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Introduction

In early March 2000, Jeffrey Steinberg (MIT Sloan, SM ’91) was reevaluating his marketing plan for MotherNature.com.  Steinberg, the Chief Marketing Officer, joined MotherNature.com 13 months earlier.  During that period, the company had been successful raising capital, building a well-known online brand and recruiting a solid management team.  MotherNature.com was considered one of the front-runners to capitalize on the huge online health market.  Furthermore, during the Christmas season of 1999, e-commerce sites had begun to fulfill the sales expectations that had long fueled bullish investing in web-based ventures.  However, despite improved sales figures, stock prices fell during the first quarter of 2000 for firms in both the health-related market as well as touted e-commerce players such as Amazon.com, Buy.com, and Pets.com.  Like their counterparts at these firms, management at MotherNature.com began to turn its attention to long-term prospects and profitability.  Steinberg continued to focus his efforts on three areas:

· Methods of attracting and retaining online customers

· Development of a marketing plan that offer high Returns On Marketing Investments (ROMI)

· Creating, using, and modifying models to quantify Customer Lifetime Value (CLTC)

Company overview

MotherNature.com (http://MotherNature.com) is a leading online retail store and information site for vitamins, supplements and minerals, or VSM, and other natural and healthy living products.  Through its combination of content and commerce, MotherNature.com was poised as the preferred destination for consumers interested in natural and healthy living products.  The company is headquartered in Concord, MA and had recently opened a large distribution center in Springfield, MA.

History

MotherNature.com was founded in December 1995 under the name Mother Nature’s General Store.   During the first three years of operations, the founders established distribution channels and their presence on the Internet.  Also, they opened the first customer service and distribution center, developed relationships with suppliers of vitamins and other natural health and beauty products, established the private label for such products and developed and maintained their website.

In 1998, the company focused its efforts on growth and becoming the market leader in the natural health and beauty products space.  To achieve this, the founders would need significant amounts of additional venture capital and a seasoned and respected management team.  With the additional funds and talent, the firm sought to expand its business, improve the website’s infrastructure and technology, and promote the brand.  In June, the company changed its name to MotherNature.com and closed their first round of venture financing for approximately $6.5 million.  In October of 1998, Michael Barach joined MotherNature.com as the CEO.  Barach, who holds graduate degrees from both Harvard Business School and Harvard Law School, was previously a partner at Bessemer Venture Partners and specialized in e-commerce.

During 1999, MotherNature.com continued to add to the previous year’s successes.  In February, Steinberg joined the firm.  In June, the company closed one of 1999’s largest venture rounds of $42 million from such venture capital firms as CMGI, Morganthaler, North Castle Partners, BancBoston Ventures and Bessmemer Venture Partners.  By September, MotherNature.com had over 160 employees.  To close the year, MotherNature.com went public, selling 4.1 million shares at $13 per share and raising $53 million.

The Opportunity

The following paragraph is from the MotherNature.com IPO prospectus:

The vitamins, supplements and minerals market is projected to grow as the "baby boomer" population becomes increasingly concerned with aging and disease, preventative health care and natural products. Sales of vitamins, supplements and minerals totaled approximately $8.9 billion in 1998 and are forecasted to grow at a compound annual rate of 13.3% to $16.6 billion in 2003, according to Packaged Facts, a consumer products market research firm. As research studies have indicated the health benefits of vitamins, supplements and minerals, the percentage of U.S. adults who take vitamins has increased from 43% in 1993 to 56% in 1998, according to Packaged Facts. We believe there is also a large market opportunity for us in other natural product categories beyond vitamins, supplements and minerals, including personal care products, household products, non-perishable foods, organic coffees and teas, sports nutrition, cosmetics, baby care products and pet care products.

In mid-1999, Jupiter Communications predicted that the online health care market would reach about $1.7 billion by 2003.  In addition, the online market specific to Vitamins and Herbal supplements would reach $434 million in that same time frame.  The analyst for Jupiter, David Restrepo, also felt that other conditions made the online market for VSM players particularly favorable and that sales for these products were likely to migrate to the web more rapidly than other health care products for several reasons.  First, many products in the VSM market have been purchased historically through catalogs, making web purchase a natural progression.  Second, VSM products do not serve immediate needs (as opposed to prescription drugs) and therefore speed is less important to customers.  Finally, VSM products are likely to be purchased repeatedly, which also makes online purchasing compelling.  Given historically high acquisition costs for online customers (particularly in maturing net spaces like healthcare), this could prove to be particularly valuable.  On a final note, Mr. Restrepo concluded with a prediction that MotherNature.com would likely be acquired by one of the large content sites in the online healthcare space.

