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I. ELECTRONIC STOREFRONTS

Electronic storefronts are web-based services that allow you to create virtual stores, post a catalog of
products, calculate shipping fees, and accept online payments with virtually no programming
experience. Using only your keyboard and browser, you can point-and-click your way to a slick-
looking, revenue-generating website in minutes.

This does not mean putting together simplistic prefab designs and a few megabytes of web storage.
There are successful free and subscription services that offer flexible design options along with
reporting and marketing tools that enable you to establish repeat customers and generate new ones.

a) Key Advantages

Cost - A leading technology vendor in Canada stated that a small business can expect to pay
approximately $5 million for an e-commerce website. Today, virtually all electronic storefronts
can be set up for no more than a few hundred dollars a month; some are even offered for
free.

Ease of use - No special hardware, software, or computer training is required. An electronic
storefront can be set up using only your browser, mouse, and keyboard.

Highly customizable - These storefronts enable you to select from among dozens of
predefined design choices, add content, adjust colors and text, and insert pictures of
catalogue items. Pages can be viewed as you create them, and drop-down menus can be
easily added so that customers can choose a particular size, color, style, and other pertinent
information.

Surprisingly robust bundle of e-services -These include secure on-line transactions, site
submission tools, and surveys for attracting business. Most storefronts have inventory
manager functions which allow you to keep track of what you have in stock. Some storefronts
have invoice export tools which allow you to send customer purchase information directly into
other accounting packages.

Greater marketing clout and more traffic - As a member of storefront community, you may
participate in seasonal promotions or frequent-buyer programs, offer customers e-coupons
for merchandise, and tap storefront portal traffic.

Ideal for retail products, and business-to-consumer transactions.
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b) Key Disadvantages

You or your employees must do the work yourself.

Launching the site is just the start. The real work is maintaining, updating and marketing
the site consistently.

To accept payments online, you will still need a credit card processing service, or your
own merchant account. These can be acquired through your own bank, or from a bank
designated by the storefront service.

While you may accept online payments for free, there is an additional cost to process credit
card orders in real time (around $100 CAN/month plus 50 cents CAN per transaction).

Storefronts can be tricky to navigate, and awkward to use — especially for web novices.
Steep learning curve can be expected.

Your unique online identity may be compromised. On some storefronts, you are not so
much an individual business, as an "affiliate" or "associate," of a particular e-commerce
"community.”

Not designed for wholesale or business-to-business transactions as such, although can
still be designed to work with B2B applications according to your needs.

Not designed specifically for service companies’ transactions. Although, again, steps
can be taken for compatibility depending on what you require.

Most electronic storefronts are based in US. However, the number in Canada is steadily
increasing.

Limited usability. Some US electronic storefronts may have geographic restrictions imposed
which can mean limited usability for Canadian vendors.

Storefront prices and features change constantly. For latest and best information, consult
each storefront directly.

c) Categories of Electronic Storefronts

There are at least five major categories of electronic storefronts:

oD PR

Free brochure storefronts.

Free e-commerce storefronts.
Subscription e-commerce storefronts.
E-Auction storefronts.

Free Brochure Storefronts

Provide free promotional or brochure web sites, although no e-commerce functions are provided.

Freeservers www.freeservers.com
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Free e-Commerce Storefronts

No-charge, browser-based e-commerce site creators.
Bpath www.bpath.com

d) Electronic Store Front Tips: Free vs. Subscription

Advertising

Free: Some free storefront services make their money by placing ads in your store. Not only can
these ads be distracting to your customers, you usually have no control over what products are
advertised, so you may end up carrying ads for one of your competitors.

Subscription: Little or no advertising.

Hidden Costs

Free: Most free storefront services only offer a limited number of services free and then charge for what
they define as "value added services." Example: online credit card processing. Sometimes they'll insist that
you use their merchant account provider whose rates may not be the most competitive. In some cases,
your "free" store may end up costing you more than a subscription store.

Subscription: Fees are generally upfront, although some hidden costs.

Terms and Conditions

Free: The Terms of Service for free e-commerce providers tend to be fairly restrictive. For example,
they may prohibit you from placing links on your site to any other website. The provider may also
have the authority to close your store at any time without giving you any reason, notice or
compensation.

Subscription: Less restrictive terms and conditions.

Functionality
Free: While impressive, often lack detailed reporting systems, or customer personalization features.

Subscription: More robust functionality. For example: subscription sites offer the ability to run a
storewide sale. Can create a members-only area for top customers. Notify customers automatically
when back-ordered items come in. Can save customer order histories, track order shipments online,
and create profiles.

Customization

Free: Limited customization features.
Subscription: Higher ease of customization, but not necessarily easier to use than free storefronts.

URL
Free: Name of storefront service usually part of the URL.
Subscription: Unique URL usually available.

Inventory
a0
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Free: While rules vary, first 100 products usually free.
Subscription: In general, the bigger your catalogue, the greater the cost.

Business Stage
Free: Ideal for new companies and looking for an easy way to go online without a major financial
outlay.

Subscription: Typically used by larger, more established companies that are committed to e-
commerce for the long haul, and need more powerful service, support, and promotional tools.

Subscription e-Commerce Storefronts
Monthly fee-based, browser-operated, e-commerce site creators.

5click - www.5click.com

Amazon Zshops - www.amazon.com
CustomCart — www.customcart.com
DXShop - www.dxshop.com

eParcel Stores - www.canada-shops.com
HyperMart - www.hypermart.net
Storesense - www.storesense.com
Yahoo Store - www.store.yahoo.com

E-Auction Storefronts
Create your own free auction site or community where you can sell goods to the highest bidder.

