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State of Cross-Channel Operations 2008

Evolution and significant technology investment are the hallmarks for the next two years

Retailers are continuing to evolve
toward tightly integrated cross-
channel operations and will be mak-
ing significant investments in tech-
nology, infrastructure and organiza-
tion over the next two years to
implement this strategy.

Challenges remain, however, as
retailers grapple with fragmented sys-
tems architectures, aligning organi-
zational structures, and integrating
warehousing, merchandising, analytic
and business intelligence systems, in-
store kiosks, Web stations, and mobile
devices into their cross-channel envi-
ronment. An additional challenge is
the relative maturity of customer-fac-
ing technology in comparison to the
relative immaturity of the back-end
infrastructure required to support
tightly integrated cross-channel busi-
ness activities.

A majority of retailers are con-
vinced of the value and need for an
effective cross-channel strategy in
their organizations, and are moving
forward with investments in tech-
nology, infrastructure and the
organization to support this evolu-
tion. Integrating the multiple chan-
nels of in-store operations — e-
commerce, call centers and catalog
sales — and in-store technologies,
such as kiosks or mobile devices, is
clearly a major initiative with sig-
nificant challenges.
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Investment Remains Strong
However, these challenges do not
appear to have delayed or discouraged
investment in this area: 21% of retail-
ers report 2008 investments in cross-
channel operations of between $5 mil-
lion and more than $10 million, and
46% plan to upgrade to their compa-
ny’s third-generation cross-channel
infrastructure by the end of 2010.
AMR Research collaborated with RIS
News in the fall of 2007 to examine
the retail industry’s progress in evolv-
ing to next-generation e-commerce
and cross-channel strategies. In 2008,

AMR Research and RIS again surveyed
senior executives in the retail industry
to measure progress and commitment
to integrating customer-facing cross-
channel strategies into their company’s
core operations.

This research is based on input from
a variety of executive, operational,
marketing and cross-channel positions,
and across a wide range and size of
retailers. AMR Research’s insights will
focus on four key areas: strategy and IT
infrastructure, organizational initia-
tives, operations and investment prior-
ities and future directions.

FIVE KEY TAKEAWAYS

GROUP EDITOR-IN-CHIEF

ASSISTANT EDITOR
Christina Zarrello

CHIEF ANALYSTS

Five key takeaways that will have a major impact on cross-channel strategies for the rest of the
year and beyond.

» Investment in cross-channel continues — 21% of retailers report cross-channel
budgets of between $5 million and more than $10 million in 2008, with the average budg-
et across all retailers pegged at $2.6 million in 2008.

» Major evolution toward third-generation systems — 46% of retailers plan to upgrade to
a third-generation platform by 2010. Only 7% of retailers have already completed this transi-
tion, while 17% plan to stay with their first- or second-generation systems.

» Complex and challenging IT infrastructure — 78% of retailers use point applications or
application suites with extensive customization, creating a highly-tailored but very complex
infrastructure that can be challenging to evolve to cross-channel operations.

» Organizational commitment — 61% plan to have a dedicated cross-channel executive
team by 2010, while 34% have no plans to put a dedicated executive team in place.

» Integration and operations still a challenge — Tightly integrated cross-channel sys-
tems are still a work in progress. Only 30% have tight integration between cross-channel
and merchandising systems, just 15% report tight integration with logistics and reverse
logistics systems, and only 5% have well-integrated cross-channel loyalty services.
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Synchronizing Channels

Resolving big challenges with infrastructure, organizational alignment and operations integration.

Investment in systems, operations and an organizational
structure that will support effective cross-channel opera-
tions continues to be a priority for retailers and does not
yet seem affected by current economic conditions.

Progress toward a complete and integrated cross-chan-
nel environment is being affected, however, by a frag-
mented and complex IT and operations infrastructure. As
one example, only 20% of retailers indicate they are rely-
ing on application suites from a single technology vendor
with minimal customization, and 56% rely on either mul-
tiple vendor applications or extensive customization to
an application suite.

Rapid Evolution of Technology

While reliance on a single set of vendor applications is
not a guaranteed way to limit complexity and obsoles-
cence, use of multiple vendors and extensive customiza-
tion can make integration of new functionality — such as
an upgraded e-commerce engine or customer loyalty sys-
tem — into a cross-channel strategy more complex.

The findings also indicate that most retailers with a com-
mitted cross-channel strategy are actively refreshing their
e-commerce technology stack. By the end of 2010, 46% of
retailers expect to upgrade to their third generation of e-
commerce technology, and an additional 7% have already
completed this evolution. Only 17% expect to continue
with their first- or second-generation e-commerce or cross-
channel systems.

This relatively rapid technology refresh is a reflection of
the rapid pace of change — and possibly of the relatively
immature functionality of the first- and second-generation
systems that were implemented.

Furthermore, integration between multiple customer-
facing channels — for example, between store operations
and e-commerce activities — is challenging enough. The
more forward-thinking retailers already recognize that the
next challenge is looming on the horizon.

