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Premium brand site boo.com burned $167 million (US) on advertising and a lesson for burgeoning dot-coms. 

Online retailers were spooked by the recent collapse of British-based fashion site boo.com, which squandered millions on of its venture capital funding on marketing. According to a Canadian Internet industry analyst, they ought to be scared.

"I think there'll be a shake-out over the course of the year" among cyberspace-frozen retailers, predicts Jim Westcott of IDC Canada Ltd.

"One of the lessons of boo.com is that pure-play companies are going to find it really difficult to compete against the bricks-and-mortar companies that have an Internet presence."

Nevertheless, Valu-net Corp. of Toronto went ahead last month and entered the highly competitive consumer computer products market with Computer Discount Depot.com. Competitors include chain store Future Shop and the Canadian branch of Onvia.com Inc.

But Computer Discount Depot president David Taylor said Future Shop is an electronics store with "some" computer goods, while Onvia, which has moved from Vancouver to the U.S., is aimed at small businesses. Computer Discount Depot's niche is the Canadian consumer, he said.

He agreed that having physical stores can be an advantage to a retailer, if a goal is pulling people there. CDD aims to serve Canadians who want a site where they can order products and have them sent to their homes easily.

While he acknowledged CDD will have to develop its brand, Taylor doesn't have much cash to waste on advertising. He has a budget of $700,000 at the most, and will use it for targeted marketing.

Most online companies overspend because they're after awareness, he said, not targeted awareness.

Boo.com's failure doesn't bother Taylor. The basic rules of business are the same online as on the street, he said. If your product strategy doesn't make sense but you have 50 million people on your site, you're losing money on all of them.

Many online companies, like boo.com, feel compelled to buy market share. But with stock markets and venture capitalists shying away from retail dot-coms, the category has been struggling with capital lately.

The toy industry has been particularly hard-hit, with U.S. media giants Viacom International Inc. and Walt Disney Co. closing their Red Rocket and Toysmart sites respectively.

Boo.com liked to call itself "the leading international online retailer of active sportswear and street wear."

It offered over 30 brands through a multilingual, multi-currency site. Leading-edge three-dimensional product photography allowed customers to "spin" items from all angles, while a virtual dressing room allowed them to try products on mannequins.

It also promised free delivery within five days of order and free returns in Canada, the U.S. and Europe.

A 24-hour, multilingual call centre, staffed with "specially-trained representatives with distinct knowledge of sports, fashion and the unique needs of boo.com's target customers," was also part of the package.

"With boo.com, it seems like there was an endless pit of money being tossed in there to get brand awareness up," said Westcott.

"If there's no physical stores, that money has to be spent in droves. I don't think that situation can last much longer."

Therese Torris, an industry analyst at Forrester Research Inc. in Stamford, Conn., echoed that view in a research note.

While the study was focused on Europe, the boo.com flameout serves as an example to other online entrepreneurs and investors who want to avoid a similar fate, she wrote.

Within six months, the company had flushed away $167 million (US) in first-round financing on communications. That included $35 million in TV, radio and fashion magazine ads, she said. Meanwhile, sales growth failed to meet expectations.

Ironically, according to Forrester, its leading-edge technology played a role in boo.com's downfall.

The fancy 3-D imaging needed high-bandwidth access to make it useful. Although it became simpler and faster, it had developed a reputation for being slow and cumbersome. Eventually, other retailers added 3-D presentation and virtual try-on applications to their sites.

According to Torris, boo.com's failure left three important lessons: ¥ Marketing cannot make up for poor execution. While 3-D product presentation was initially unique, management was unable to deliver the type of relentless innovation that makes other dot-coms successful.

¥ Online shoppers are tough customers. Forrester data shows most online shoppers have no retailer loyalty. Visitors unhappy with a sluggish site will leave and not return.

¥ There's no such thing as a free lunch. Investment strategists such are only now discovering that the market capitalization of many dot-coms is out of sync with cash flow realities, Forrester believes.

Investors have to focus on business fundamentals such as quality of management, competitive advantage and hard assets instead of back-of-the-napkin business plans and hopes for quick profits.

There is a Canadian footnote to the boo.com story.

The failed company's fancy technology and intellectual rights are now in Canuck hands. They were bought by Bright Station PLC of the U.K., a recently purchased division of Toronto-based Thomson Corp. - publisher of the Globe and Mail - from boo.com's liquidators for a sum rumoured to be in the low six-figure range.

The technology will provide a consumer outlet for Sparza, Bright Station's business-to-business e-commerce technology operation.

"This technology will greatly enhance the number of potential customers for our e-commerce business, as we can now offer solutions to the entire supply chain," Dan Wagner, Bright Station CEO said in a news release.
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