Bidfind www.bidfind.com

Price: Free.

eBay www.ebay.com

Price: Insertion fee plus up to 5% of final value fee.

Yahoo Auctions www.auctions.yahoo.com
Price: Free for now.

Electronic Storefront Tips
Comparison of electronic storefront services:

You may accept credit cards without a merchant account using a credit card processing service. For
a percentage of the sale, they will handle all online billing functions from collecting sales taxes to
responding to billing inquiries.

Examples:
CCNow www.cchow.com
Clickbank www.clickbank.com
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Take adequate measures to prevent fraud. If you ship expensive items, be sure to use a service
that provides written proof of delivery such as Priority Courier, Xpresspost or Skypack. There will
always be customers who claim their package never arrived.

Look professional. Your job online is to inspire a potential buyer's confidence and convince them
that it is safe, easy, and more convenient to buy something on your website. Take the time to correct
all the grammar and spelling mistakes, and compare your site with those run by your competitors.

Provide accurate product information. Make sure your customers know what they are buying
before they place an order. If you sell books, indicate how many pages they have. If you sell videos,
give the running times. In short, don't surprise your customers. The more they know about your
products, the less likely they will be disappointed, and the less likely they are to return them.

Answer customer email messages within one working day. If people don't get quick responses
they will turn to your online competition — they’re only one click away.

Focus on customer service. While the popularity of e-commerce is increasing, many people still
have doubts about shopping online. On your site, provide a phone number for suggestions or
complaints, and send an e-mail confirming receipt of an order. By doing all this, you show visitors that
their satisfaction is your top priority.

Decide which category of electronic storefront is most appropriate for your business. Is it the
free brochure, free e-commerce, subscription e-commerce, e-publishing, or e-auction storefront
category? This will focus your thinking and more clearly define how best to take your business online.

Research all the electronic storefronts in a specific category. Whether you're interested in a free
brochure or an e-auction storefront, carefully scan all the leading services noted in the handout. Find
the specific e-commerce solution that's right for you, and get your business up and running on the
web.

Take responsibility. Although the storefronts make it easy to go online, you must still work hard to
make your online business a success. Build an attractive site. Advertise and promote your store.
Communicate with your customers. Provide great customer service. If you are willing to put in the
time, energy, and resources required to make your online store a success, the financial rewards will
follow.

II. Shopping, Shipping and Credit Cards

a) The Online Shopping Experience

Once customers arrive at your online store, they need to follow a certain procedure to ensure that
they place an order. By providing a step-by-step guide that walks the customer through the process of
placing an order, there is a better chance of them buying.

The first step is to find the product they want to buy. Directories and searches on your site should
make finding products easy. After customers have selected products they are interested in
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purchasing, the products are placed in a virtual shopping cart. It is important that your store is
designed such that customers have easy access to their shopping carts. Shopping carts are crucial to
online stores, so they are included in most template packages. Once customers have filled up their
shopping cart, they proceed to the checkout. Often visitors place products into their shopping carts
but fail to reach the point of sale to complete the purchase.

Why They Won’t Buy

There are several reasons why shoppers may suddenly decide not to continue with their Internet
purchases. Most revolve around the fact that sometimes customers do not feel comfortable doing
business with someone they cannot see. Customers have many questions:

Do you accept orders from anywhere in the world?

Are there countries to which you do not ship?

What forms of payment do you support?

How long does it take before an order will be shipped?

Can | cancel my order at any time?

When will my credit card be charged?

What name will appear beside the charge on my credit card?

For the most part, concerns are based on security, privacy, and exchange policies. Displaying
security guarantees, privacy, return and exchange policies at the beginning of the checkout builds
customer confidence. Additionally, displaying a telephone number for customer inquiries and making
sure someone can quickly handle the inquiry will build trust. You can also provide customers with
information about the credit cards and forms of acceptable payment. It also helps to let customers
know how long it usually takes for your business to process the order once it has been received on
your web site.

Security

Almost all transactions at the checkout require payment by credit card. To secure credit card
transactions on your web site and minimize fraud, there are two different technologies available: SSL
and SET. SSL (Secure Sockets Layer) encrypts credit card information as it passes through the
Internet minimizing the chance that the credit card information will be stolen. SET (Secure Electronic
Transaction) acts the same as SSL, except it allows verification of the person making the purchase.

Privacy

To address privacy, you can allow customers to register once and keep their mailing address and
credit card information on file. This approach will allow customers to make future purchases without
having to key in all of their personal information each time. As mentioned earlier, a privacy statement
also builds trust.

Exchanges

Commonly, web sites explain all policies related to the purchase. This includes specifying whether or
not a time limit on cancellations or refunds exists and whether or not a full refund, with or without
shipping charges, will be issued. Do you provide means to return defective products or damaged
goods? Less uncertainty means a better chance of completing the sale.
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b) Pricing, Taxation and Shipping

Once an item is placed in the customer’s shopping cart and taken to the checkout, the customer is
provided with a digital invoice that shows the product’s price, the applicable tax, and shipping options.

