
grocer and Health and Beauty specialist industry). A positive NPV 78 signifies

increasing shareholder’s wee and the products can be maximised and taken fu
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Gardening

NPV for gardenini is derived at by discounting future cash flow of pet products indt
based on industry cost of capital of 7.77%. The boots.com cash flow is proportionate
on Boots market share of 4.70% (assumption based (brend value animarket share in th
grocer and Health and Beauty specialist industry). A positive NPV 09 signifies
increasing shareholder’s wee and the products can be maximised and taken fu

Mobility Scooter

NPV for mobility scoote is derived t by discounting future cash flow of pet produ
industry based on industry cost of capital of 9.64%. The boots.com cash fl
proportionate based on Boots market share of 4.70% (c¢ing its brand value animarket
share in Health and Beauty specic industry). A positive NPV of 1.81 signifies increasi
shareholder’s weal and the produr can be maximised and taken furt

Return on Investment
Return o1 Investment for the 5 products are projectebe in between 1 % to 15% based or
the cost strcture of Boots.com. Indeeit is a viable venturea profitable option. Cetails are

in Appendix 8, pp 3¢

Real Options

The accuracy of data and ™ realisticness” of projections questionable. The difficulty

guantifyingreal options has also been debd. Often practitioners question whether risk
estimate like beta (), cost of capital (Ke), expected market premium, risk free (rf) and cc
debt (kd) are a true reflection of reality. It is therefore necessary to undersensitivity

analysis’ to determine the impact of variability in the parameters that affects the inves

Real Options are a tool to grow out of pressing need for better investment criteria, as
advances in Real Option pricing. Projects with uncertainty and require valuable thai
discounted cash flow allow can use the flexibility of Real Options. Boots.com has the |
to choose options that include (1) Option to abanthe project if it is not commerciall
viable; (2) Option to deferbegin later;(3) Option 0 switch(resources to another u); (4)

Option to expandwith capital injections or new informatic); or (5) Option to contrac

Summary

Based on the analysis above, the primary drivers to a successful product line exter
brand extension are (1teady stream ofuture cash flow (2) adequate profit margin (
Return on Investment andositive Net Present Value to signify increase in sharehol
wealth. Thefive (5) products identified above based on the screening paranshoulc be

taker further to maximise in the market due to its desirability and market pos
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11.0Conclusior and Recommendation

11.1 Conclusiot

As discussed in previoLChapter regarding the market strategies we analysed the difft
approaches Boots.com needs to ccer from growth perspective in terms of marketil
supply chain and financial. In this chapter we wopresent the Boots.com’s extended Ic

tail which could add value to its product surfeasillustratec in the Diagram47 below:

Diagram 47 — Boots.com Extended Long Ta

Boots.con's new customer segmentation was modified according to the social ti
customer spendinbehaviou, interests and future growth of different groups. The 1
customer segments are Betty, Tina, (lotte, George and Mary, older Bob, younger Bob :
Teen.

The targeted customers for sales increase after product line extension are Tina, Gec
Mary and older Bob. Tina iMom with depender children athome she has influence ow
majority of houshold spending for looking after evemembes of thefamily and sometime
they would include Betty and older Bob. Therefore, base on the spending controlled br
she will continue to be our moimportan target customer. George and Mary is the ne
identified customer base on the rising social trends. George and Mary are couples
children they are targeted for the willingness to spend and high spending p
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Older Bob is male above a@5; he is targeted for hipotentia of spending andikelihood to
shop online. By matching the targeted customers with the prcrecommende Boots.conr

should be able to achieve the strategic goal of increase sales by product line e;

From product line extension perspective, the Bio degradable les and Organic nappit
could adc to the core H&B products as Line Extensions. Thus would add value fo
profitable customer segment like Tina. On the other hand products like Pet Prc
Mobility equipments and Gardening could be added to the taiBoots.com as bran
extensions which could be targeted to the emerging customer segment like George«
and Older Bok

Adoptionof supplier managed inventory wiappropriat drop shif models at different stage
of product line extension would help to timize Boots.comwarehous space and cos

Therefore, the delivery process is made le¢

By using the KPIs determined for sustaining customer experience across channels, Bo
should be able to attract more online customers. Providing a close sical shopping fee
website with easy navigation, mocustomer would betempte(to shop at Boots.com. Hig
order visibility, delivery guarantee and returnability would help to sustain cust
satisfaction between Boots.com and customers. By improvile quality of custome
experience in those areas it would also engage them to continuously shop at Boots.c

therefore increase the conversion rate which leads to increase ¢

The importanffinancial criteria for success in product line extensand brand extension a
(1) a steady stream of future income str¢ for the product (2) acceptable profit margi for
the product (3) Positive Net Present Value signifying increasing shareholders wealt
adequate Return on Investm on the product. The screening criteria analysis based
desirability index and market position enabled products to be categories based
readiness to be (1) taken furthinto product launcti.e. to maximise¢ (2) taken further afte
reconsideration of market attrive and company’s strengi.e. to develogand (3) not to b

taken further due to lack of resources avail.

Older Bob is male above a@25; he is targeted for hipotentia of spending andikelihood to
shop online. By matching the targeted customeith the producirecommende Boots.conr
should be able to achieve the strategic goal of increase sales by product line ex
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From product line extension perspective, thio-degradable Nappies and Organic nap|
could be added to the corHealth ani beaut' products adine extensions. Thus would ac
value for the profitable customer segment like Tina. On the other hand products lil
Products, Mobility equipments and Gardening could be added to the tail of Boots.c
brand extensions which cot be targeted to the emerging customer segment like Geo
Mary and Older Bol

Adoptionof supplier managed inventory wiappropriat drop shif models at different stage
of product line extension would help to optimize Boots.cwarehous space and cc.

Therefore, the delivery process is made le¢

By using the KPIs determined for sustaining customer experience across channels, Bo
should be able to attract more online customers. Providing a close to physical shopp
website with easy ndgation, morecustomer would betempte( to shop at Boots.com. Hig
order visibility, delivery guarantee and returnability would help to sustain cust
satisfaction between Boots.com and customers. By improving the quality of cus
experience in tho« areas it would also engage them to continuously shop at Boots.col

therefore increase the conversion rate which leads to increase o
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11.2Recommendation
According to our research and analysis carry out by the MBA group pes the following
recommendations for Boots.com’s business development strategy considering ma

supply chain and financial perspecti. (Diagram 48

Diagram 48 - Recommendation

Fromamarketing perspective, the onlichannel needs to act as testing platform for Allia
Boots for introducing new products and understanding the consumer behaviour cons
the space of abundance in the internet space than scarcity in the physical stores
understanding the consur reactions the best sellers could be moved to physical store
doing so the stores could utilize their shelves space more efficiently and effectively
would be wir-win situation for offline channel (the physical stores) and online che
(Boots.com). Thus Alliance Boots could rightly leverage and utilize their n-channel
retailing resource effectivel’

Also for the same Boots.com needs to clearly define their screening criteria since
moment there are no criteria or strategies for scing and product line extension fro
online perspective. At brand level Boots.com needs have aggressive ma
communication tools for increasing the website awareness. Also the search

optimization would provide more visibility for Boots.com ine internet space

The website needs to more interactive for better engagement for customer since it

enhance the custom®sticknes” with the website and increase the onlwebsitetraffic.
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Finally from marketing perspective Strategic Allianceith internet pure players like eB:
and Amazon are critical since Boots could get access to 2.1 million internet customers
Boots.com perspective it could add value to the internet pure players since it is speci
the H&B market. Secondly inteet pure players are also looking for m-channel partner

since they are no

Consider these two factors with Boots established brand it could add value and woulc-
win situation for Boots.com and internet pure players. We could benchmark Yatd
Barnes and Noble partnership for the online sales of books. However there have b«
offs between Amazon and Tc¢-R-Us, as Toy-R-Us could not meet the order fulfilme
requirements of Amazon due to which Amazon could provide toys to 2 out of 2dren in
the marke (Cleary200¢).Hence Boots.com needs to critically consider such decision
strategic alliance with internet pure players. Lastly partnership with social netwc
websites like Facebook, Myspace etc could create new market pler Boots.com. For th
same we could benchmark Amazon, wherein Amazon heated application for Faceboa
e.g Facebook customer could add bookstheir ‘wish list’ and their friends could gift ther

these books through online purche (Medforc, 200€).

