Ingram Micro has applied a similar principle to a
more vertical market. Ingram, a large provider of
computer hardware to local resellers and VARs
(value-added resellers), will offer a new service:
hosting the e-commerce portion of its customers’
sites on its own e-commerce platform. Ingram thus
takes the challenging parts of an e-commerce site—
product-catalog maintenance and payment

D E F I N I N G
Whereas a site implemented to establish a base online presence may cost,
say, $50,000, one designed to provide seamless links to manufacturing and
suppliers will run you around $500,000. When you begin writing an e-commerce plan, you need to focus on the realities of your new enterprise. What are
your strengths and weaknesses? What type of server can you afford? Will it be
enough to keep pace with growth? Exactly how will you forecast growth? No
matter the scope of your site, certain fundamental project steps must occur. For
our sample budget below, we will assume a medium-size site hosted internally on
Unix RISC systems with real-time links to back-end systems.

Two-Year Horizon
Income Statement
Sales Forecast:
Incremental
Total
Revenue Forecast:
Transaction revenue
Gross revenue
Adjustments
Net revenue
Cost of goods sold
Commissions
Total cost of goods sold
Gross margin
Gross margin %
Variable Costs:
Development/maintenance
Account management
Marketing
Invoice costs
Total variable costs
Fixed Costs:
Operations
Database license
Internet span and domain
Quality assurance
Telco
Depreciation
Total fixed costs
Total direct costs
Margin
Margin %

Development

Year 1

Year 2

Total Project

—
—

$26,000
$26,000

$15,600
$41,600

$41,600
$67,600

—
—
—
—
—
—
—
—
—

$1,300,000
$1,300,000
0
$1,300,000
–$650,000
–$19,500
$(669,500)
$630,500
52%

—
—

$(15,000)

–$100,000
–$75,000
–$50,000
–$2,000
$(227,000)

–$100,000
–$75,000
–$50,000
–$2,000
$(227,000)

$(200,000)
$(150,000)
$(115,000)
$(4,000)
$(469,000)

—
—
—
—
—
—
—
—
—
—

–$50,000
–$12,000
–$2,000
–$30,000
–$12,000
$(146,667)
$(252,667)
$(479,667)
$150,833
–31%

–$50,000
–$12,000
–$2,000
–$30,000
–$12,000
$(146,667)
$(252,667)
$(479,667)
$1,600,333
334%

$(100,000)
$(24,000)
$(4,000)
$(60,000)
$(24,000)
$(293,333)
$(505,333)
$(959,333)
$2,420,667
252%

–$15,000
—

$2,080,000 $3,380,000
$2,080,000 $3,380,000
—
0
$2,080,000 $3,380,000
–$1,040,000 $(1,690,000)
–$31,200
$(50,700)
$(1,071,200) $(1,740,700)
$1,008,800 $1,639,300
52%
52%

stream—off the VAR’s hands, yet it will appear to
customers as if transactions occur on the VAR’s site.
Ingram thus deepens its ties to the reseller, adding
tangible service to a relationship previously based
solely on product availability and price.
Both of these new opportunities illustrate the potential of e-commerce, and why it’s important to analyze the economic fundamentals of your business
to see how you can apply them on the Internet.
Be aware that pursuing a new e-commerce clientele will change your organization in ways you may
not be able to anticipate. Every Web store is in the
information business. All online fulfillment transactions begin with the delivery of a token, ID or digital
receipt—even those online businesses that go on to
ship merchandise by traditional means. Companies
shipping physical goods likely will need to connect
their e-commerce platforms to an inventory or manufacturing system, and companies shipping strictly
digital goods will need to perform electronic software distribution or manage subscriptions.

WHO
IS
YOUR
CUSTOMER?
While both business-to-business and business-toconsumer e-commerce will need to support multiple
languages, currencies, payment methods and delivery vehicles, the business segment of your plan
should take account of fundamental differences between the two types of sites. For instance, to sell to
businesses, you must support purchase orders, and
you may need to work directly with the purchasing
management systems in customer organizations.
The need for integration is high; for customers faced
with thousands of products from many vendors, the
only thing worse than multiple paper catalogs is
multiple electronic ones.
Many teams study the issues of business-tobusiness versus business-to-consumer, and physical goods versus digital goods, and arrive at conclusions very different from initial assumptions.
Consider Ingram’s case: It’s natural to imagine its
service as a business-to-business application. After
all, its entire customer base is made up of VARs,
and all products are provided directly by manufacturers. However, Ingram’s solution really targets
its customers’ customers and thereby became
somewhat more service-oriented. It is imperative
to address such redefinitions early in the process.
Most solutions focus on either business-to-business or business-to-consumer. Picking the wrong
one can be a very expensive mistake.

