InSite Marketing Technology (C)

Silknet Software Inc. expanded its Web and E-mail customer-management portfolio to include E-sales and E-marketing last week with the $21.5 million stock purchase acquisition of InSite Marketing Technology. The acquisition will make it possible for Silknet, which previously offered primarily customer-service technology, to encompass all of a company’s interaction with its customers, whether they are E-commerce transactions, E-mail marketing messages, or support requests.

Silknet press release, October 11, 1999 

Kana Communications, Inc. (www.kana.com), a leading provider of online customer communications solutions for marketing, sales and service, and Silknet Software Inc. (www.silknet.com), a leading provider of customer-centric e-business applications and systems, two of the industry’s fastest growing public e-business software companies, today announced the signing of a merger agreement valued at $4.2 billion dollars. This represents one of the largest e-business software mergers to date. With this merger, Kana will take online customer communications to a new level by adding Silknet’s comprehensive customer-facing e-business platform and applications to Kana’s existing solutions for marketing, sales and service. Customer-facing applications are unique in that they allow customers, including consumers, employees or partners, to view their relationship with an e-business such as their preferences, support requests, sales questions and order status. E-businesses will be able to rely on Kana to proactively connect customers and partners together, increasing revenue, decreasing costs and building customer loyalty – fundamentally changing how e-businesses relate to their customers. 

“Kana and Silknet share a common vision in building an e-business platform that focuses on the customer,” said Jay Wood, CEO of Silknet Software. “Kana’s industry leading online customer communications solutions, combined with our unique customer-centric e-business applications and platform, delivers a powerful means for our customers to proactively interact, transact and communicate with their customers. The combined products will provide the platform for linking business-to-consumer and business-to-business functions within an e-business.” 

Kana press release, February 7, 2000

Since the start, InSite Marketing Technology has been changing. On October 5, 1999, Silknet Software, Inc., Inc., headquartered in Manchester New Hampshire, acquired InSite Marketing Technology. InSite became a wholly-owned subsidiary of Silknet Software. On April 19, 2000, Kana Communications, Inc., headquartered in Redwood City California, announced that had completed the acquisition of Silknet Software, Inc. InSite became thereafter a subsidiary of Kana Communications.

Stefania, former CEO and President of InSite Marketing, is currently Vice President of the Innovative Relationship Strategies group at Kana Communications. She has transitioned from InSite to Silknet and now to Kana. In her own words: “I have been in different acquisitions and mergers over my 20 years of experience and some of them were a disaster. The Silknet acquisition was going extremely well and now the Kana acquisition is going the same way”. 

The original InSite Advisor has also changed somewhat. Kana offers the Advisor as part of its integrated products (see Exhibit 1 for Kana’s description of the Advisor). In the transition from InSite to Kana, the product has acquired a tool set. The tools set allows the Advisor to be more quickly installed for a new client.

The Advisor’s installed customer base has changed as well. CompUSA “fired” JILL
. CompUSA cancelled the advisor primarily for financial reasons. According to Stefania: “ CompUSA is in financial trouble, and the Advisor was viewed as a discretionary expenditure. CompUSA closed down a major SAP project the same day they removed a number of other elements from their Web site. Nonetheless the Advisor was working well: I believe that Jill at least doubled the conversion rate
 for the notebook buyers but there was no reliable data to confirm it. The measurement mechanisms on CompUSA’s side were not in place.”  

While CompUSA was displacing the Advisor, ProFlowers.com, headquartered in San Diego California, was creating and adopting Emily. Emily is a sales representative that uses Kana’s Trusted Advisor to help customers select the most suitable flowers for their needs (See Exhibit 2 for Emily’s presentation).

Kana Communications, Inc. (NASDAQ: KANA) today announced that ProFlowers.com, the premier Internet-based flower company, is using Kana Advisor to develop a virtual sales assistant based on Kana's Trusted AdvisorTM technology. Profllowers.com is one of Kana's top-tier customers, integrating the advisor technology with its use of Kana Response, Kana's market-leading email management application. This advisor improves the customer experience at ProFlowers.com, building a relationship with each user based on trust and personalization. 

Using Kana Advisor, ProFlowers.com has created a proprietary Virtual Shopping Assistant that interacts with users in a confidential manner to enhance their buying experience while building a more personal relationship. Their virtual sales assistant, Emily, guides customers through the various products and then matches recommendations with the customer's needs. The process is as intimate and personal as a local flower shop, and available for every customer, with no waiting, regardless of how many simultaneous visitors shop at ProFlowers.com.

"As the leading online flower merchant, ProFlowers.com is committed to providing customers with the very best online shopping experience possible," said Kin Lo, Strategy and Product Development Manager for ProFlowers.com. "Kana enabled us to develop a unique Virtual Shopping Assistant for our site. When you arrive on our site you can discuss with the sales assistant what your needs are, such as the nature of the occasion and or genre of flowers you are looking for. Our sales assistant can then recommend products that fit your needs." 