Pricing
The first decision that needs to be made is whether to price your products in Canadian dollars or
include prices in other currencies like US dollars. The approach you take depends on:

The types of products you sell

What your competitors are doing

Where your competitors/customers are located
What your customers demand

What happens if there is a pricing error on your web site? A policy on pricing and typographical
errors should be included in your web site’s legal terms and conditions. There have been several
cases where products were accidentally listed on web sites at several thousand dollars below the
correct retail price. In some instances, retailers have chosen to honour the incorrect prices rather than
upset their customers. An outlined policy on your web site should help deal with similar problems.

Taxation

Online taxation is a complex topic and should be discussed with an experienced professional.
Generally, the tax due depends on your customer’s location. For example, an Alberta customer is
only charged G.S.T., but a customer from Ontario will be charged G.S.T. and provincial sales taxes.
To simplify the process, template services have a built-in customer identification system to calculate
the proper tax automatically.

Shipping

When an order is placed, it is important to send a confirmation e-mail to the customer. A second e-
mail should be sent when the product is being shipped, informing the customer that the order has
been processed and sent. Confirmations are another important part of building a relationship of trust
and credibility.

Like other aspects of your store, customers will have many questions about shipping. Providing a
frequently asked questions (FAQ) page can help answer some common questions. Some common
questions include the following:

What shipping options do you offer?

How much does shipping cost?

How long do deliveries take?

Do you ship worldwide?

Are there any charges for customs duties?

Do you guarantee that your products will arrive in good condition?
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Can customers track the shipping status of their orders online?
Do you offer insurance on your shipments?

Besides frequently asked questions, your online store should provide customers with a thorough
description of shipping costs, as well as the different shipping methods that you offer. If you intend to
use Canada Post to ship your products, you may want to consider using Canada Post's e-commerce
module, eParcel (www.canadapost.ca/eparcel).

Other issues with shipping include the different fees that may have to be charged. When calculating
how much to charge for shipping, you should consider customs duties and brokerage and handling
fees. Brokerage fees may be applicable if you plan to ship to customers in the US or abroad. Make
sure that you fully investigate whether or not customs fees are likely to be levied on your products at
the border. You may want to charge handling fees, which are fees that cover all the activities that go
into preparing a product for shipping. Examples of additional costs are packaging materials, a copy of
receipt to be enclosed, wrap and sealing of the package, transportation of the shipment to a local post
office or courier depot. You should make sure customers know exactly how much they will be
charged before they place their order.

Finally, you may want to offer a value-added service to your customers by posting “You’re not too
late” banners on your web site, if you sell products that may be gifts for Christmas, Mother’s Day, or
Father’s Day. These banners can remain on your web site until the last possible shipping day.
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[ll. SELLING ONLINE

a) Planning for Success

As with most things in life, e-business success requires thorough preparation and hard work. Prudent
business plans involving e-commerce usually approach online retailing in following stages:

1. Establish a web presence for information and marketing purposes.
Offer a subset of inventory for sale online, often with reduced functionality.

Publish most (if not all) of their products online with real-time payment processing, inventory
control, and other advanced e-business tools.

Your e-commerce strategy may differ from this example, but the point is that you actually have a plan.
“I’'m going to sell (fill in the blank) online” is not a business plan.

There are many hard questions you have to ask yourself before you begin to sell online, many of
which are common to traditional retailing:

Is there a market online for my products?

Are my customers willing to purchase over the Internet?

What makes my products different from those of my competitors?
How will | attract customers to my website?

Will my full product catalogue be available from the start?

Will there be any customizations required for goods sold online?
Are my expectations realistic?

All business ventures involve risk, but the better you can answer these questions, the better your
odds are for success. Taking a phased approach will let you test the e-commerce waters while
minimizing your financial investment.

The greatest challenge that faces online retailers is convincing their customers they are trustworthy
and reputable. A clean, polished, and professional-looking
e-commerce website is the first step to gaining that trust.

How you present your products is also important. Product images should be clear and appealing, with
larger images available for closer inspection. In the world of online sales, clients cannot physically
touch, try on, smell or taste your products. So anything you can do to provide additional information to
buyers can make all the difference in generating more sales.
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b) Development, Design and Hosting

There are three types of people who can help you create your site:

1. A web designer who creates the look of the site.
2. A web developer or programmer who develops the functionality of the site.
3. Someone skilled in both areas.

Know what you need and who you are hiring. Your web designer is probably not the best person to
program the e-commerce portion of your site, because the programming involved to implement an
online store may be something that your web designer or developer is incapable of doing.

Always ask to see recent e-commerce websites that the developer has completed. Get a quotation for
the work, and find out what technology they will use to create the site. While it is not necessary for
you to understand all the technical issues involved in creating the website, it is essential that your
web hosting company be able to support the proposed site. This last statement is true of any type of
web presence, but it becomes extremely important when the site involves e-commerce.

Here are some other tips:

Don't get discouraged if you are not sure which solution is best, such as whether a
"database-driven site" is more appropriate than a "static HTML site.” That is why you are
hiring someone. It is their job to provide you with the pros and cons of various options.

Use common sense. If you are only selling ten products online, you don't need a costly
solution that is scalable to thousands of products.

Get quotations from more than one company and ask for references.

Avoid companies that use jargon or try to talk over your head. You are looking for a company
that explains things in a way that is easy to understand.