This next challenge is tight integration with back-end
systems and operations that either manage functions such
as merchandising or logistics and reverse logistics, or pro-

Packaged vs Point Solutions

What best describes your company’s strategy of implementing software
technology that supports your cross channel operations?

2%-
:

20% 29%, 15%

21%
220/0 ()
21% 23%
7%

. 43%

32% 31%
° I 21%
TOTAL < $100M ‘$1ODM = SGSG.BIA $1B+

W Other M Suite solutions from a single technology

vendor are used as much as possible, but

Suite solutions from a single technology
vendor are used as much as possible,
with minimal customization

M Best of breed or “point” technology
solutions are developed in-house

with extensive customization

Best of breed or “point” technology
solutions are acquired from a service or
technology vendor

Evolution to 3rd Generation Systems

What best describes the status of your core e-commerce
platform software application?

2%
.
7% 8% 7%
17% 14%
15%
27%
43% 21%
31%
17%
" 7 B gy
TOTAL < $100M $100M - $999.9M $1B+

Il Other We plan to upgrade to a new
technology platform by end of 2008
We are currently on our 3rd

generation technology platform We currently utilize our first or second

generation systems and plan to upgrade

Il We plan to upgrade to a new or add functionality within the coming year

technology platform by end of 2010

W We currently utilize our first or second
generation e-commerce and/or cross-channel
systems and have no plans to upgrade

Il We plan to upgrade to a new
technology platform by end of 2009

4 | CROSS CHANNEL STUDY 2008 | RIS



vide management insight through
analytics and business intelligence.
0f the executives surveyed, 35%
report having tight levels of integra-
tion with warehouse management
systems. On the other hand, only
15% report tight integration with
logistics or reverse logistics (in-store
pick up or returns, for example), and
only 5% have customer loyalty sys-
tems that can be accessed across all
in-store, Web, kiosk or POS channels.

Organizational Alignment
Quantitative research and face-to-
face interviews with retailers confirm
that organizational issues are one of
the more significant challenges in
evolving toward a cross-channel
retailing organization. Retailers are
making progress, however, as evi-
denced by the formation of either
specific executive roles with cross-
channel responsibility and authority
or executive teams that are focused
on cross-channel operations.

By the end of 2010, 61% of retail-
ers report they plan to have a dedicat-
ed executive or executive team whose
sole responsibility is cross-channel
operations. This does not mean, how-
ever, that the head of cross-channel
operations will necessarily have a
cross-channel title: the director of
marketing, COO or CIO are likely to
have primary responsibility for cross-
channel operations by 2010 in a
majority of retailers.

A sense of competitiveness
between a retailer’s various channels
can and does affect the success of
cross-channel initiatives. We found
that in many instances (48%) store
associates and management did not
receive any compensation or recogni-
tion for orders that originate online,
even when that store was responsible
for providing related services such as

R ;Ml

in-store pick up and returns.

In spite of these challenges,
retailers are making progress on the
organizational front and are embrac-
ing cross-channel as an integral part
of their strategy: last year 33% of
retailers indicated they didn't even

B0 oo cronecrinnne
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have an identified executive or
organization that owned responsibil-
ity for cross-channel operations.

Operations Integration
In general, retailers have done a fair-
to-good job of integrating their

Cross-Channel Executive Team

Does your company have or plan to have a dedicated executive or team
whose sole or primary responsibility is Cross Channel Operations?

=

34%

50%

B Other

No plans for a cross
channel executive/team

[l Plan to have a cross channel
executive/team by end of 2010

TOTAL < $100M

21%

31%

23%

$100M - $999.9M $1B+

M Plan to have a cross channel
executive/team by the end of 2009

I Plan to have a cross channel
executive/team by end of 2008

W Currently have a cross channel
executive/team

Aligning Store Ops with E-Commerce

How does your company provide incentives to store
management and associates for online orders?

Store management/associates
receive no compensation
for orders that originate online

Store management/associates share
online order revenue credit regardless
of geography or location

3% Other

Store management/associates
are compensated for orders that
originate in or are shipped to the
geographic area

Store management/associates
are compensated for orders that
are billed to accounts in their
geographic area
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cross-channel operations with back-
office applications (order manage-
ment, warehouse management and
inventory management). A majority
of retailers report tight or loose inte-
gration among these systems.

However, significant work remains
in integrating other critical opera-
tional or analytic areas with cross-
channel. Only 22% of retailers have
tight integration between their ana-
lytics and business intelligence sys-
tems and cross-channel operational
systems. Only 30% report tight inte-
gration with merchandising systems.

Inventory visibility and cross-
channel order fulfillment capabilities
also need improvement at most
retailers: 36% of retailers report hav-
ing siloed product visibility that lim-
its customers to purchasing a product
within the channel of their current
interaction. Only 14% have a level of
cross-channel operational efficiency
that allows the customer or associate
to have inventory and order visibility
across all available channels.

M-Commerce
Mobile commerce capabilities are
planned for 2009 or 2010 availability
by a majority of the retailers, but
only 12% report having mobile com-
merce capability today. Retailers did
report in terms of budget priorities
for 2010 that mobile devices for
either customer or store associate use
would be either the largest (21%) or
second largest budget spend (39%).
The level of integration between
cross-channel operational systems
and back-office systems for order
management, warehousing, data
warehousing and inventory manage-
ment will become increasingly criti-
cal as retailers look to improve mar-
gins by optimizing orders, inventory
and logistics.