From Supply Chain Manageme point of view, for further business development Boots.(
should enable an integrated information system and building partnership with supplie
integrated information system would assist Boots.com in sustaining custorrerience anc
satisfaction in areas such as order visibility, delivguarante and returnability. Boots.cor
alsoneed to establistsalientpartnership with the suppliers in order to move the busine
the next level. For instance, W-Mart is more protable than Kmart in the Ubecaus it
invest heavily on IT system which allows suppliers tonitor the stock level for Wi-Mart
stores and to diver in full truck loads. We-Mart is willing invest in IT system, to trust tr
suppliers and share informan with them which result in higher profitability for tr

compan'

Having established the important criteria for a successful product extension launch o
extension, it is important for Boots.com to establish a strong and intrinsically linkec
Perfamance Indicator such as Kaplan and Norton Balanced Scorecard such as (1
financial returns (2) customer satisfaction (3) strategy implementation and (4) build pro

and sustainablfranchise

12
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Boots.com can establish a balanced scorecatrack all important element of its strateg

In addition, a Boots.com could establish a balanced scorecard that links financial &-

financial measures. Boots.com could improve on communication between business [

its missior. Furthermore, Bos can establish performance measures that lesustainable

competitive advantage and continudimprovemen The recommended frameworks inclus

)

)

)

Combines different elements of competitive agg;

That puts strategy, vision, not control in the ce;

Guards su-optimization (n«-trade off between measur;

Links performance with vision and stratg;

Drives organizational performang;

Translates objectives into measures and lead to improved perfor;

Deploy strategic direction, communicating, extation & asses progressor objective;
Create a healthy, efficient and effective Health and Beauty [;

Specify how actions impact performan;

Provides service to its customers & employ; anc

Put value on resul earnestl.

Diagram 49 — Road Map for Future

Source. Florentha (2007
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AccordingFlorenthal (200) framework as mentioned in ttDiagram48 above provides th
roadmap for Boots.com’s future. At the moment Boots.com is in the bottom level i.e.
product led interaction stage wherein key strategy for the company is providing p

differentiation for its customers specifically Health & Beauty market by being a specialis

However Boots.com needs to move to interaction led process wheruld take feedbac
from its customers in terms of developing new products e.g. Lego toys develope
products with voluntary participation of their customers based on their feedback &
Sproull, 2001

Finally Boots.com needs to move into partndp led interaction wherein it could increa
their loyalty and lock in strategies for their customers by partnering with social netwc
websites like Facebook and Myspace e.g. Amazon. Thus would increase the ct

engagement resulting in the increng customer loyalt

Lastly as per our analysis and our research, we forecast that online channel is becol
increasinglyattractive channel for Mul-channel retailers. Thus it is imperative that Alliar
Boots focus on the online channel from bea store led organization and optimize the on

channel for matching it up with the physical stor
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Appendices
Appendix 1 - Street Surve)
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Appendix 2 - Online Survey
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Appendix 3 - Households in Great Britain by Type of Household and Family, 1971, 198:
1991, 2001 and 20C
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Appendix 4 - Age of UK Resident Population by Gender, 200-2011
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Appendix 5 - Time Spent on Main Activities by Sex, 200
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Appendix 6 - The UK Men’s Toiletries and Fragrances Market by Sector by Value a
Current Prices, Years Ending December 200-2007
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Appendix 7 - Market Attractiveness and Business Position Screening Criteri
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Appendix 8 - Profit Margin Forecast

1 Pet Products

Year: 2007 200¢ 200¢ 201c 2011 2012
£m £m £m £m £m £m
Industry sale £89.10 £90..0 £90.L0 £91.%0 £93.(0 £98.¢0
Industry COGS (80.11  (80.1§) (79.79)  (79.46)  (79.29 (82.79)
Industrynet <ales 8.9¢ 10.02 11.07 12.3¢ 13.7¢ 16.07
Industry margins 10.10¥ 11.11% 12.22% 13.44% 14.79% 16.27%
Incremental margin
for Boots 10.10%  11.11% 12.22% 13.44%  14.79% 16.27%

Assumption: Industry Margin based on average profit margin of industry players
Future cash flows are based on forecast of industry Key Note Report, 20(

Boots shar 4.70% online market of reta 5.20%

ASSUMPTIONS due to lack of market intelligence

The average industry margin is benchmarked against industry players such as Pets ¢
Ltd, Pets Plan Ltd, and Nestle Purina ICareLtd, Master Foods Ltd and Armita¢Brothers
Ltd. Industry margin i assumeo be projected margin growtand increases Year on y.

2) Mobility Scooter

Years 2007 200¢ 200¢ 201( 2011 201z

£m £m £m £m £m £m
Industry sale £11.€0 £12.¢0 £13.0 £13.510 £13.€0 £14.0
Industry COCS (11.23) (11.81) (1237) (12.61) (12920 (13.24)
Industrynei sale: 0.67 0.7¢ 0.8< 0.8¢ 0.9¢ 1.0¢
Industry margins 5.65% 5.97% 6.31% 6.66% 7.04% 7.44%
Incremental margins for Boc 5.65% 5.S7% 6.31% 6.66% 7.04% 7.44Y%

Assumption: Industry Margin based on average profit margin of industry players
Future cash flows are based on forecast of industry by Key Note Report,

Boots market share 4.70% online market share 5.20%retail industry

3) Online Organic Baby Fooc

Years 2007  200¢ 200¢  201cC 2011 2012

£m £m £m £m £m £m
Industry sale £5.50 £7.20 £8.€0 £9.70 £9.90 £10.(
Industry COGS (5.55) (6.75) (8.03) (9.02 (9.16) (9.23
Industrynei sale: 0.3t 0.4t 0.57 0.€8 0.74 0.77
Industry margins 5.98% 6.3(% 6.66% 7.0&% 7.5(% 1.77T%

Incremental margins for Boc 5.95% 6.3(% 6.68% 7.0&% 7.5(% 7.77T%

Assumption: Industry Margin based on average profit margin of industry players
Future cash flows are based on focast of industry by Key Note Report, 2C

13¢
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ASSUMPTIONS due to lack of market intelligence

The average industry margin for organic baby foods is benchmarked against industry |
such as Nestle L, SMA Nutrition, Organix Brand, Nutricia Baby Caretd, HIPP Organi
etc.Industry margin is assumed to be projected margin growth and increases Year

The average industry margin for mobilitscooteris benchmarked against industry play
such as Yamaha and Suzi Industry margin is assumed te projected margin growth ar
increases Year on ye