Most businesses have a uniqgue domain name, such as www.businessname.com for their website.
Without a registered domain name, your website’s address is typically
www.hostingcompany.com/~yourcompany or something similar. This is not the most professional
image to present to prospective customers, so a uniqgue domain name for your company is
mandatory.

c) Security, SSL Certificates and Privacy Policy
Security and SSL Certificates

Customer data security is one of the biggest perceived barriers to consumer confidence in e-
commerce. For many years, SSL encryption has been the standard to protect information that is sent
over the Internet. Businesses can purchase an SSL certificate, often called a Server ID, which is
bound to their domain name and installed on the web server by their hosting company. A Certificate
Authority (CA) issues a certificate that attests the company is who they say they are when customers
visit their website. While VeriSign is the largest and best known CA, there are a few others. SSL
certificates cost approximately $500, and need to be renewed every year or two.
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Do you need an SSL Certificate? It depends. Some e-commerce solutions use a third party to collect
sales information, in which case the third party would provide SSL encryption. If your site collects
personal data, you should seriously consider purchasing a certificate (with the help of your hosting
company). Providing customers with a secure method for entering their personal information can go a
long way in improving customer confidence.

Privacy Policy

As of 2004, all businesses in Canada became subject to the Personal Information Protection and
Electronic Documents Act (PIPEDA). It is highly recommended that your business draft a Privacy
Policy and post it on your website. This policy should outline how your customers’ personal
information will be gathered, used, and retained. Displaying your privacy policy online can foster trust
between you and your customers. We encourage you to examine other Canadian companies’ online
privacy policies to assist in drafting your own. For more information on PIPEDA, contact the Office of
the Privacy Commissioner of Canada at www.privcom.gc.ca.

d) Taxation and Duties

Taking orders over the Internet does not relieve you of your responsibility to collect appropriate sales
taxes. Consult both provincial and federal taxation authorities to determine what taxes, if any, should
be applied to goods and services sold online.

In general, goods sold from a Canadian company to a foreign customer are not taxable. Duties
become the responsibility of the buyer and are usually outside of your control. As you are essentially
exporting, consult Canada Customs to be aware of any export regulations that may affect your
products.

e) Shipping and Order Fulfillment

You have received the order and successfully processed the payment. Now you must ship the
product. Small businesses with limited inventory often handle all shipping themselves. For operations
with large inventory, partnering with a fulfillment house is often the preferred solution. Canada Post,
FedEx, and UPS, among others, offer advanced methods for electronic shipping and tracking.

Merchants often obsess about being able to charge the exact shipping costs for all international
orders automatically. Developing such a system is possible, but is it appropriate? Should you accept
orders from all corners of the globe? If so, it might be easier to charge a flat rate for international
orders that covers typical shipping costs, plus a little extra to cover the odd remote or more expensive
location. Is free shipping an incentive that will appeal to buyers? Should you hide the cost of shipping
within the prices? These are some of the questions to consider as you price your product and set
your shipping fees.

As with traditional business, providing exceptional customer service on the web is crucial. While good
business practices like quickly responding to customer inquiries should go without saying, the way
your company handles disputes and returns also impacts overall customer satisfaction. Disputes and
returns are inevitable in business, so you should decide how you will deal with them in advance.
Make sure your customers are aware of your return policy before they make their purchase.
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IV. Internet Payment Processing

Online payment processing refers to the purchase of goods and services over the Internet typically
using a credit card. The financial transaction is processed electronically in “real time.” The standard
process to implement real-time payment processing is:

1. To obtain an online merchant account for a particular credit card from a bank
2. To select a payment gateway that will process the credit card information
3. Tointegrate your website with the payment gateway

Throughout this document, the terms “payment processor” and “payment gateway” will be used
interchangeably, though payment processors often imply a direct relationship with a bank or financial
institution.

There are numerous variations on this model, such as a single company providing all financial
services. As with other aspects of business, we suggest leveraging your existing relationships first. If
you have dealt with a particular bank for years, approach them with your online requirements, as they
may offer attractive rates or streamline the startup process. Just keep in mind that their way is not the
only way, and that you may want to look into some alternatives.

For online retailers looking to add real-time payment processing to their website, the process can
often be confusing and time-consuming. This document will endeavour to answer the most frequently
asked questions received at The Business Link regarding payment processing over the Internet.
These include:

What is online payment processing?

How hard is it to implement online payment processing on my website?
What is an online merchant account, and how do | get one?

Can | offer methods of payment other than credit cards?

Should | get an American merchant account for U.S. customers?

| can’t get an online merchant account. What now?

What is PayPal?

What are chargebacks, and how can | prevent fraud in general?

a) Difficult to Implement?

If you have an existing website that currently displays your products, incorporating online processing
may not be too difficult or costly. Every online processor has different requirements for their
merchants, but in general, you need to add a “buy” button to your product or order page that will
direct buyers to the payment processor. This buy button will send information about you as a
merchant and the particulars of the order to the payment processor.

The actual purchasing process will either occur within the environment of the payment gateway, or
within your website if your payment gateway just acts as a true virtual point-of-sale device. We highly
recommend that first-time merchants use a payment gateway that will handle most or all of the
buyer’s purchasing process for you. This way you need not be concerned about providing a secure
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environment for buyers to transmit and later store their credit card information. And, it is much easier
to implement rapidly.

b) Online Merchant Accounts

An online merchant account is the standard merchant credit card account required to accept orders
online. Banks may refer to these as “card not present” transactions, and may call the merchant
account an Internet merchant account, Internet merchant number, or Merchant ID. Due to the
perceived risk involved with online purchases, banks require merchants to use accounts that are
approved for online processing. Even if you have an existing merchant account for your “physical”
store, banks will usually require you to get a separate online merchant account. Other than being
marked internally at the bank as an online merchant account, they are essentially the same as
standard credit card merchant accounts.