"Everyone remembers the feeling of walking into the local flower shop and being able to have the sales person create that perfect bouquet for that special occasion," said David Fowler, vice president of Marketing for Kana Communications. "With Kana Advisor, ProFlowers.com gives users that same feeling and personal care through their web site. This personalized experience not only lead you to the right flowers, but you do it in a in a quick, easy and fun manner." 

Kana Press release, May 30, 2000

Emily has been productive for Proflowers.com
. In Stefania’s words: “Fortunately, this is a scenario where the merchant does an adequate job of measuring their own results that we have real data to prove this. Proflowers.com records the consumer behavior on the Internet and that allow us to compare conversion ratios.”  The advisor seems to be paying off the investment. As Stefania explained it: “At the current utilization, Emily will annually sell about 2 and a half million dollars of bouquets that otherwise ProFlowers.com would not have got
. The return on the advisor depends on the utilization, i.e. how many customers actually use Emily. We had to help Proflower.com to make the advisor more visible and accessible within the website”.

In mid-October 2000, a dot-com that provides counsel to help relocating individuals pinpoint the specific neighborhoods to which to move was almost ready to launch their Kana Advisor. In addition, another computer retailer was extremely interested in implementing a Kana’s advisor on its website. Managers at that retailer had seen Jill on CompUSA’s site and were anxious to have a sales agent on their website. However, the overall sales of the Trust Advisor are still low. Sales are not taking off (see Exhibit 3 for a study on trusted Advisor adoption). To increase the pressure on sales, there are many competitors on the Advisor space but no one is taking the lead so far (see Exhibit 4 for Kana’s Advisor competitor list). 

To remove one concern raised by prospects – namely, long implementation times – and boost sales, Kana has developed tools to automate the implementation of the advisor. Implementation involves adapting the Advisor for each product or service category and each merchant. Each category, such as flowers and computers, requires the advisor to have specific content and behave differently in response to buyer inputs. With these new tools, Kana has reduced the implementation time from 18-20 weeks to 45 business days or 9 weeks. This new approach has a lot to do with the acquisitions, as Stefania explained it: 

““There is always a dichotomy in the software industry: product businesses and consulting businesses. Most companies have some proportion of each, but Wall Street typically wants product companies to have at least a 70/30 product/consulting revenue mix. At InSite, we had too much of the consulting, and might have ended up with a 50/50 mix. To implement an advisor we took between 18 and 20 weeks. At Silknet, the implementation of their products took 8 to 10 weeks and at Kana even less: 2 to 4 weeks. We have developed our tools to decrease the consulting time and effort for Advisor implementation. Now we can get the Trusted Advisor up and running in just 45 days. We have a more scalable product. By the way, this is much better than what we understand our competitors have – they still take much longer.”

The tools have decreased the human resources effort required in each new implementation. Kana is now able to sell the Advisor for a $135,000 license fee
 and $75,000 installation cost. 

Kana is optimistic that the Trusted Advisor will sell. Kana’s managers count in the product new pricing, the proven success at ProFlowers.com and the size of Kana sales force for sales to boost up. However, there is still high uncertainty on the future of the Trusted Advisor. Stefania knows it: “We expect sales to happen. We want sales. But we are not sure of the customer response. We do not know whether we are overdoing the advisor, making it too complex, and whether the market is ready for the product. Would a simpler model be the one that works
? Are we targeting the right customers?”

Kana managers want the Advisor to be integrated in their overall product suite. In Kana’s agenda B2B is a top priority, so Kana is figuring out how to position the Trusted Advisor in this new space. In fact, Stefania is a member of a task force in charge of defining the positioning and architecture of Kana’s complete product offering in the B2B arena. Stefania Nappi dedicates a considerable amount of her time on this and she is encountering interesting challenges for the Advisor as she has expressed it: “Does the Trust Advisor idea apply in B2B? Would sales in this new space explode finally? How would the requirements from the product differ? Who are going to be our customers in this space: the marketplaces or the infrastructure players? How should Kana price the product? At this moment we have more questions than answers on how to tackle this market. ” Kana is already positioning the solution for BtoB. Kana had initially developed their software solution to improve marketing, sales and services in BtoC sites. The same solution with changes in technology can be applied in the BtoB arena. BtoB websites could eventually use the Advisor to interact with customers. The questions Stefania faces are: “How do we position the advisor in the BtoB space? What changes must we implement in the technology to satisfy this new market? How does behavior differ between consumer and business? And what would be the advisors’ value proposition for BtoB sites?”

In November 2000, Kana hoped the sales of its Trusted Advisor would finally take off. However, it was increasingly clear that Kana could not afford to discontinue the Advisor, even if sales were not large. From a “market-texture” point of view, Kana needed to be able to say that it had an advisor offering, since all Kana’s competitors are launching or have announced similar capabilities. Nonetheless, Kana and Stefania are of course doing their best effort to convert the Trusted Advisor into a financial success, not just marketing terms. The goal for the 2001 was to sell 100 Advisors. In Stefania’s words: “I think that's high for the first "real" year of sales, but you never know. Kana likes to set very high internal goals and try hard to meet them.”