3) Gardening

Years 2007 200¢ 200¢ 201( 2011 201z
£m £m £m £m £m £m

Industry sale £0.3t £0.3¢ £0.4- £0.4€  £0.5] £0.5¢

Industry COG< (0325, (0351, (0386, (0420) (0.463 (0504

Industrynet sale: 0.02¢  0.02¢ 0.03¢ 0.04C  0.04: 0.05¢

Industry margins 7.13% 7.64% 8.18% 8.77% 9.39% 10.06¥%

Incremental margins fc 7.13% 7.64% 8.18% 8.77% 9.39% 10.06¥%
Boots

Assumption: Industry Margin based on average profit margin of industry players
Future cash flows are based on forecast of industry by Key Note Report,

Boots market share 4.70%, online market share 5.20% of retail indu:

ASSUMPTIONS due to lack of market intelligence

The average industry margin is benchmarked againdustry players such as Wyevz
GardencsLtd; Industry margin is assumed to be projected margin growth and increase:
on yea

4 Disposable Nappie

Year: 2007 200¢ 200¢ 201( 2011 201z

£m £m £m £m £m £m
Industry sale £27.¢  £31.: £31t% £31.¢ £32.7 £32.¢
Industry COGS (26.17) (29.35 (22.42) (2958) (29.92 (30.24
Industrynei sale: 1.6 1.9t 2.0¢ 2.2z 2.3¢ 2.5¢€
Industry margins 5.88% 6.23% 6.59% 6.98% 7.39% 7.82%
Incremental margins fc 5.88% 6.23% 6.59% 6.98% 7.39% 7.82%
Boots

Assumption: Industry Margin based on average profit margin of industry players
Future cash flows are based on forecast of industry by Key Note Report,

Boots market share 4.70% online market share 5.20% of retail indu
ASSUMPTIONS due to lack of market intelligence

The average industry margin is benchmarked against industry players such as SCA F
Products Ltd, LPC Group Ltd, Kimberly Clarke Group Ltd, and Georgia Pacific GB
Industry margin is assumed to be projected nn growth and increases Year on y 14C
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Appendix 9 — Net Present Value ancFuture Cast Flow Forecas

1 Pets Products(Food

Years 2007  200¢ 200¢ 201( 2011 2012
£m £m £m £m £m £m

IndustryCash flow: £8¢ £9C £91 £92 £9: £9¢

Boots proectec cast flow 419 4.24 4.27 4.31 4.37 4.64

Industry Terminal Value 92

Boots Terminal Valut 4.34

Industry Investmel 97

Boots Investmer 4.55

Discount factc@7.62% 1.000 0.929 0.863 0.802 0.745 0.693

Present Valu (0.37) 3.94 3.69 3.46 3.26 7.55

Net Present Value 3.59

Boots shar of industn 4.70% online marke retail share  5.20%

ASSUMPTIONS

Forecast oipet food is based on data from Key Noteport, 2008 fom year 2008&to 2012.
The forecat have been proportionate by the online market at ! of the entire retail indust.
Cost of capital is based on Rf (Rm-Rf), where Rf is risk free ra, is beta measurin

industry riskof 0.89and Rm= market ris

The weighted average cost of cap(WACC) measures the cost of capital. Here the indu
estimate is use

WACC = ke xE/[E+D] + kd (1-T)xD/[D+E] (detailsin page 16:
Where ke is cost of equity, E = equity, D =debt kd = cost of debt, T=

In the case of pet food, the WACC is given as 8.3 (85.3¢) + 5.27% (1-0.3) (14.62%6)
=7.08% + 0.54=7.62%

Boots propctionate market share is based on its brand asvalue, benchmarked agair

other players such as H&M, lkea, M&S, Tesco, Boots, Asda, Body Shop, Argos

Sainsbury’s. The brand value assets of the benchmarked industry players ba42,89¢

million are illustrated belov
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Players

Brand asset(£)

H&M

Ikee

M&S

Tesct

Boots

Asd:

Body Sho
Argos
Sainsbury’s

% boots shar

£10,366,000,0C
£6,620,000,0C
£5,100,000,0C
£5,617,000,0C
£2,003,000,000
£11,224,000,0C
£727,000,00
£726,000,00
£512,000,00

42,895,000,00

4.7%

It can be seen that Boots proportionate market share is about 4.7%. Terminal V

estimated at the average cash flow taking into consideration of cost of capital of 7

Initial investment is stimated at industry initial capital outlay for the neinvestmer.

Present value are the cash flow discounted at the cost of capital of 7.62% and net

value is the sum of all the present vaand terminal value of the project less ini outlay

2 Mobility Scooter

Year:

Industry Cash flow

Boots proectec casl flow

Industry Terminal Value
Boots Terminal Valut

Industry Investmel
Boots Investmnt

Discount factc@9.6%

Present Valu

Net Present Value

Boots shar of industr

2007 200¢ 200¢ 201cC 2011 2012

£m £m £m £m £m £m

£11.¢ £12¢ £13.2 £13r¢ £13.¢ £143

0.56 0.59 0.62 0.64 0.65 0.67
13
0.61

25

1.2C

1.00C 0912 0.832 0.759 0.693 0.630

(1.20) 0.54 0.51 0.48 0.45 1.03

1.81

4.70% online marke retail share5.20%
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ASSUMPTIONS

Forecast omobility scooter is based on data from Key Note Report, 2008 from year 2C
2012. The forecast have been proportionate by tlline market at 5.2¢ of the entire retai
industry. Cost of capital is based on Rf (Rm-Rf), where Rf is risk free rate, is beta
measuring industry rislof 1.32 and Rm= market ric. The weighted average cost

capital (WACC) measures the cost of capital. Here the industry estimate i

WACC = ke xE/[E+D] + kd (-T)xD/[D+E] (detailsin page 16:
Where ke is cost of equity, E = equity, D =debt kd = cost of debt, T=

For mobility scoote, the WACC is given al1(0.32% x (87.38) + €.02% (1-13.25%) (12.41%)
=9.04% + 0.562 = 9.60%

Boots propctionate market share is based on its brand assets value, benchmarked
other players such as H&M, lkea, M&S, Tesco, Boots, Asda, Body Shop, Argos
Sainsbury’s. The brand value assets of the benchmarked industry players ba«2,895
million ate illustrated belo. Based on thédrand assetin the Table, Bootsproportionate
market share is about 4.7%. Terminal Value is estimated at the average cash flow tak
consderation of cost of capital of.60%. Initial investment is estimated industry initial
capital outlay for the new investment. Present value are the cash flow nted at the cos
of capital of ¢.60% and net present value is the sum of all the present value and tel

value of the project less initial outle
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3 Online Organic Baby Foou

Year: 2007 200¢ 200¢ 201( 2011 2012
£m £m £m £m £m £m

IndustryCash flow: £5.€ £7.2 £8.€ £9.7 £9.¢ £10.(

Bootsprojectec cash flow 0.5¢ 0.7C 0.8¢4 0.94 0.9¢ 0.97

Industry Terminal Value 4.8t

Boots Terminal Valut 0.47

Industry Investmel 1.59

Boots Investmer 042

Discount factc@2.62% 1.00C 0.674  0.€49 092F 0901 0.87¢

Present Vlue (0.42) 0.6¢ 0.7¢ 0.87 0.6 1.32

Net Present Value 4.10

Boots shar of industn 4.70% online marke share ofretail 5.20%

ASSUMPTIONS
Forecast oorganic baby foo is based on data from Key Note Report, 2008 from year

to 2012.The forecast have been proportionate by the online market at of the entire retai
industry. Cost of capital is based on Rf (Rm-Rf), where Rf is risk free rate, is beta
measuring industry risof 0.79and Rm= market ris