Obtaining an online merchant account is where many new businesses encounter the greatest
challenge in providing online payment processing. Banks will request your company’s financial
records for several previous years, and they may require you to post a bond as a guarantee against
loss from fraud and nonpayment. New businesses obviously do not have a financial history, so banks
will demand a thorough business plan with financial forecasts and a personal credit assessment of
the small business owner. If you think that it is going to be near impossible for you to ever get a
merchant account, keep reading as we will be exploring alternatives to this model.

Should I get an American merchant account for U.S. customers?

Cards issued by the company with which you have a merchant account are valid anywhere, so a
merchant account from a Canadian bank in Canadian funds can be used to accept foreign orders.
With foreign purchases, the buyer incurs the cost of any exchange rates, as the transaction will settle
in Canadian dollars.

Many Canadian banks offer U.S. Dollar merchant accounts. The benefit to having a U.S. Dollar
merchant account is that you can provide your American customers with the ability to purchase
without worrying about exchange rates. While there is a definite marketing advantage to this, you
should carefully weigh the benefits against additional bank charges before applying for a U.S. Dollar
merchant account.

What if you can’t get an online merchant account?

There are numerous benefits to having your own merchant account, but often the banks make it
extremely difficult for you to get one. Fortunately, there are other ways to process payments online. A
common solution is pay for access to a payment gateway’s “master” merchant account. Master
merchant accounts will handle all of the credit card transactions for all clients of the payment
gateway, as the payment gateway has put up a substantial bond to the credit card processor to
guarantee the sales through the processor. The upfront cost in time and money is much less than
when you obtain your own merchant account, but expect to pay higher fees per transaction than
normal. Another important downside is that all buyers will see the name of the master merchant as
the seller on their credit card statements, which could lead to confusion and potential credit card
chargebacks.
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A nice middle ground between using your own online merchant account or a master merchant
account is available through companies such as PSiGate (www.psigate.com) and InternetSecure
(www.internetsecure.com). In this model, the payment gateway will obtain a merchant account on
your behalf from the bank they do business with. Therefore, you will have an account in your name,
but will be restricted to using this account with that particular payment processor.

c) Can | offer methods of payment other than credit cards?

In Canada, most people are familiar with using debit cards through the Interac network to make
purchases through their personal bank accounts, and expect to be able to do this online. Some
payment processors allow people to provide bank accounts for use with online purchases, but this is
still not the same as using a debit card in the real world. While credit and debit cards physically look
the same, there are major differences between them that have resulted in a slow adoption of online
debit purchases by the banks (specifically, the way your PIN encrypts the information stored on your
card, and how this data is transmitted over the network). Until the logistics involved get worked out,
don’t expect debit cards to be offered as an online method of payment anytime soon.

PayPal

Arising from the popularity of eBay online auctions, PayPal (www.paypal.com) is quickly becoming
the dominant force in online transaction processing. PayPal originally started as a peer-to-peer
money transfer system for eBay auctions, but has now expanded for use as a payment processor for
any website. PayPal is attractive to millions of users, because: (1) it acts as a master merchant for
credit card processing; (2) there’s no cost to establish “seller” accounts; (3) it's relatively easy to
integrate into a website; (4) can be used to accept major credit cards; and (5), it has very competitive
transaction rates.

This low cost of entry into e-commerce has made PayPal a very popular and well-known solution for
payment processing. Leveraging the PayPal name on your

e-commerce website can lend credibility to your online activities, which is critical when attracting
customers that may be hesitant to purchase online. Recently, PayPal lifted its requirement for buyers
to have a PayPal account, thereby removing another barrier to new customers that may not have
understood or desired to open a PayPal account just to make a purchase.

To get started with PayPal, all that is required is a bank account for them to deposit funds received
from customers. You do not require an online merchant account to receive payment via credit card,
and PayPal also allows buyers to use bank accounts for payments besides the major credit cards.
Furthermore, PayPal provides limited fraud protection for both buyers and sellers, if certain criteria
are met. With all of these features and benefits, it is clear why PayPal has become a prime choice for
businesses looking to test the e-commerce waters.

What are Chargebacks and how can | prevent fraud in general?

Chargebacks are debits by your bank against your merchant credit card account due to errors in the
transaction, or more often, due to a buyer contesting the charges on their credit card. Chargebacks
occur in real-world transactions, but the anonymity of the Internet and lack of the cardholder being
present with a required signature makes online retailers more susceptible to having the bank issue a
chargeback against them. The process for disputing chargebacks is specific to each bank, but in
general, you will be required to prove every step of the sales process in a timely manner.
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Suggestions on how to avoid chargebacks are also valid for reducing online fraud in general:

Understand what existing technical measures are already in place to reduce fraud by your
payment gateway

Retain and require documentation for every stage of the sale

Respond to your customers in a timely fashion

Require human intervention for suspicious orders, such as international orders, mailing
addresses with PO boxes, and orders over a certain

amount of money

Consider using a shipper that can provide you with a signature for

proof of delivery

Find out if your payment processor provides some sort of seller fraud protection, and follow
their guidelines

Recently, Visa and MasterCard have each launched initiatives that aim to improve consumer
confidence in online retailing. “Verified By Visa” and “MasterCard SecureCode” are programs that
require cardholders to enter a PIN that confirms that you are the cardholder. This PIN is meant to
simulate having the cardholder sign the transaction, thus reducing your exposure to potential
disputes. Check with your payment gateway to see if they support either of these services.