Continued on page 75
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troduced a new role for an application specialist.
Previously, application specialists on the back end
dealt with ERP, HR or accounting systems. Any ecommerce site will require extensive hands-on system administration staff to install and maintain
storefront, catalog, EDI, tax and other applications.
Many project planners fail to anticipate the demands that e-commerce makes of the application
specialist and—wrongly—assume a part-timer will
do. After initial planning and installation, Murphy’s Law typically asserts itself and you will have
to upgrade while the site is still in development.
Load-testing will result in extensive research into
configuration parameters, followed by more loadtesting. In beta, some alerts will go unnoticed, requiring automated alarm response. After phase one,
the business manager will want to install an optional
subscription service module. A new product launch
will require a separate Internet domain. The administrator must create that domain, and register certificates and keys in the e-commerce package.
Meanwhile, a constant stream of new pages,
custom-code development, sales-tax changes, log
files, storefront price adjustments and other business policy changes need to be deployed, placed in
a version-control system and otherwise managed.
Still think you can get by with a part-time administrator or that the Web server administrator
Defining the Budget (continued)
Cash Flow Forecast
Operations:
Margin
Depreciation
Infrastructure:
Database licenses
Application server
Database server
Backup server
Network

Development

Year 1

Year 2

Total Project

—
—

$150,833
$146,667
$297,500

$1,600,333
$146,667
$1,747,000

$2,420,667
$293,333
$2,714,000

$(80,000)
$(20,000)
$(20,000)
$(20,000)
$(30,000)
$(170,000)

—
—
—
—
—
—

—
—
—
—
—
—

—
—
—
—
—
—

—
—
—
—
—

—
—
—
—
—

—
—
—
—

$297,500
$(142,500)

$1,747,000
$1,604,500

$1,604,500

—
—

—
—

—
—

Application:
Capitalized labor and R&D $(200,000)
Capitalized other
$(30,000)
Commerce software
$(40,000)
$(270,000)
Total Investment
$(440,000)
Net Cash Flow
$(440,000)
Cumulative Cash Flow
$(440,000)
Assumptions:
Transaction revenue
$50
Cost of goods sold
$25

$(440,000)
—

can develop the required skills? Think again.
Customer Service Staff. Responsibilities for
in-house staff include planning self-service features;
registering stores; managing passwords and membership data; determining how incoming customer
service calls and e-mails will be routed; and managing the settlement process (validating the deposit of
credit-card transactions to the merchant’s bank).
Likely targets for outsourcing include updating Webpage content; telemarketing; answering customerservice queries; and product fulfillment (shipment).
Account Managers. Every Web business will
need a demo, test and production site. Each will
have unique product, registration and configuration
data, and its own accounts, reporting, settlement
and change history. The account manager administers the flow of changes and revenue between sites.
System and Database Administrators. Plan
to add at least one staff member from each area
for at least the first year, if not for the life of the
project. The system administrator will require a
working knowledge of the selected OS(es), and be
responsible for maintaining the Web server. He or
she must know the steps necessary to create and
maintain a secure host by hardening each host OS
against break-ins.
The system administrator in general maintains
an optimal operating environment for the commerce applications in a 24x7 environment. All hardware and OS upgrades and preventive maintenance
are the sysadmin’s responsibility.
All successful Web sites have a successful database, but database administration is an often overlooked skill. In addition to development support,
data integrity and transaction control, the moderately progressive e-commerce site will manage database performance as volume grows.
Extensive personalization at your site will require
database extensions, custom code and integration
with external systems. Data mining and log-file correlation will be required for one-to-one marketing.
Network Group. Customers expect Web storefronts never to close. The network group is largely
responsible for 24-hour access, including estimates
for network load; ongoing monitoring; resolution
of network problems; analysis of load and projections; implementing designs for fault tolerance; and
vendor management for ISPs and telco.
Staffing requirements for e-commerce can be
overwhelming. Project managers are often torn between two extremes: It is good for the project to pay
its own way and fund all the talent necessary for a
successful implementation, but it makes economic
sense and helps staff development to amortize the
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