The weighted average cost of capital (WACC) measures the cost of capital. Here the i
estimate is use

WACC = ke xE/[E+D] + kd (-T)xD/[D+E] (detailsin page 16:
Where ke is cost of equity, E = equity, D = debt kd = cost of debt, T=

For organic baby foc, the WACC is given a5.4% x (47.2) + 3.7% (1-0.23)(10.23%)
=254% + 0.08 = 2.62%

Boots proportionate maet share is based on its brand assets value, benchmarked :
other players such as H&M, lkea, M&S, Tesco, Boots, Asda, Body Shop, Argos
Sainsbury’s. The brand value assets of the benchmarked industry players ba«2,895
million are illustratd above. Based on théorand assetin the Table, Boots proportionai
market share is about 4.7%. Terminal Value is estimated at the average cash flow tak
consideration of cost of capital 2.62%. Initial investment is estimated at industrytial
capital outlay for the new investment. Present value are the cash flow discounted at 1
of capital of 2.62% and net present value is the sum of all the present value and te

value of the project less initial outl
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4) Gardening

Year: 2007 200¢ 200¢ 201c 2011 2012
£m £m £m £m £m £m

Industry Cash flow £0.3t £0.3¢ £0.4: £0.4¢ £0.51 £0.5¢

Boots proectec cash flow 0.01¢ 0.01¢ 0.02( 0.02z 0.02¢ 0.02¢

Industry Terminal Value 0.44¢

Boots Terminal Valut 0.021

Industry Investmel 0.41

Boots Investmer 0.0z

Discount factc@7.26% 1.00C 0.927 0.86] 0.79¢ 0.741 0.68¢

Present Valu (0.02) 0.017 0.01% 0.01y 0.01¢ 0.C38

Net Present Valt 0.087

Boots shar of online industry4.70% online marke share of retail5.20%

ASSUMPTIONS

Forecast ogardenini is based on data from Key Note Report, 2008 from year 2008 to :
The forecast have been profionate by the online market at 5.: of the entire retail indust.
Cost of capital is based on Rf (Rm-Rf), where Rf is risk free rate, is beta measurin

industry riskof 0.95and Rm= market ris

The weighted average cost of capital (WACC) measures the cost of capital. Here the il
estimate is use

WACC = ke xXE/[E+D] + kd(-T)x D/[D+E] (detailsin page 16:
Where ke is cost of equity, E = equity, D =debt kd = cost of debt, T=

For Gardenin, the WACC is given as 59% x (82.2C) + 4.77% (1-0.1€) (17.80%)
=7.06% +0.77= 7. 2%

Boots proportionate market are is based on its brand assets value, benchmarked a
other players such as H&M, lkea, M&S, Tesco, Boots, Asda, Body Shop, Argos
Sainsbury’s. The brand value assets of the benchmarked industry players ba«42,895
million are illustrated abve. Based on thébrand assetin the Table, Boots proportiona
market share is about 4.7%. Terminal Value is estimated at the average cash flow tak
consideration of cost of capital of '6%. Initial investment is estimated at industry init
capital outlay for the new investment. Present value are the cash flow discounted at 1
of capital of 7..6% and net present value is the sum of all the present value and tel
value of the project less initial outle
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5 Biodegradable Nappies

Years 2007  200¢ 200¢ 201c 2011 2012
£m £m £m £m £m £m

IndustryCash flow: £27.¢ £31.. £31.t £31.6 £32.0 £32.¢

Boots proectec cash flow 1.30¢ 1.471 1.481] 1.49¢ 1.51¢ 1.54(

Industry Terminal Value 188

Boots Terminal Valu 1.00C 0.90¢ 0.82¢ 0.751 0.68: 0.621

Industry Investmel

Boots Investme 2.94¢

Discount factoc@7.€2% 1.00C 0.932 0.86¢ 0.81C 0.75¢ 0.70¢

Present Valu (2949 1.371 1.28i 1.21z 1.14¢ 1.70%

Net Present Valt 3.7¢

Boots shar of industry4.70% online marke share of retail5.20%

ASSUMPTIONS
Forecast obiodegredeble nappie is based on data from Key Note Report, 2008 from

2008 to 2012. The forecast have been proportionate by the online market ¢ of the entire
retail industr. Cost of capital is based on Rf (Rm-Rf), where Rf is risk free rate, is
beta measuring industry ricof 0.93and Rm= market ris

The weighted average cost of capital (WACC) measures the cost of capital. Here the i
estimate is use

WACC = ke xE/[E+D] + kd (-T)xD/[D+E] (detailsin page 16:
Where ke is cost of equity, E = equity, D = debt kd = cost of debt, T=

In the case of pet food, the WACC is given as 8.3% x (85.38) + 5.7-0.) (14.62%0)
=7.08% + 0.54 =7.62%

Boots proportionate mket share is based on its brand assets value, benchmarked :
other players such as H&M, lkea, M&S, Tesco, Boots, Asda, Body Shop, Argos
Sainsbury’s. The brand value assets of the benchmarked industry players based on {
are illustrated biow. Based on thdrand assets Table, Boots proportionate market sh:
about 4.7%. Terminal Value is estimated at the average cash flow taking into consid
of cost of capital of 7.62%. Initial investment is estimated at industry initial ci outlay for
the new investment. Present value are the cash flow discounted at the cost of ca
7.62% and net present value is the sum of all the present value and terminal value

project less initial outla
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Detailed Calculations of WACC Component for Analysis in

Appendix 9 & Chapter 10

WACC = Ke*E/V + Kd*(1 -T)D/V

Source: Damoradon Industry Analysis

Industry Name Bete | Cost of Equity E/(D+E)

Mobility Scooter 1.32 10.32¥% 87.59Y%

Pet Produc 0.8¢ 8.30% 85.38Y

Biodegradable

nappie 0.9: 8.47% 71.00¥%

Organic baby foo 0.7¢ 7.81% 67.43Y

Gardenin 0.9t 8.59% 82.20%
After-tax

Industry Name Cost of Deb Tax Rate [ Cost of Deb

Mobility Scooter 6.02% 13.25% 3.61%

Pet Produc 5.27% 29.49Y 3.16Y%

Biodegradable

nappie 5.02% 14.27% 3.01%

Organic baby foo 5.27% 31.85% 3.16%

Gardenin 4.77% 15.98¥% 2.86%

Industry Name D/(D+E) Cost of Capita

Mobility Scooter 12.41% 9.49%

Pet Poduct: 14.62% 7.55%

Biodegradable

nappie 29.00% 6.89%

Organic baby foo 32.57% 6.30%

Gardenin 17.80% 7.57%
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Market Attractiveness and Business PositiorScreeningresults

Weight x Ratin¢
Market Criteria | Business| Criteria

= Scor Attractiveness sel Postion sel
Organicbaby food 3.9C ++ve 4.3(C ++ve
Bio Degradable nappies 4.02 ++ve 4.2t ++ve
Pet Product 4.5C ++ve 4.3C ++Vve
Gardening 3.7C ++ve 3.5¢€ ++Vve
Mobility scootet 4.4(C ++ve 4.6( ++Ve
Producis Market Business

attractiveness position
Organic baby foor Maximise Maximise
Bio Degradable nappie Maximise Maximise
Pet Product Maximise Maximise
Gardening Maximise Maximise
Mobility scoote Maximise Maximise