2
E-BUSINESS: SELLING (03/2010) THE B U S | N ES S LINK

Alberta’s Business Information Service



17

V. INTERNET AUCTIONS

In the last few years, Internet auctions have become a very popular way to get rid of unwanted goods.
For small business owners, Internet auctions can be a cost-effective way to test-market products in
an online sales environment and to liquidate dated or overstocked merchandise.

In fact, the online auction business model has helped change the way micro-enterprises do business.
For the first time, home-based sellers are able to quickly connect to a global market at a price they
can afford.

eBay, the Internet auction market leader, currently has over 56 million active users. Among these
users are thousands of budget-conscious, home-based merchants around the world who now make
their living by selling products on eBay.

This Info-Guide is designed for beginners. It will explain how Internet auctions work and will outline
the distinct advantages small business owners can gain from using online auctions to sell their
products or services. It will address key issues to consider before getting started, and will provide
additional online resources to help you learn more about selling through Internet auctions.

a) Internet Auctions Explained

Internet auctions are often called online marketplaces. They bring buyers and sellers together on the
Internet for the purpose of trading goods and services.

Most auction sites do not actually sell any products or services that they own themselves. They
simply act as “hosts” or “facilitators” and provide the necessary structure for listing, displaying,
bidding, and paying for goods and services online. The auction site functions like a local farmer’s
market — it's essentially a meeting place to buy and sell goods that vendors have brought with them
from elsewhere.

Buying and selling processes differ, depending on the model of the online marketplace and the type
of goods and services being sold. For example, some auctions are by bid only, some allow sellers to
set fixed prices for their goods, and some offer a combination of both. Some sites ask buyers to name
their price and see if sellers will match it, and others ask buyers to request goods or services they
wish to buy.

Buyers may find items or services on an auction site by browsing through different categories, by
searching using keywords, or in some cases, by visiting an auction member’s affiliated store. Then,
they either bid on an item against other users seeking to purchase the same item, or they can choose
to pay a fixed price that the seller has set in advance.

The auction site makes a profit by charging fees to list a product or service, and/or by taking a
commission on each completed sale.

The eBay Factor

If you're reading this guide and considering using an online auction yourself, you’'ve probably heard
about eBay. The company is certainly a pioneer and leader in the online auction market. As one of
the fastest growing companies in history, eBay’s market share is reportedly at about 85%. An article
of clothing is sold on eBay every 3 seconds. A car is sold every 90 seconds. And 30,000 pieces of
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jewelry are sold daily. eBay does 23 billion dollars in annual transactions, and an estimated 400,000
people make their living through eBay.

eBay considers itself a peer-managed online “community” that encourages open and honest
communication among all its members. It is this community structure that drives eBay’s buying and
selling processes.

Other Auction Sites

Although eBay dominates the market, there are other online auction sites vying for market share —
such as Amazon and Yahoo auctions, Bidville, Ubid, and Liquidation.com. There are also variations
on the theme, such as Priceline.com’s “reverse auction” and Nextag.com’s “comparison shopping”
site. Some auction-type models are industry specific, while others offer services for sale such as
Elance Online outsourcing.

b) Advantages of the Internet Auction Model

The online auction model has distinct advantages over other forms of Internet sales. Understanding
the pros and cons of Internet auctions can help you decide whether they are right for your small
business.

Below, we’ve outlined some key advantages to online auctions:

The online auction is “open” to the world 24 hours a day. Bids can be placed by anyone
with Internet access at any time of the day or night. This makes the auction format highly
accessible to users in rural areas, for example, and incredibly convenient for buyers and
sellers in different time zones.

Excitement is generated around the bidding process which encourages people to buy
and sell. The online auction has been likened to gambling. For example, a bidder may get so
caught up in the excitement of the process that a “winning bid” may not be a means to an end
of obtaining a product, but may also, much like gambling, be an end in itself. And, as “playing
the game” can be as exciting as obtaining the product one is bidding on, online auctions
generate a loyal following of customers who thrive on the bidding excitement.

Auction sites provide a cost-effective way to market your product or service online.
Because of the convenience, accessibility, and potential for getting a good deal, online
auctions can readily attract large numbers of users making them a cost-effective way to
market your product and sell online. Because of the built-in, high traffic volume, online
auctions are probably the cheapest form of Internet marketing available.

There is a sense of community created through informal exchanges and feedback. The
auction is usually a more informal sales vehicle than traditional online sales. You’ll notice
“personalized” messages beside items for sale, and buyers and sellers leaving “feedback” for
each other to strengthen or erode reputations within the auction network. This tendency
towards peer management and social interaction helps to build an online community that
promotes a sense of “belonging” by connecting otherwise disassociated users from around
the globe.
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¢) Who Should Use Internet Auctions?

Online auctions can be a viable sales channel for small businesses who want to:

Gain quick and easy access to new markets online

Test-market a product or some aspect of their online business operations
or sales process

Liquidate excess products
Build a basic, cost-effective website
Market your product or service online economically

d) Getting Started

Take a Tutorial

Since the buying and selling processes on auction sites can differ significantly, it's important to note
that some of the best “how-to” information can come from an auction site itself. Most sites offer
comprehensive tutorials that outline how to buy, sell, collect payment, calculate fees and, in the case
of product-based sales, provide tips for packing and shipping. For eBay, it is common to find
workshops and seminars on “How to sell on eBay” in major cities.

Key Issues
Before you begin selling, here are some key issues to consider:

1.

