Beyond E-Retailing:
Combining Right and Left
Brain Thinking

Mike Lackman, CEO at PetFlow

Shop.org - Dallas, September 2016



What You'll Learn From This Session B PetFlow

» Equalize standards of incrementality between
investments in Technology and Ad Spend

» Practical case studies demonstrating how this
EXG M p l»es plays out in a limited budget environment

» Create operating practices that naturally
Cu U:u e harmonige Technology and Marketing teams
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Context PetFlow
Tech

* Proprietary e-commerce platform
« Modest tech headcount
- Heauy Saas reliance

Thin Margins

» 3" party commerce model (minimal private label)
« High shipping costs: Aug weight 30 Lbs

Profit Mandate

« Business is self-funded

* Investment in additional marketing or Cap-Ex entirely funded by
operating results
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Digital Eyeballs

More Expensive Than Ever

© Cost of Buying Impressions

Metric | 2013 | 2014 | 2015

cpc _H| $0.92

$1.02

$1.58

cPM _mll| $4.70

$8.81

$12.07

CPO ml| $10.44

$30.25

$44.50

CR B_. | 8.8%

4.7%

3.6%

e Hochman LLC, Nouv 2015

© Variable Cost to Fulfill Conuerted Sales

e  From 2013 to 2015:

 Free shipping up 40%+ to 69% of sales
* Importance of deals DOWN 6 points
* Importance of speed UP 4 points

* Morgan Stanley, 05/2016
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s % Transactions with Paid Shipping s Free shipping
# % Transactions with Free Shipping RIND Sales rc wFastehipping

Original Inbox

EZZ8 PetFlou

Tabbed Inbox

Percentage of e-Commerce Transactions

with Free Shipping
Source: comScore ¢-Commerce Measurement

02 Q3 0d
2014 2014 2014 2015 2015 2015

B Weekday Weekend

¢/0 Mailchimp

Percent of Respondents Selecting Each Factor as
‘Most Important’ for Online Shopping

Source: comScare Custom Surveys
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Why It Matters

B PetFL

a v
A B"E B I

Only 4 public chain retailers have generated meaningful margin expansion

while driving eComm growth

© Morgan Stanley Study, May 2016

® Winners:

e Expansions in Omni-Channel penetration between
2012 and 2015 corresponded to equal or greater
improvements to EBIT.

 Home Depot and Lowe's are winners here.

© Others;

e Same change in Omni-Channel penetration drives
commensurate LOSSES in EBIT.

 GNC, Bed Bath, Staples, Pier 1
@ The Difference

e Omni-Channel strategies that drive greater in-store
traffic improue revenue per customer while
sustaining fixed cost amortigation schedules.

 Winners trade at 25-50X; others trade at 7-19X.
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Margin Contraction vs eComm Expansion

W Margin Chg = eComm Chg

HD LOW COST ULTA
241x  273x  317x  48.6X

Winners: Weighted
Average P/E =28

WSM DKS GNC BBBY SPLS PIR
15.8x 19.0x 7.3x 8.9x 16.5x 15.9x

Others: Weighted
Average P/E =14



Turn the Tables

Where |s Marketing Spending Its Money?




Case Study: Live Chat EEES PetFlow
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Measuring Chat Returns

™ Cart & Checkout (1
fOUR CART 1 item(s) in W

| 1 |Onjen Adult Recipe 883599 | %
——! Dry Dog Food

Proceed to Checkout »

i e T

hes + Collars Beds + Crates

- —r— . - Orry's Mom, Victoria says
= View List | | &z View Grid Great choice! Wha's the lucky dog?

@ Today 11:16am

uality | Review Count | Best-Sellings | Prics

Your Price: $12.99

Quantity ‘ 1 gl

Status: ONLINE

Type something here _, W

Add to Cart

What the customer sees....
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B PetFlow

Behavioral Triggering

© Spend On Payroll Before Additional Media

e Until fully loaded cost of serving chat is greater than
cost of acquiring additional impressions

© Key Metrics

e 10-Day Return and Purchase Window:

e Our best triggers improue the likelihood of
organic repurchase by 50-250%

* Basket Variable Profit Net of Cost to Serve:
* -5% to +15%
e Cost of Acquired New Customer:

* Conuversion Lift on New Cust. Orders + Cost to
Serve

« $0to $5



Measure Incrementality BT PetFlow

Chat Triggers
California Natural Total
California Natural Engaged
EVO Total
EVO Engaged
Open Farm Total

Digital RSA's Measured by Conversation
Type
© Opportunistic Innovation Triggered by