It can be seen from the abovthat market attractiveness and business position scre
results attest to the fact that the 5 new products recommended for expansion

maximised and taken furtherThe positive marks indicate that the criteriave been fully
met. The results of the screening based on market attractiveness and business

include market size, market concentration, profitability, technological compet
manufacturing capacity etc signifies strong prospecfor further expansionas illustrated ir
Appendix 7, page 13-138 and discussed heavily in Chapter 8, 10 and the recommen

and conclusion Chapte
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Market Attractiveness and Business PositiorGraph

DeterminingBusiness Positio- The desirability Index larameters
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Determining Market Attractivenes- The desirability Index Paramete

Return on Investments

Due to the difficulty of market intelligence, calculating Retion Investmentsis difficult.
Based on the formula of taking the difference been the gain of investment and the cos
investments, return are forecasted at about to 15%, based on the cost structuand

expected gains from product extension or brand extensioas follows-

Net Sales £45,097 million
COGS £27,608 millior
Funding £2,726 millior
Variable cos £7,760 millior
Semi. Fixed co: £2,761 millior
Fixed cos £5,805 millior

With a £8m invested in the new website IRR of 66% of 5yrs, the gains for a produc
extension are between 10% to 1 based on the formulof the difference between gain fro

investment and cost incurred during the project ot

15C
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Impact on Financial Statement

Boots.com - Financial performance summary - History and Projections
03/04 04/05 05/06 06/07 07/08 08/09 09/10 10/11 11/12
£m £m £m £m £m £m £m £m £m
Act Act Act Act LF3 Bud Proj Proj Proj
E-Commerce sales 15.4 18.6 25.7 322 47.0 70.2 92.1 119.1 1575
yoy% 21% 38% 25%) 46%) 49% 31% 29% 32%
Less - cost of Adpoints issued (0.3) (0.6) (0.9) (1.5) (1.9 (2.7) (34 (4.4 (5.8)
Net sales 15.1 18.0 24.8 30.7 45.1 67.5 88.7 1147 151.7
yoy% 19% 38% 24%) 47% 50% 31% 29% 32%
Gross Profit 4.4 7.2 9.6 115 18.4 275 36.1 46.7 61.7
GM% 29.1% 40.0% 38.7% 37.5% 40.8% 40.7% 40.7% 40.7% 40.7%
Logistics 1.7) 32) (5.3) 68| @yl (@2 @7  (207) (26.7)
IS&T (2.5) (2.0) (1.8) (1.7 (2.5) (2.9) (3.5) (4.0) (4.5)
M&T (3.2) (15) 1.2) (15) (2.2) 3.2) (3.5) (3.8) (4.2)
A&P (net) (0.4) 0.7) (0.5) (0.9) (1.5) (1.5) (2.1) (2.9) (3.8)
Costs (7.8) (7.4) 88 (109 (@63 (208 (258 (314  (39.2)
Cost/sales % 51.7% 41.1% 35.5% 35.5% 36.1% 30.8% 29.1% 27.4% 25.8%
Trading contribution [ (3.4) (0.2) 0.8 0.6 2.1 6.7 10.3 15.3 22.5
OM% -22.5% -1.1% 3.2% 2.0% 4.7% 9.9% 11.6% 13.3% 14.8%
Source: Boots.co
Boots.com cost structure 07/0
Costs are actu
Net Sales £45,097 million
COGS £27,608 millior
Funding £2,726 millior
Variable cos £7,760 millior
SemiFixed cos £2.761 millior
Fixed cos £5,805 millior

£8m invested in the new website IRR of 66% of £

Profit margin: for 2007 are about 34.1% and with the projected margins earned from

new produts, it can incrementally incread to another 30% line extensi(cumulative profit

margins oforganic baby food, mobility scooter, l-degradable nappies producand 10%

brand extensic (pet products and gardenit.
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ANNEX

Annex 1 — Retail Industry Background

1. Multi - Channel Retailing

Retailersrely heavily on human resourc for business Whilst retailers’ large: fixed asset:
may be their space and supply chaitheir greatest assets are the shoppers them.
Retailersthat are customer centric create customer value through passing costs that he
achieved through efficient supply chain management. Cost efficient retails enjoy sust:
competitive advantage from process standardisation, economies scale aring on core

competencies and resource based capabilities (Prahaled and Hame

In an e.commerce setting, consumers ai-retailers usually communicate through automs
interfaces with no direct contact with the products. By decreasing the humvice
provided, +retailers carsubstantiallylower transaction cos

The intensity of competition has pressured retailers to reorganise their business aro
customer using customer information and dynamically change business processes
offering personalised services, giving customers the flexibility of making price compa
enquire product information, buy and return product on any combination of channel
revolutionary change has presented retailers with an excruciatingly uphilenge to servic
their customers whilst remaining profitable and sustain (Bagge, D (2007

Global players like Tesco, Carrefour and Wall Mart, Macro invest heavily in new cusl
centric services, fuelling higher customer expectation an operaticcomplexity. Channe
structures describe the way a manufacturer or selling organization d products ant
services to its customers. The distribution channel will consist of o more intermediarie

such as wholesalers and retailers or even the cny’s sale force.

The use of multiple channels of distribution to serve a given premarket i¢ rapidly
becoming the rule rather than the exception (Frazier, 1999; Moriart Moran, 1990). The
primary motivations for supplier firms establishing m-channe or hybrid arrangements a

the desire to increase market share and to reduce (Frazier and Antia, 199¢

A hybrid distribution system is a mu-channel arrangement in which distribut tasks are
performed by a combination of distinct chéel. As illustrated inFigure !, Channels ar
designed t satisfy the needs of diverse market segments by delivering a varie

product/service offering:Argos has been one of the lead drivers of this hybrid sys

~
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In hybrid systems, markets are of targeted by moi than one distribution channe
Although a hybrid channel strategy provides m benefits to the firm, it present challenc
as well Retailers need to capitalise on the strength of all available channel in reach.
Multi-Chanel Retding, channels can complement each other and the key to succeed

in developing a seamless fusion between both physical and online che

Developing a seamlessly integrated m-channel often will be the key for specialist in
areas, with rnges portrayed -store alongside comprehensive pre and post sales advic

guidance, and linked to an informative web(Bagge, D (2007

Multi-Channel Retailing is not merely multiple channels but focuses on lifetime value
customers and delivs a consistent brand expansion. NM-Channel Retailing is being ab
to remove barriers such as entry cost and allow “customers to choose the right channe

right product at the right time based on each and every shopping mis

Multi-Channi Retailing stresses on the ability to consistently deliver customer choice
service standard dictated by the combination of channels and brand, and this is gie

closer to a customer centric business for many reti (Bagge, D (200

Accarding to Reta-industry.con Multi-Channel Retaing is bolstered upon three (sales
channels, typically each with its own advantages that can enhance the customer ex|
Typically, stores with facilities of browsing, touching and feeling prodi personalise:
service, cash payment, immediate gratification and entertainment and social interac
catalogue, it offers convenience, portability, visual presentation and comparison.
internet, it offers convenience, safety, broad selection,ailed information anc

personalisation and problesolving informatiol (Bagge, D (200:.