Strategy

Also from the IPO prospectus, here is a basic outline of MotherNature.com’s strategy:

· Promote the memorable MotherNature.com brand name through an aggressive advertising campaign, including a national television campaign that commenced in late August 1999;

· Establish MotherNature.com as the trusted authority for vitamins, supplements, minerals and other natural and healthy living products through our marketing efforts and our informative and authoritative content;

· Capitalize on the inherent need to replenish vitamins, supplements and minerals by promoting repeat and complementary product purchases;

· Enlist and provide financial incentives for other businesses in the healthy living industry, such as health care providers and health clubs, to refer their customers to our site;

· Provide quality customer service and rapid product delivery through our in-house order fulfillment facility, which we are expanding in order to increase inventory levels of popular products; and

· Expand our international presence in order to establish MotherNature.com as a global brand.

Marketing Efforts

As of December 1999, MotherNature.com’s marketing efforts took several forms.  Offline, or traditional advertising was done in print, radio and television.  Specifically, they targeted major urban centers such as Boston, New York and San Francisco through each of the aforementioned media.    Radio ads featured the voice of actress Blythe Danner as “Mother Nature.”  Television advertising for MotherNature.com aired during traditionally highly rated events, such as the Emmy Awards and the U.S. Open Tennis tournament.  

Online advertising consisted primarily of search engine keywords and permission-based marketing and emails through incentive programs such as Mypoints, Netcentives, and Coolsavings.  MotherNature.com also provided incentives for health care providers and health clubs to promote VSM products and refer patients and members to the website.  Other marketing efforts included targeted newsletters and direct mail, special offers, and public relations events.  On April 15 9tax day), MotherNature.com sponsored “Stress Relief for a Taxing Day” in Boston, New York and San Francisco.  Return filers were given samples of Kava Kava, a private label product that works as a natural stress reliever.

Mothernature.com was consumed by the customer experience.  They made extensive use of data mining techniques, with two full time employees inferring information about their customers’ habits, preferences and site usage.  In addition, they periodically observed users on the site in an effort to better understand their experience.  Twelve Internet novices examined the site critically every three months.  Analysts considered their deep customer knowledge among the most sophisticated in comparable e-Commerce firms.  As a result of these efforts, the site ultimately offered four ways to shop (product category, lifestyle, medical problem, and brand).  Also, a simpler site was added for true first-timers.  Conversion rates increased ten-fold from .2% to 2%, and 1% for first-time visitors.

Central Marketing Issues

Methods of Attracting and Retaining Online Customers

In “maturing” online markets (those that have a substantial number of large, established players, such as health e-Commerce) customer acquisition costs are higher than those in less developed, less competitive markets.  For players in mature online markets, the “low-hanging” fruit has already disappeared, and the cost of attracting new customers increases sharply as competitors seek to steal each other’s market share.  Moreover, companies’ marketing dollars must not only attract customers, but also successfully convert those customers from site-browsers into purchasers.  In addition to finding cost-efficient ways to attract 

new customers and convert them buyers, companies must also focus on retaining the customers they have already spent their marketing budgets to acquire.

Developing marketing plans that offer High Returns on Marketing Investment (ROMI)

Once an online company has determined appropriate customer acquisition and retention budgets based on its CLTV models, it can begin to develop advertising, direct marketing programs, incentives, partnerships, and promotions to meet its marketing goals.  However, the company may not know which of these programs will meet those goals and which will fail. Further, the company must decide which of these programs should be launched in the online world, and which should be offered offline.  Although a multi-tiered marketing program may offer great success in targeting customers, it may also make it extremely difficult for a company to quantify the ‘soft’ (non-commerce) impact that it programs have on its business (such as greater brand awareness, increases visits or time spent on the site, etc.).  Finally, companies must choose marketing efforts that are in alignment with their desired corporate image.  For example, MotherNature.com must balance its reputation as a trusted repository of health information and “green” products with its need to offer promotions and sell its products.

Creating models to quantify Customer Lifetime Value (CLTV)

Familiarize yourself with the spreadsheets that Jeffrey Steinberg has provided as sample models for quantifying different aspects of CLTV in MotherNature Files.xls.  Look at the sheet called “Static Model” to understand how all aspects of marketing – Price (necessary spending, average $ spent), distribution (conversion rate, retention rate), communication (cost per click) and product (gross margin) become integrated into CLTV models.  The shaded cells are inputs that you can manipulate to see how each of these variables affect key marketing metrics.  We have included hypothetical inputs (not necessarily reflective of MotherNature.com’s business), but we strongly encourage you to challenge these assumptions.  