Open Famn Engaged Behavior
Royal Canin Total
Royal Canin Engaged * Different behaviors compete for share of chat
Merrick Total resources
“,if,,,’”;:,ff?ﬁ;" * New chat behaviors compete with new media for
Kangaroo Engaged 0.00% 0.00% 0.00% 0.00% share of marketing dollars
Puppy Total
Py Engaged_ Chat Cost Profit Net of Chat 17%
e 50.12 50.10 50.15 50.25 $0.12
Explorer Page 2 Engaged |Chat Active/Offered 11 $182 4177 $167 $180
Add to Cart Total Not Active or Offered 50 $145 $149 $149 5149
Add to Cart Engaged Delta () (312) $33 $28 318 $31
Explorer Filters Total Defta (%) 100% 8% 16% 11% 17%
Explorer Filters Engaged Mew Customer Order and CAC
Coupon Failed Total Orders Mew Customers CPA CPO
Coupon Failed Engaged 24 7 $2.36 -$1.31
Login Total
Login Engaged
"Opportunities” Total
"Opportunities " Engaged
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Lifetime Value Prediction B PetFlow

Understand Real Per-Customer Contribution According to 3 Distinct
Dimensions of Variability

. « 10k+ Products
. X: Basket
Margin

- Broad Margin Variation by
Brand and Category

V& SlEel[8i=6 S . subscription (Yes/No, Interual)
Purchase « Traffic Source, Site Experience
Rate « Promotion Used, Geo Location

Z:Variable @@ Incremental Cost/Savings us

Fulfillment  EEul Pl
Cost » Independent of Loyalty

X
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Core Logic

Repurchase Rate As Key Variable

© Many Possible Explanatory Variables

e Challenge is to QUICKLY determine which ones are
actually driving repurchase behavior

* Greater speed in predictions means more rapid
feedback and improvement to bidding tools

© Rotating Playing Field

* Introduction of new influences on brand perception
and experience require frequent calibration of
predictive models. Major drivers include:

* New media opportunities
» Changing promotional strategy
* Relative price competitiveness

© Surfacing Data to Make It Useful

e Making granular data available to different parts of
the org was a key accomplishment
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Order frequency

Predictive analytics help characterize the
distribution of typical purchase frequencies
throughout the customer base

Customer lifetime

Algorithms identify when customers are
beginning to veer off of their typical purchase
cadence — showing signs of churn

Profit per order
Models help predict profit per order for
individual customers

Covariates enhance individual
customer predictions

Used coupon code
vpa2s on first order

\ Lives in Brooklyn

7

First purchase was

Blue Buffalo \ :

Acquired via Valpak

Has a gmail address

11
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Engagement e Ownership

Tech Is Just A (Crucial) Piece

© Equity Ownership
* |nvestment Mentality
© Transparent Accountability
 Bi-Weekly Stand Up Meetings
* Individual Dev Feature Ownership
* Financial Statement Granularity
© Curiosity Pre-Requisite
 Built Into Our Screening Process

© Creative Talent Management
e Motivational Impetus
* Self-Driven Stakeholder Engagement
* Demands Fewer Systematic Controls
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STmm,qaﬁe/zc_gf

Employees are always transparently
Rept in the oap on the company’s
plans and performance

We each own g piece of the busingss

Goal Dhiven

Being busy can't get in the way of being
sucressful. Moke time to set gools!

We are all challenged bo set gools
thot moke the business succeed ond
help us grow

| Its the company's job to giuve us the

tool (o ochieve our goa



AGILE Markreting Workplace

Speaking Tech’s Language

© What We've Left Behind — - e B
b SCO pe m ism G n G 9 em en t This Sprint PF-Marketing <% & TeamVisible & Burndown Chart « Show Menu 55

1 Blocked

5 Sprint (5/11-5/18) 10 In Progress 7 Done (5/11-5/18)

 Poor prioritization decisions

[—]
#260
16 Week AS Query

=

—
#233
Mixers & Toppers E-mail - RJ report
& Analysis

=c2 02 D AR

#250
PetFlow Blog - 3 posts Content:
Rescue Spotlight, Open Farms
Brand Spotiight, "Stay & Come"

#226
Brand Media Spend - Open Farms -
Welcome Series Creative and

Messaging Plan

e Lost time in hand-offs

* Long meetings

#243
ValPak Diagnostic

= 02 24 :-J"“ AB UG

#247
Brand Media Spend - Open Farms -
Welcome Series Creative Requests
Phase 1

rd.