In the analysis, if effectively implemented, Multi Channel Retailing is a catalyst for ch
across the business centric organisation that meets the expectatuture customer whils
delivering ‘stupendous” profitability and sustainable growth. In thUnited Kingdornr
retailing industry, the benefits c(Multi-Channel Retailin@are multifarious and an imperati
for success as illustrated belc-
> Multi-channel custoers drive more sales at a higher gross pr— over 60% of
retailers have found mu-channel customers to be more profitable (Kumar:2

> Multi-channel customers are more loyal (Kumar: 2C
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> ‘Super Shoppers— those who use all three channe repiesent 34% of onlin
shoppers and are four times as likely to purchase online, 70% more likely to pu

from the store and 110% more likely to purchase from the catalogue (Kumar

Alongside, ncreased customer expendil, the seamlessintegration hat spearheac
technological revolutic Multi-Channel retailing is a powerful means of reaching a n
diverse customer channel communication such as online shopping, internet
catalogue, telephone, mobile, delivery to home, and delivery to wor collect to stores.
This create a seamlessly integrate online channel, reduces channel canniba
enhances products offering for customers and results in high level of customer satis

With the multiplicity of channels, shoppers are lavid with many options which enhan
variety, choices and more diverse selections, thus generating revStone et al (2002)

found that Multi Channel Retailing has benefits nar:
1) Benefits thiwork throughwhich customers

Identify and capture of opportities for increasing value per custor

b. Increas convenience and an improved experience, reducing customer churi
and increasing their motivation to buy more from the sup

c. Harnesshe ability to leverage an established brand creating positivects on

brand perception and mitigating the risk of brand dar
2) Benefitefficiencydrive in respect c

Increased efficiency through the sharing of processes, technology and infor
Increased organizational flexibill

Increased efficiency in dealingith business partners, so they can reduce

a0 T o

Increased efficiency in exploiting customer data to identify customer n

possibly indicating new paths for grov.

3) The benefits for customers a

a. Increased choice in the way they can inte

b. The ability to switch easily between the various channels, when it suits ther

wherever they want to, depending on their preference and the type of inte

However, MCR does not come without its own challenges, many of which can overric
potential benefil and lead to inconsistencies across the channels. These challenges
> Heavy investments in unconvincing multichannel strategies and technologie

result in a poor return on investm
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Problems in bringing together and standardizing data abustomers or resultin

~s

from interactions with thel

Problems unifying different systems which may have very different data v

~s

Difficulties in reducing or abolishing organizational boundaries (Set al:42:2002

~s

Many retailersface uphill challenge i “their inability to recognize known customer throu
all touch points” (Stoneet al: 42:2002). This is because MCRs typically control a numbe
customer touch points that are not coordinated as closely as they should be and few
‘curriculum of cortact’ that “lays out the precise type, timing and frequency of the cust

contact” that leads to promotional overlap and inefficient use of company reso

2. Online Shopping

(Vargas 200t argued thatraditional retailers woullbbecomesuccessful ith online retailing
and capture growing consumer dem: with multi-channel marketing through the integrat
of online and offline channe because retailers ¢ meet up with consumer expectatioror

seamless shopping experier Thishas become a crcal partfor retailer’s growtt strateg.

Many ¢Retailers today adof multi-channel retailing stratei to leverage on the benefits
online and traditional stor. Melissa Campanelli (200 argued thate-retailers virtual
businesses of a “Click ai Brick” mix will realise the value of multiple offering shoppers a
integrated points of shopping acces: this strategy strengthens the brand name recogn
enabling customers to try, fe and test products before purch. It also provide them the
oppcrtunity of having a physici store where they can return merchandise, or make our
purchase withot incurring shipping costs This strategyresults it lower promotional cosi

while expandin customer base by winning over Internet shy or sensitiveuming public.

3. Online Customer Experience and Satisfactior

Consumer perception is considered a process of sensing, selecting, and interpreting s
the external, physical world into the internal, mental world (Willkie, 1994). Consequt
one cal infer that external signals, such as what consumers experience when th
shopping online, can influence consumers’ internal perceptions of customer value. Pric
supports this argument (e.g., Buyukkurt, 1986; Donovan, Rossiter, & Nesdale, 1Sosh
& McLafferty, 1987; Kerin, Jain, & Howard, 199:
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Traditional store shopping experience evolves from a consumer’s interactions with a
physical surroundings, personnel, and custe related services (Kerin et al., 1992). T
internet is in enabling electronic technology makes th«line shopping experience differe
from what happens in the traditional (bricks and mortar) business f. Online custome
satisfaction and service creates value truly reflect the truth of establishing veloping
win-win partner relationships with custom. With on-line purchasing, the physical stc
environment no longer exists, as the shopping experience is converted into a-Wek-

site interaction. (Porter, 2001
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Annex 2 — Dissertation Layout

Chaptetl is the opening emblem to the research area by providing the introductory dyr
to the dissertation. Chapter Tvis where literature reviews are put into perspective are
intrinsically linkec with Chapter Four of Research Methods. Chapter Five considers
hypothesis in relation to the evidence gathered and provides substantive argument
research question. Chapter 6, 7 and 8 are closely linked where strategic m: bases suc
as offensive strategies and defensive strategies, targeting, and positioning dimensior

the cornerstones for online product extensi

Chapter 9 explains the supply chain management, its challenges and key perfo
indicators. Chpter 10 highlights the financial implications, risk returns of new product
extension discussed in Chapters 6 to 8. Chapter 11 draws conclusion from the entir

and set-out recommendations for Boots.cc
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Annex 3 - Financial Implications

1. Pricing Consideration

Bakers et al (2001) argued that setting prices on the internet is either by offering unt
low prices to capture first mover advantage or simply charging the same pri-line or
they do oftline. However, fundamentally the value in internet lies not in lowering price:
optimising prices. Accordingly, the internet allows companies to optimise prices throu

precision, (2) adaptability and (3) segmentai

In precisior- the internet lets companies set and announce prices with greater pre
compared and tested easily. Companies can set the most profitable prices and -
previously hidden customer dem:z

In adaptability- with internet, prices can be arrard easily and adjusted rapidly in respot

to variations in market conditions, customer demand or competitors beh:i

In segmentatic-companies can use the click stream data and uses the internet to s

customer quickly, thus offering segment spic prices or promotions immediate

The drive to ~business success is taking full advantage of the unique possibilities affort
the Interne- to set prices with precision, adaptability to changing circumstances, ac

customer segmentation, comnience and the right prices set (http;//www.ncbi.nlm.nih.i

Chattey (2002) argued the main implications of the internet prices strategies are (1) in
price transparency and differential pricing (2) downward pressure on pricing (3) new [

appioaches including dynamic pricing and (4) alternative pricing structure or pol

In precision Quelch & Klein (1996) described price transparency effects, where sup
can use technology for differential pricing. However, this may result in discrimination
and may prejudice the company or its br- In standardised products, customer knowle
of price policies is enhanced through the inte-customers can visit the company’s web:

and sites with price comparison engines provided by intdiaries

In adaptability, internet tends to drive prices down beceinternet only retailer do not ha\
stores, thus online companies can offer lower prices, then offline rival (more produc

commodities and being more price sensiti
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However, Pa et al (2002) argued thai-retailer with high traffic do not always comma
higher prices. Chaffey et al (2002) argued that some companies reduce online pric

revenue contribution and offer discounts for higher profit margin like Amazon.com bce.