Study questions

1. Why did not the advisor sell rapidly at Insite, Silknet and Kana? Will the new tools and approach correct it? Will sales of Advisors increase in the future? Are there any other possible applications for the Advisor Technology?

2. What changes would you recommend for the product and services in the B2C space? 

3. How would you position the Advisor in the B2B Space? What changes in the product & service would you make? What segments would you attack?

Exhibit 1

Kana Advisor acts as a company's virtual sales force on the Web site, enabling customers to become engaged in interactive exchanges that reveal needs, preferences and expertise-level. Based on the customer's behavior, Kana Advisor develops insights into unique customer requirements and dynamically renders content based on individual responses. This realtime, personalized model helps lead customers to the purchase decision that is most appropriate for them, which in turn builds customer trust. 

Sophisticated artificial intelligence in Kana Advisor recognizes not only what the customer would like to buy, but also how the customer would like to buy. It matches the customer with a virtual assistant who consults with the customer in realtime about buying the right product. 

Kana Advisor allows companies to treat each shopper as though they "know" him or her personally, without requiring shoppers to identify themselves. This mirrors the positive experience one has when shopping at a local store where the owners are familiar with their customers. Kana Advisor even tailors the style and content of interactions in a way that is similar to how a human sales person operates. In fact, it's like having your best sales person ready to close the sale any time of the night or day
Exhibit 2
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Exhibit 3

The Kana’s Advisor competitors are:

E-solutions companies that have Advisors

· ATG, Inc. (www.atg.com) 

· XFI Corporation (www.xfi.com) 

· Ask Jeeves, Inc. (www.askjeeves.com) 

· Brightware, Inc. (www.brightware.com) 

· eGain communications Corp (www.egain.com)

· Convergys Corporation (www.convergys.com) 

Smart Agents:

· NativeMinds, Inc (www.nativeminds.com)

· Artificial Life, Inc. (www.artificiallife.com)

· Personalogic, a division of America Online, Inc (www.personalogic.com)

· Extempo Systems Inc. (www.extempo.com)

· Digital Animations Group plc (www.digitalanimationsgroup.plc.uk) 

· Frictionless Commerce Incorporated (www.frictionlesscommerce.com) 

· Active Research Inc (www.activebuyerguide.com) 

Exhibit 4

On Spring 2000, a team of 4 MIT- Sloan’s MBA student interviewed different e-merchants to understand their perception and adoption behavior of the Trusted Advisor. They identified the following points as crucial in the low adoption of the Advisor on the market:

· Customers are satisfied with status quo of the web for their products 

· The web provides objective information

· Product attributes are difficult to verbalize/categorize

· Current status quo avoids channel conflict with sales representative

· Companies can serve customers through “FAQ” and “Search” functions

· Customers adopt other concepts

· Push-oriented marketing gives more control on the output

· Collaborative filtering – end-user perceive it to be more fair (users trust more other buyers than the merchant itself)

· Other form of personalizing websites (Broadvision platform)

· Home made Advisors

· Customers do not perceive the Benefits

· The Trusted Advisor technology is complex and difficult to understand

· The time needed for the Advisor to have an impact on results is too long for internet

· Data to support the benefits of Advisor is hard to obtain and measure

· Customers perceive high costs

· Implementation time is extremely long

· Price is high and there is no reason for such high prices

· Customers are afraid of hidden costs (upgrades and maintenance)

· Customers are afraid of high dependence on Kana (Kana actually holds the applications)

The team also investigated the buying decision of e-merchants on Advisors:
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The price is high for the benefits the Advisor provides


Implementation takes too long














Advisor will not actually increase conversion rate


The model is too complex for customers


There is no data to justify the effectiveness of the Advisor


No clear gains in the short-run














Push-oriented marketing is more effective and  a more compelling story


End users prefer collaborative filtering (suggestions from other users)











Product information is already enough and adequate


Product characteristics are difficult to articulate and explain











Is the cost Fair? Is implementing the Advisor worth it? 





Are there significant and measurable benefits form implanting the Kana’s Advisor?  





Is the Advisor the most compelling concept to sell the product and improve efficiency?





Will the product benefit from a virtual agent. Is the product adequate for an advisor concept?








This case was prepared by Sebastian Pereira.  The case was written as a basis for class discussion rather than to illustrate effective or ineffective handling of an administrative situation. Copyright c 2000 by the Massachusetts Institute of Technology Sloan School of Management.


� Refer to case InSite Marketing Technology (A)


� Conversion rate: Percentage of shoppers that become buyers, i.e. customers that buy as a percentage of all customers that browse the website


� The actual conversion rate can not be disclosed but Kana holds strong evidence that the conversion rate for users that go through the Advisor is higher than those that don’t


� 2 million and a half is obtained by multiplying the increase in conversion rate, the utilization of the advisor, the number of pageviews and the average spending per user. 


� License fee covers 5,000 advisor sessions per day 


� Simpler model: just an unexplained recommendation based on aggregate data, e.g. Amazon.com gives you a list of recommended books to buy after a purchase based on customers’ past behavior, and does nothing to sell any of the recommendations to you or explain why they might be interesting to you.
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