#249
16 Week AS Customers

®» What We've Gained - 2

» Quantified productivity of team
resources

v

Add a ca

* Lower context switching costs
* Increased engagement from Product

Shop.org - Dallas, September 2016



No Substitute for Process

Contribution Profit ez CLTV
* Definition:
 Profit net of all variable costs
* Accessibility:
 Surfaced in every ROI evaluation
* Granularity:

* Factors basket contents, delivery
costs, predicted re-order frequency

Stakeholder Management S.O.P.
* RACI
* Responsible, Accountable
* Consulted, Informed
e Ouwnership is clear
* People aren't left out

Shop.org - Dallas, September 2016

Order Edit

Account Credit Balance: $ 0.00

(Less any orders that have not yet shioped or

Create Refund | Create Pomotional Credit

Order Number: 412

Program Number: 315

User: N@aol.com

Full Name: BARBARA |
Shipment ID(s): /137

Order Inveice Number: 1045270

Charge ID(s): 628
Lock Status: Unlocked

Process Date:05-17-2076
Est. Ship Date:05 17 2016

Weekly Email Campaign
Ordor's GA campaign
pPlem_2016.03.01_FleaTick_MAIN
pfem_2016.03.02_Merrick_MAIN
pfem_2016.03.02_Merrick_PFR
pfem_201R 13 03_NaturesRacipa_MAIN
prem_2U16.03.04_BLiyStucks_MAINTOD
pfem_2016.03.04_BullySticks_PFR-OD
pfem_2016.03.05_Health&Welness_MAIN
pfem_2016.03.05_Health&Welness PFR
pfem_2016.03.05_150erOFFG0_PFR
pfem_2016.03.05_AutoShip-Buyers_MAIN

pfem_2016.03.05_AutoShip-Non-

Buyers_MAIN
4

recently placed.)

Subtotal:

Flzt-Rate Shipping:

Sales Tax (NY/NJ/NV):

Total:

4 | Rovanue |placed, not of discounts)

$6,.303.79
§7.178.00
$2.610.29
$R.223.74
$14,410.43
§8,985.21
$6,152.34
$3.47° .02
$14,328.50
§7,540.26

$8.69°.71

B Pet

Shipping Billing Payment Data Margin

Order Total Pre-Tax Incl. Discounis: $531.99
Contribution Profit: $10.18

$61.99
50.00
tztus changes while viewing this order, refresh to
50.00 e
email optians
$61.99
Send custom email v Send Email
Email Content
Discounts Profitability Orders Creatod
$-063.80 $803.24 a7
§-735.54 §1,337.03 93
§-432.77 §5€2.63 44
{-79R._Ns $1.155.57 75
$-1,013.06 $2,381.33 174
§-611.47 $1,510.30 123
§-638.79 §1,237.35 74
§-341.00 §604.85 A1
$-3,103.66 §1,507.15 168
§-961.26 §1,842.61 26
$-1,1865.85 §2,072.54 95

AN

94.08

77,78

59.32

R7.4R

82.82

73.05

83.°4

24.66

85.19

87.68

91.49



What Do You (NOT) Have Time For? B PetFlow

. 2016 Week 20 Features 2016 Week 21 Features 2016 Q2 Features
CU rreﬂ CH Or POIH tS May 20, 2016 fWing6of6  Jun 30, 2016 Showing 40 of 40
W' o e ——
Capacity ' 11p r 25p Capacily 150p
3 EStlmOteS ror EOCh Plpel_lne Featu re Determ|ned Update 404 page i | Quhbit campaign echo for Canidae Good Deeds Modal Arrows Mot
Visible Against White backgrounds
b U PrOd u Ct G N d TeCh Place refer-a-friend banners on & I A/E Test Greenies Landing Page
user panels I | SEQ: remove temporary redireciz L
. . Open Farm Landing Page i
° MGnU OpprOGCheS to eSt|mOt|0n Qwick Reorder. Back End h SEOQ: <litle= and =description= o
. . | June Good Deeds Content tags
* NOT strict hours tracking SEO Cleanup
Order Edit Button Reason Codes Update & Mobify Suggesta
° Requires pOSt mortem re-COUbFO tion Extend Expiration Date on All 800 and Database Tables/Columns Product Page

Gilt City Coupons

. Most accurate ouer time I Redesign "Success” Alert on Add I Update & Mobify Privacy Palicy
© Financial Investment in Technology Measured Q) 702 Hormepage Nav Redirect
Straight from GL

Conversions Revenue p isitc UV event tD04:userbecame-r... UV event tD04:order:is-autos

 Either CAP-EX or total spend depending on business
priorities

Variation: Variation 1

© Currency

* Dollars Invested + Points Delivered = Cost per Point 7%

 Points per Feature * Cost per Point = Delivered Cost

© Testing

» Reliable testing around KPI's is critical

expected uplift range probability of uplift @

10%

Uplift

0%
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