In new pricing approache internet introduces opportunities for dynamic pricing, wr
prices can be updated in r-time according to current market conditions. Differ

customers can charge different prices based on knowledge about the cL

In alternative pricing structure or polici¢ different types of pricing may be possible on-
internet especially for digital, downloadable products like paymer-use or rental (Chaffey
2002). Internet leads towards a perfect market, where therentimate buyers and selle
and a trend to price transpare- Diamantopoulus et al (1993) argued that an organisati
less able to control prices but must respond to competitors’ prices stra

For ¢ company like Boots.com, pricing strategies ifected by a brand differentiation ai
are less subjected to downward pressures in prices. Boots, build on their products e
particularly in health and beauty is premised on its long standing and established rep
trust, recognition, qualitynd perception. Many products of Alliance Boots for exae No7

skin care and cosmeticSoltan sun care products hold leading market positions in the

In the short term, pricing does not constitute sustainable competitive advantage due
price changes and profitability, positioning of products in market places; the price ¢
used to signal more general forms of competitive advantage. Thus,entiated product

like brand N7 skin care command high premiur

It can be seen that strate pricing creates vali-for money impression about tl
organisation. For example, price needs to be coupled with quality-sales service an
other aspects of the products. For Boots.com, pricing decision can be considered as a
of two main facors namely costs and competition. Setting the market price belov
marginal cost of production will erode profits but Boots brand value and brand assets |

them with multipleopportunitie which can be capitalised on and enhanced its strength

In further analysis, pricing forms a key role of the overall company strategy. Alliance |
operates in a highly attractive market with potential for significant -term growth. Almos
all of Boots own brand retail products are developed in thwn products developme
testing and customer evaluation facilities. Therefore its strategy is premium pricing ow
its differential products i.e. its uniqueness and capabil Its price of goods is &

permanently high price for example No7 skin cand cosmetics, Soltan sun care..
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Annex 4 - Inventory

1. Inventory Defined

Like most retailer who are embarking on product expansion, efficient inventory manage
are quintessentially its lifeblocand its future survival ind the engine for revenue generat
(Journal of Management Accountant). In supply chain management, inventory incli
vast spectrum of material that is being transferred, stored, consumed, produced, pac}

sold in business Inventory is a cateogue of goods and materials, held in stock by a busin

According to the Chartered Institute of Management Accountants, inventories are stoc
any products or resources used to generate sales after taking into account costs a:

with bringing it to its present conditic’ (Financial Reporting Standards (“FRS”) No. 2!

G.J.Van Ryzin (2001) of Columbia Business School defined inventory as the diffe
between cumulative supply and cumulative demand. As shown below and mathem
expressed, inventory i-
Inventory  Cumulative St- Cumulative De
i.e ()= SO,tf]-D[0,tf] wvhereS [0, t] denote the cumulative supply up
time, t and D [0, t] denote e cumulative demand up tc
Thus, it follows that positive irentory are stocks waiting for production orders, where |
0. Conversely, negative stock back-order occurs where order consumers without recei\

products i.e. demand exceed supply or negative inventory, I[t]

2. The Existence of Inventory

Click and Mortar or traditional retaile keep supply of inventory primarily to (1) mainta
independence of operations (2) meet variation in products demanded (3) allow flexib
production scheduling (4) essentially provide a safeguard for any ion in raw materia
delivery time (5) take advantage of economic purchase order size and maintain, repler
reorder stocks. Jacobs & Chase (2006) argued that firand retailer(shave inventory
system(s) that controls and monitors levels of irtories such that a certain amount
inventory is required for the next immediate period. Policies are set to determine
inventory level should be maintained, replenished and reorc Accordingly, the centre

tenets forretailer: holding on to invetory include-

a) Time-time lags in supply (at each level to ¢-user) requires buffer for invento

"FRS No 20 states that inventory cost is valued at the lower of costs and Net Realisable Value after tak
consideratiol all costs associated with bringing it to its present conditi
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b) Uncertainty in lead tim - variations in demand, supply and movements of gc

c) Economies of sca- reduction of cos-per unit over fixed costs such aslk buying,
discounts, storing, movements and otl

d) Buffer Stoc — for unanticipated expansion in demancRetailer: will minimize the
holding cost of buffer stoc Smooth productic- Inventory held for smooth productic
and avid delivery delays; a

e) Dedred ratio to sale. A higher inventory leads to higher growth. According

inventory holding will be determined by the expected sale in the following.
3. Inventory Stock-Out Cost

Inventory stoc-out costs are costs associated with having insient inventory to satisf
demand. In finished good, these constitute (1) lost profit of customer orders that cann
filled (2) loss of clients who go elsewhere (3) additional costs to satisfy order lik-

contracting, overtime and (4) additional tsportation costs to satisfy dema

4. Optimal Stock Level

As seen inprevious section, the cost of inventory holng is significant and for man
retailers, the search for cost minimisation will fr-up cash or working capital, needed
production ictivities. A study conducted by Matz, Curry, Franks and Khan (1982) rev«
that inventories covers one third of a firm’'s total assets in its balance sheet.
inventories appear in the balance sheet at their historical values, but their ree (mark-
to-market depends on present economic conditions future business environment. Tht
due to the sizeable impact of inventories on the financial statements, minimising

necessitates optimal stock holdi

Optimal inventories level invol\s the minimisation cthe value of stocks held by traditior
retailersand to conserve cash. It also ensures the business has the right stock at t
guantities to allow production to be carried out efficiently. Reductions in inventory cos

also lower the asset base of an operation, thus providing a higher return or.

2.34 Economic Order Quantity Model
In 1952, W.J Baumol's formula for Optimal Cash Transactions based on the mathem:
optimisation led to the birth of Economic der Quantity (“EOQ”) Model. The methc

suggests that Optimal Stock Holding may lead to cost minimisation. It is premised «

161



Annex Boots.con- Online Product Expansic
fact that the maximum inventory level is the level of the E° plus Buffer stocks needed f

sales and productiol

In EOQ building, it is assumed the(a) Inventory (Q) is delivered in one lot according to
ordering schedule; (b) Demand for the product is constant; (c) Inventories are smoc
uniform throughout the perio (d) Lead time (time from ordering to receipt constant; (e
Price per unit is constant; (f) The firm has a linear cost function; (g) Buffer stock ex
meet the requirement of the unexpected surge in demand; (h) the model assun

inventory cost is based on average inventory; and (i) Ordeand se-up are constar

The Model

This model assumes that all the inventories are used up before the next order quantity

then the minimum value of inventory is 0, the maximum is Q. Therefore, it follows

i Average inventory is Q;;

i Annual rrying costs is the average inventory X unit stocking costs, or Q/2xC (t
represents the total cost associated with carrying the goods in the ware

i Number of orders equa— Annual Consumption (D) divided - Order quantit

i Annual holding cos No of Orders x Ordering Cost or (D/Q) x — represents the tot

cost associated with procuring the invent

Total costs associated with inventory handling is the sum of carrying and stocking c
TSC = oxC + DxS
2 Q
i This equation indicatehat the total annual carrying cost are increasing with Q, whel
total annual ordering costs are decreasing as the value of Q inc
j Total costs are a minimum when the carrying costs and purchase costs are ¢
QC = DS
2 Q

Rearranging and makg Q, the subjec-

Q = EOQ =

8 According to Ayub, Mehar and Ahsanuddin (2007), it has been observed that the EOQ model was not
to closing inventories in the balance sheet of a firm. Inventories in the balanceets are not necessaril
average inventory. However, the magnitude of the inventory in the balance sheet depends on the lengt
variation of the inventory cycl.
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This is the economic order quantity or the quantity to purchase to make inv-related
costs a minimum. Mathematically, using calculus and differentiating the cost equatio
respect to

d(IsCc = C- DS

dQ 2 Q?