Observe how others buy and sell

The first step in selling a product on an auction site is to buy something. Why? Because buying
allows you to observe how other sellers position and sell their products. You'll learn what kinds of
taxes they charge, how they pack and ship, and even whether they follow up with you after the
sale. Think of it as competitive intelligence.

By participating in your first online auction, you'll also learn how auctions work and how buyers
buy online. For example, did you know most bidder activity on eBay happens in the last few hours
and even minutes of an auction? As a seller, you'll need to be patient and understand that most
activity happens towards the end of an auction.

Determine what to sell

When you’re ready to sell, you'll need to be aware of user agreements — what you can and can’t
sell, the rules around listing and selling items, age restrictions, and so on. For example, drugs,
firearms, stolen goods, and some adult material are no-no’s on eBay.

Then, you'll need to find a niche. This is getting harder to do, especially on eBay as more and
more sellers have begun using the marketplace. Yet, it can still be done through research,
research and more research. Watch for completed items listings and hot items. Can you source a
similar product at a low price point? Look for trends you see in your own community. Can a local
trend be leveraged successfully online?

Also think about what you are good at and what you enjoy. For example, do you have a knack for
finding vintage clothing at bargain prices? Consider turning a hobby into an online business.
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If you are already operating a business, could a site like eBay be a viable new sales channel for a
local market that has been saturated? Could it be a channel to liquidate overstocked or out-of-
date products?

3. Selling to the US or overseas
As a Canadian selling products online, at some point you will have the opportunity to sell to
buyers outside the country. This is often the case in Internet auctions. For example, though eBay
allows its users to choose which regional sites they’d like to list their products on and where they
are willing to ship to, Canadians that choose to sell only to other Canadians risk losing out on a
majority market based in the US. Further, many other auction sites you'll find will be US based,
also with a majority US market.

For this reason, you’ll want to be aware of special regulations related to international sales and, in
particular, those for sales to the US. This way, you can determine whether the foreign market will
be viable for you, or whether it will be simply too expensive or time consuming to be worth your
while.

4. Positioning, fulfillment and logistics
The importance of comprehensive product or service descriptions, good photos, and strategic
category placements cannot be over emphasized. The online channel is akin to mail-order
catalogue sales. As a salesperson, you can’t rely on sensory persuasion (other than sight) to get
the sale, nor can you rely on the desire for instant gratification that often comes with in-person
shopping. Therefore, you need to provide your potential customers with as much information as
possible. A thoroughly explained, well-placed product with clear photos of the top, sides and
bottom of the item, will go a long way towards making a sale.

Also, be practical. Consider the logistics of shipping the products you choose to put up for
auction. Can you ship effectively at a reasonable cost? If so, before pricing your items for sale,
factor in sourcing, packaging, storage, and shipping costs.

5. Feedback and the importance of good customer service
Positive feedback is probably the number one factor in developing a successful business on
auction sites like eBay and ensuring repeat customers. On many online auction sites, customers
leave comments, or “feedback,” on seller performance. Every member on the site will have a
feedback profile. This profile is publicly available so that other site users can view comments left
by previous buyers about a seller’s customer service skills. Feedback is a form of peer
management and site policing and allows the community to vet undesirables and remain healthy.
Thus, negative comments are taken very seriously and will directly affect your sales.

Regardless of whether the auction site you choose uses a feedback model, providing good
customer service is a must. A strong service policy that puts customers first will ensure your
customers’ satisfaction and lead to high ratings.
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Tips for Good Customer Service

Identify the upfront and recurring components and related costs to develop and run your website
over a 12-month period:

Respond to customer enquiries promptly (within 24 hours) and use auto-responders to keep in
touch until you can respond personally

Remember the golden rule: the customer is always right — even when they
are wrong

Keep in mind that negative feedback can negatively affect your sales, so avoid it at all costs. If you
need to mediate using a third party, do so

Now that you’ve learned how online auctions work and the advantages they present for small
businesses, you'll want more resources to help you get going. Below you’ll find some online
resources that can help you learn more about specific aspects of online auctions:

More Resources

Take an eBay tutorial at eBay Explained
http://pages.ebay.ca/education/

Get free news and resources for online auction users at Auction Bytes
www.auctionbytes.com

Learn about the most popular form of taking payment online at Pay Pal
www.paypal.com

Consider using dispute resolutions services such as Square Trade
www.squaretrade.com
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VI. E-PURCHASE FOR BUSINESS

The Internet is a valuable tool for marketing and selling to customers across town or around the
world. It also provides an abundance of buying and cost saving opportunities. According to a recent
survey of professional purchasers by Purchasing Online magazine, the web offers a wide range of
significant purchasing benefits. For example: Faster sourcing, new sources of supply, improved
comparison shopping, lower overall operating costs, lower prices paid, more control over spending
and inventory, and more efficient use of sourcing personnel who can be made available to work on
tasks that have more long-term strategic value to the organization.

The web offers professional purchasers a diverse range of online buying forums with varying levels of
features, complexity and cost. While many of the web sites listed below are U.S.-based, they can be
reached by a large and diverse international audience. Canadian firms need to explore, not only, the
buying opportunities available to them on these sites, but opportunities to register as suppliers on the
web-based services, in order to expand their global reach.

a) Supplier Websites

The most basic e-tools for a business buyer are the web sites of companies that provide the goods
and services the purchaser seeks to procure. Usually free to buyers, these web sites offer
background information on the company, list the products and services on offer, and a set list of
prices. In some cases, the web sites provide marketing information only, and buyers must procure
the goods or services listed on the site either in-person or by using traditional telephone, fax, or mail.
In other cases, the web sites are e-commerce enabled, and the buyer may purchase the goods and
services online.