Questions

1. In the battle of Green ($) vs. Green (environmentally friendly), how can MotherNature.com strike the balance that will maintain its image as a trusted brand while actively seeking and promoting to customers and strategic partners to help it grow?  What must the company NOT do?  In this context, what kinds of marketing programs would help MotherNature.com beat its competitors?  What innovative strategies (promotions, alliances, web site modifications, segmentation, product expansion) could the company develop that would help it make a profit while not breaking the marketing budget?

2. Looking at the Customer Lifetime Value Model, you can see how each input affects your Cost Per Acquired Customer, Cost Per Retained Customer, Cost Per Click, etc.  Looking at all of the variables (inputs) that affect the effectiveness of your marketing expense, which of these variables (inputs) would you tackle first and why?  Given your understanding of MotherNature.com, what could they do to improve the ROMI?

3. Imagine that you are a member of MotherNature.com’s Board of Directors in March, 2000.  You understand the challenges that are facing the company and must now evaluate the options proposed from the class discussion.  Your money and the fate of the company are on the line.  What options will you support?

Additional reading

From the Industry Standard:


http://www.thestandard.com/article/display/0,1151,5476,00.html

http://www.thestandard.com/article/display/0,1151,3418,00.html
From the Red Herring:


http://www.redherring.com/insider/1999/0128/vc-vitamins.html

http://www.redherring.com/insider/1999/0610/vc-health.html
IPO prospectus:


http://www.sec.gov/Archives/edgar/data/1076055/0000927016-99-003916-index.html

                             MOTHERNATURE.COM, INC.

                                 BALANCE SHEETS

                 (in thousands,except share and per share data)

                                  (unaudited)

                                           December 31,     March 31,

                                               1999           2000

                                            ------------    ---------

             ASSETS

CURRENT ASSETS:                                                     

     Cash and cash equivalents               $ 44,152       $ 34,710

     Accounts receivable                          183            246

     Inventories                                2,251          1,864

     Prepaid advertising and other expenses     7,593          2,367

                                              --------       --------

               Total current assets            54,179         39,187

Property and equipment, net                     2,194          1,936

Intangible assets                              14,908         13,252

Other assets                                       93             81

                                              --------       --------

               Total assets                  $ 71,374       $ 54,456

                                              ========       ========

       LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES:                                           

     Accounts payable                        $  1,925       $  1,304

     Accrued expenses                           3,018          2,446

     Accrued compensation                         364            989

     Other current liabilities                     29             24

     Current portion of capital lease obligations  68             69

     Current portion of notes payable              16              9

                                              --------       --------

        Total current liabilities               5,420          4,841

Long-term portion of capital lease obligations    226            209

Other liabilities                                  32             39

SHAREHOLDERS' EQUITY:                                               

Common stock, $0.01 par value:                                      

     Authorized 93,300,000 shares; issued and                       

     outstanding 15,118,198 and 15,119,556 shares                   

     at December 31, 1999 and March 31, 2000,                       

     respectively                                 151            151

Additional paid-in-capital                    133,784        133,432

Deferred compensation                         (1,879)        (1,390)

Accumulated deficit                          (66,360)       (82,826)

                                              --------       --------

                Total shareholders' equity     65,696         49,367

                                              --------       --------

Total liabilities and shareholders' equity   $ 71,374       $ 54,456

                                              ========       ========

                           STATEMENTS OF OPERATIONS

               (in thousands, except share and  per share data)

                                  (unaudited)

                                         Three Months Ended March 31,

                                         -----------------------------

                                         1999                  2000

                                    --------------        --------------

Net sales                             $      251            $     4,079

Cost of sales                                224                  2,911

                                    --------------        --------------

     Gross profit                             27                  1,168

                                    --------------        --------------

Operating expenses                     

     Selling and marketing                 2,553                 13,644

     Product development                     880                  1,748

     General and administrative              647                  2,720

                                    --------------        --------------

     Total operating expenses              4,080                 18,112

     Operating loss                       (4,053)               (16,944)

                                    --------------        --------------

Interest income                               72                    497  

Interest expense                              (9)                   (19) 

                                    --------------        --------------

     Net loss                         $   (3,990)           $   (16,466) 

                                    ==============        ==============

Basic and diluted net loss per         

     common share                     $    (5.82)           $     (1.09)

                                    ==============        ==============

Shares used to compute basic

     and diluted net loss per 

     common share                        685,656             15,118,578

                                    ==============        ==============

Pro forma basic and diluted net 

     loss per common share            $    (0.58)           $     (1.09)

                                    ==============        ==============

Shares used to compute pro forma 

     basic and diluted net loss 

     per common share                  6,894,362             15,118,578

                                    ==============        ==============
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This case was revised by Ben Gibbon under the supervision of Professor Glen Urban.  It is intended as the basis for class discussion rather than to illustrate either effective or ineffective handling of an administrative situation.  Copyright( 2000 MIT Sloan School of Management.
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