EOQ in Diagram 23 page 38illustrates the relationship between inventory carrying cc
inventory ordering costs and total costs. The inventory carrying costs increase linear

Q, the ordering costs decline with Q, and the total costbits a minimurnr
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Annex 5 — Boats.com Current Scenario:

1. e-Retailing Industry
Beginning 2001, the period witness internet ventures disappointment and folding, in
bailing outanc e-commerce beir downplayed in media. In 2002, profitability was at

lowest but picking up in 2004 as the illusions shat
2. Internet Technology

The price competition resulting from lowered customer se costs increases rivalry amol
existing competitors, redus switching costs of customers, and thereby < bargaining
power to customers. On the other harthe interne reduces menu cc—the cost of
administering multiple price for a number of different products or servi—and, in part

facilitates price dicrimination (Bakos ar Brynjolfsson, 1997)

The Internet creates new substitution threats by enabling new approaches to r
custome needs and performing business functions (Porter 2001). World Wide Web (W
technology itself has produc new promcion venues. The Internet also facilitates ¢
electronic integration of the supply chain activities, achie efficient distribution anc
delivery It also facilitates partnerships or strategic alliances by networking partr allies

On the Internt, consumers can easily coll and searctinformation about products «
services without travelling to stores to inspect prcas and compare pric at virtually no
cost. Because consumers can easily compare prices and find close substitutes, conre
forced to lower prices. Companies cannot achieve competitive advantage sim|
exploiting consumers' search costs, as they did in the physical mAn alternative is fol
companies to make consumers' product comparison more difficult by diffeing their

products from others

Economic rationality suggests that the proliferation of internet could lead to comp
outcomes. The explosive growth of the Internet promises a new age of perfectly comy
markets. With perfect information aboprices and products at their fingertips, consun

can quickly and easily find the best de¢

Today, withinternet, retailers' profit margins will be competed away, as they are all forc
price at cost (Bakos (199'. In a differentiated market, burs look for product informatior
service information and other heterogeneity characteristics on top of price and

information. (Diamond (198!
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3. Product Bundling

One possible competitive strategy is product bundling. Product bundling promote
benefits of the whole package, thus keeping buyers from comparing individual item
instance, Gateway started bundling its Internet services and computers in resp(

plunging computer prices (Sinha 200

AOL, recently merged with Time Warner, strengthening its bundling strategy by add
interactive and c-demand television, music on computer, and email on mobile phone
existing services. By adding more services to a bundle, the company could command ¢

price for its bundling serve.

4. Innovation

Another strategy is innovation or the introduction of niche products, which also count
the threat of product substitutes, new entrants into the market, and competition
existing firms. By using the direct acce to consumrs enabled by the Internet, compan
can collect information, identify target consumers, and k introduce products or servic
to meet consumers' neec Companies can also collect information on new proc desired

by small segments of the mark

By creating products that meet the needs of consumers in these¢ markets, companies ci
command higher prices (Sinha 2000). Another strategy associated with niche proc
innovation is custom«-centric strategy. Compared to a proc-centric streegy, which
pushes products consumers, custorr-centric strategy pulls information from consumers

improve and customize produ (Viehland 2000

5. Product lines expansiol

An expansion into related product lines can also be a good strategy. Acg to Portel
(2001), the expansic into related product lines can exploit transfer of skills or sharin
activities such as promotion and distributi which will lead to competitive advantag
Sharing can lower costs by achieving economies of scale ffectively utilizing company

resources such as market information, managerial or technical expertise, and knc
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Annex 6 — Boots.com SWOT Analysi:

Opportunities

For Boots.com internet penetration provides the platforrgreateropportunitie for online
and internet shopping such as convenience, price comparison and efficiency. There
opportunitie to buy bulky item and therefore increases salThe increased need fi
convenience from the consumer with the busyofessional lifestyles trends. Ne
technologies are now allowing expansion outside traditional brick and mortar format a
supporting home and convenienchopping. The ageing population within the Unite
Kingdom provides the need for greater healtlovision. New policy that focuses
opportunitie to gain income particular male customers and children are on the rise
growth of internet retailing and space less market provopportunitie to exploit these
opportunitie through effective alignnnt with channel partners. Good and clear intel
infrastructure like human resource enable Boots.com to build upon excellent staff relati

through consultative groups and collaborative working to achieve organisatione

Threats

Boots.com suffrs increasingly rapid demand and competition that is being penalised th
traditional retail channel for example high street stores. The wave of competition is a
threat to Boots.com. Rapid modernisation of the market results in imbalance «
expenditure rising faster than income. The use of internet as price comparison tool (:
merely window shopping) may position increase pricing pressures of specialist retailer

spate of saloons providing convenience element of busy working |sional may be a thre

Strength

Boots.con strength lies in its parent long standing brand value. Its brand value is hig
has been associated with oppurtunities for further growth and expansion. Boots.com
much a specialist in Health and Bdy and has long capitalised this brand assets and
equity. Boots products are much differentiated in terms of uniqueness, quality, per

value and trust. Consumers have long associated boots product with value for

Weaknesse:
Amongst notble weaknesses of boots.com include increasing market concentration ii

security, low entry barriers and potential cannibalisation of chanr
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Annex 7 — Porter 5 Forces

Other competitive advantages ¢-Retail business over convention onesinclude; goods
storage costs are much lower, as goods can be o1 dynamically according to the orde
receivec It is easier to provide differentiated products on the website to te market’'s
demand than to put the physi ones onto the shelve The e-Retail market is rap-growing
with alongside the new Interr technologies However, Retail businesses themselves
have their own kind of rivalr issues: heavy investment means difficult to exit, and
encourage comgetitions between the businesses; as< technologies become m¢ mature,

more competitors join ii(e-retailers, 2007

Impacts of the Internet to retailing industries

Since the Internet became part of our daily life in the late 1990¢ development ofhe
technology has enormously shortened the dist between people and provided niches
new forms of business. Succes: examples such as Amazon.com and Dell have signifi
implications to th potentials for -Retail businesses to take over the mt shares of the
traditional retailing competito.

Supplier Power

In the case of Amazon.com, like its retailing competitors, its sug companies are main|
publishers. Just as many readers, ther thousands of publishers in the world, thus they
not concentrated at ¢ Most publishers rely their income from the profit of book sales, he
the readers, i.e. the buyer industry, is an important customer of them. T-hour easil-
accessible service of Amazon.com provides a broader range of jal buyers than it
retailing competitors, which attracts suppliers m

Buyer Power

Amazon.com started its business in the form of a website, and its cus are visitors anc
potential visitors to the Web site and its competitors’ ¢« (Kyle, 2002). Oie of the
advantages for the business to take the forn website over conventional retailing approz
is to minimise the running cc of renting and opening stores to sell books, and henci
books they se can be priced lower than other r-website cmpetitors to balance out t
postal fee expens.

Threats of Substitutes

The way how -Retail business works today creates a lot of subs threats to convention:
retailing players. Amazon.com itself started ¢ substitute of conventional booksto- it
provides other means and soul for the same products, services, or information (K

2002) as its retailin competitors provid.






