Pros: Usually free to buyers.
Cons: The web sites may be difficult to locate on the web.

Examples: Virtually any company web site that promotes or sells its products and services online.

b) Online Catalogues

These are product indexes that provide a searchable directory of products and services from a variety
of suppliers. The catalogues often include product photos, detailed specifications, and price
comparisons.

Pros: One-stop shopping source for an industry or product category.
Cons: Prices are sometimes pre-negotiated and static.

Examples:

Thomas Register at www.thomasregister.com
Digikey at www.digikey.com
Grainger at www.grainger.com

Newark Electronics at www.newark.com

McMaster-Carr at www.mcmaster.com

Global Computer Supplies at www.globalcomputer.com
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c) Vertical and Functional Marketplaces

Often administered by a third-party firm, these are an aggregation of buyers and suppliers in both
vertical and functional markets. Vertical marketplaces serve a specific industry. Functional
marketplaces focus on providing the same functions or automating the same business process
across different industries. The e-catalogues are usually highly focused, and provide in-depth content
and supplier information.

Pros: Broader supply base, and lower search and transaction costs.
Cons: Prices are sometimes pre-negotiated and static.

Examples:

VerticalNet (a community of vertical markets) at www.verticalnet.com

Band-X (telecommunications) at www.band-x.com

Sword CTSpace (project management) at http://www.sword-ctspace.com/
Employease (employee benefits administration) at www.employease.com

IMX Exchange (mortgages) at www.imx.com

MRO.com (maintenance, repair, and operating procurement) at www.mro.com
PlasticsNet (plastics) at www.plasticsnet.com

c) Auction Hubs

Much like standard auctions, these are online electronic sales in which an item is sold to a bidder who
has offered the most money for it. Types of auctions include commodity auctions (oil, natural gas,
electricity), independent auctions (first-run and surplus manufacturing goods), and private auctions
(geared toward re-sellers and dealers, rather than end users).

Pros: Better prices and matching, particularly for used capital equipment, perishable capacity, and
one-of-a-kind and non-standard items.

Cons: Suppliers can misrepresent themselves online, so are unable to fulfill orders.
Examples:

EBay at www.ebay.com
Freemarkets Online at www.freemarkets.com

iMark (used capital equipment) at www.imark.com.
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e) Buy-Side Systems
These are web-based procurement applications hosted by the buying organization. The purchasing
management set and enforce buying rules, and source from preferred suppliers.

Pros: Reduces cycle times, builds leverage with fewer suppliers, automates administrative tasks and
integrates with back-office systems.

Cons: Very expensive ($250,000 - $5,000,000) to implement, and complex to manage.

Example:

Government purchasing organizations including The Alberta Purchasing Connection at
www.purchasingconnection.ca and Merx (a Canadian government procurement online gateway)
at www.merx.com

f) Trading Communities

These are hubs maintained by a third-party technology vendor where multiple buyers and suppliers
from a variety of industries conduct business and transactions online.

Pros: Provides e-commerce opportunities for smaller firms, eases catalogue maintenance for
suppliers with a publish-once model, and does not require buyers to invest in costly buy-side
procurement software.

Cons: Few suppliers currently offer service.

g) Buyer Cooperatives

These pool groups of buyers who collectively negotiate improved terms and lower prices for a product
or service. The more people who agree to buy a product, the lower the price will go.

Pros: Lower prices for selected products.

Cons: Buyers may have limited control over the times when products are purchased in bulk, and how
they are delivered.

Software such as "bots" or automated shopping agents will soon proliferate on the Net. These
software robots will not only search out deals on behalf of buyers, they will be authorized to make
purchases automatically if they find the right combination of prices and features. Within the next five
years, your phone might instantly sort through rates as you place a call, and choose the lowest rate
on the fly.
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Other Useful Resources

Beanstream (http://www.beanstream.com)

Caledon Card (http://www.caledoncard.com)

E-xact (http://www.e-xact.com)

Global Payments (http://www.globalpaymentsinc.com/canada)

InternetSecure (http://www.internetsecure.com)

MasterCard SecureCode (http://www.mastercardsecurecode.com)

Moneris (http://www.moneris.com)

Payment Services Interactive Gateway (PSiGate) (http://www.psigate.com)

PayPal (http://www.paypal.com)

Verified By Visa (http://www.visa.ca/verified)

WorldPay (http://www.worldpay.com)

Canada Business: Services for Canadian Businesses
www.canadabusiness.ca

Canada Revenue Agency: www.cra-arc.gc.ca

Alberta Finance: www.finance.gov.ab.ca

Office of the Privacy Commissioner of Canada: http://www.privcom.gc.ca

Office of the Information and Privacy Commissioner: www.oipc.ab.ca

Retail Council of Canada: www.retailcouncil.org

Shop.org: www.shop.org

Take an eBay tutorial at eBay Explained: http://pages.ebay.ca/education

Get free news and resources for online auction users at Auction Bytes
www.auctionbytes.com

Learn about the most popular form of taking payment online at Pay Pal
www.paypal.com

Consider using dispute resolutions services such as Square Trade
www.squaretrade.com

Carroll J. & Broadhead R. Selling Online, (Macmillan Canada: Toronto, 1999).

Tiernan, B., E-tailing, (Dearborn: Chicago, 2000).
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