~ B

While retailers are addressing cur-
rent challenges with customer-facing
channels today, the next challenge
looming on the horizon is to achieve
tighter levels of operational integra-
tion with these mission-critical appli-
cations and data repositories.

Investment Priorities
Investment and budget plans for the
next 18 months provide an interest-

R oo: crosecunne
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ing window into just how significant
cross-channel operations have
become for retailers. To support their
cross-channel initiatives, 21% of
retailers report 2008 budgets of $5
million to more than $10 million,
with the average budget, across all
retail sizes and segments exceeds
$2.5 million.

One of the more interesting find-
ings is the reduction in investments

Cross-Channel Inventory and Loyalty Visibility

Which of the following statements best describes your company’s inventory visibility and
cross-channel customer order fulfillment capabilities? (Greater than $1B in revenue)

Customers and associates have inventory visibilty across stores 36%
and can purchase and pick up a product from another store °

Customers can only purchase a product available in ®
the store/channel in which they are shopping 21%

Customers and associates have inventory visibilty across all -140/
channels and products can be ordered from any channel ©

Customers can gain, redeem and check status of loyalty rewards -140/
from all channels, including online, store kiosks and POS °

Customers can access company Web site in multiple 7%
ways, including online, store kiosk and POS °

Customers can, by working with an associate, gain visibilty into 79
and reserve products (but not purchase) in other store o

Cross-Channel Integration

What level of integration do you have between your cross-channel and e-commerce technology
platform and the following operational or back-office software packages?

Order management 40% 48%
Warehouse management 35% 40%
or data repository 35% 38%
Inventory management 33% 49%
Merchandising 30% 55%
Analytics and
business intelligence 22% 61%

Data warehouse

Logistics and reverse
logistics management

15%

B Tight

60%

B Loose None
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for Web site developments and
enhancements, an indication that —
possibly on the heels of effective
third-generation e-commerce engines
and better Web development tools
and environments— retailers have
gotten a good grasp on their Web
environments.

This investment appears to be
channeled, and increased, into other
areas that will provide greater cus-
tomer intimacy or better operational
and inventory management. It also
follows the insight that retailers are
implementing applications that have
measurable ROI over soft benefits like
look and feel of a Web site.

The largest cross-channel invest-
ments planned for 2010 are in the
following areas:

Analytics and business intelligence
Inventory visibility and customer
order fulfillment

E-commerce engines

Cross-channel merchandising

In-store Web stations and kiosks

Enterprise 2.0 and Web 2.0

Mobile devices (used by store

associate or customer)

Conclusion
Retailers are making significant
investments in the infrastructure,
technology and organizational
resources needed to support effective
cross-channel operations. They have
shown, in many cases, significant
progress in dealing with the chal-
lenges brought on by integrating e-
commerce, in-store, call center and
catalog, and kiosk-based channels.
While retailers are likely to con-
tinue their reliance on best-of-breed
or in-house developed systems, they
also recognize the need to almost
continually upgrade, enhance and
integrate these systems in order to
remain competitive.

Investment in new or emerging
technologies such as in-store
kiosks and mobile devices will con-
tinue, but the next challenge on
the horizon will be to invest in
tighter integration with mission-

. - 2008 CROSS-CHANNEL
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critical warehouse, order manage-
ment and merchandising systems
that will drive closer customer
relationships, effectively manage
inventories and product, and pro-
tect margins.

Cross-Channel Investment Priorities

Which of the following capabilities will be your largest dollar investments in 2008 vs. 2010?

0
Web site dvelopments and enhancements 6% 23%

Inventory visibilty and automated I 20%

customer order fulfillment 24%
N 17 %

E-commerce engine 18%

I 14%

Cross-channel merchandising 18%

I 14%

Analytics and business intelligence metrics 27%

i ]
Enterprise 2.0/Web 2.0 1?;/?%
I 11%

9%
I 9%

In-store Web stations and/or kiosks 18%

3%

In-store pickup and returns 12%

N 3%

Mobile devices used by store associates 9%

Demand planning across channels

: i 3%
Mobile devices used by customers 12%

M Largest spend today Largest spend in 2010

Cross-Channel Investment Plans

Approximately what is your company’s budget for software and services
to support cross-channel operations and initiatives in 2008?

$500,000 to $999,000 18%

1 million to $4.9 mill 10%
Sl il ° Average budget by revenue:
Overall: $2.6 million

85 million to $9.9 million - 8% Less than $100: $154 thousand
$100 million-$999.9 million: $1.6 million
More than $10 million _13% Greater than $1 billion: $5.7 million

10 | CROSS CHANNEL STUDY 2008 | RIS



2008 CR0OsSs-CHANNEL TECH
TRENDS STUDY SPONSORS

THANK YOU SPONSORS

EPICOR.|CRS FUﬁTSU

iCongo Microsoft

rpe




