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EXECUTIVE SUMMARY

The expansion of book superstores has put substantial pressure on small booksellers. Significant
economies of scale exist in book retailing and the largest retail chains have been able to capture these

and expand their market share.

I ndependent bookstores have nonethel ess managed to survive by competing in markets that are not
dominated by retail chains. Many independent booksellers have maintained their existing businesses

by exploiting prime geographic locations, specialization and niche markets.

Hundreds of independent bookstores have established on-line stores. Barriers to entry on-line are
low, but these markets are more concentrated than traditional land based markets. A high percentage
of saes have been captured by the largest on-lineretailers. In traditional retail markets, geographical
location can provide a competitive advantage to smaller retailers who may not be able to compete
with larger retailers on such factors as price or the number of titles stocked. Customers often choose
to shop at smaller stores because they are conveniently located to their home or workplace. The on-
line retail environment is less hospitable to small retailers because they are largely unable to use

geographic location as a competitive advantage.

The impact of on-line commerce has varied across different segments of the market. Many small
antiquarian booksellers have benefitted from the emergence of auction sites and rare book search
engines. Those independents engaged in mail order sales have found on-line retailers to be formidable
competitors. On-line independent stores selling a wide selection of books have had difficulty
competing with the richer content and lower prices available on the Sites of the major on-line retailers.
The academic textbook market may be more suited to smaller retail operations because the needs of

student customers are determined locally by the specific course offerings at particular schools.

There are many aspects of Internet markets that are favorable to small businesses. Internet commerce
service providers have substantially reduced the technical difficulty associated with setting up a
database driven web Site cgpable of handling commercid transactions. There are important synergies

iv



between traditiona retail operations and web based eectronic commerce. Many independent
booksellers have found that an on-line presence can serve as a useful mechanism for promoting
traditiond retail activity. Traditional retail operations may also serve to reduce marketing costs for

on-line sites.

Affiliate marketing can provide on-line small businesses with some of the advantages that location
provides off-lineretailers. Large Internet retailers often derive as much as 30% of their revenue from
affiliate relationships with other sites. A number of small retailers are using affiliate marketing,

although there is currently little data to eval uate the effectiveness of these programs.

I nternet commerce enhances the market for niche players. Accessto large markets via the Internet
may make possible the emergence of speciaized “gnatagory killer” retail sites, if such sites can
differentiate themselves based on content and service. Stores serving very specialized consumer
markets might not be able to attract enough customersin a particular geographic region. The Internet
makes it easier to serve very tightly defined customer groups by aggregating thin demand across a

broader customer base.

While the cost of getting on theweb islow, there are other barriers to effective competition by small
businesses. The expense involved in marketing a web site can be a significant barrier to entry for
smdl busnesses. Economies of scale in advertising, branding and cross-selling provide competitive

advantages to large on-line retail operations.
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1. INTRODUCTION

The retail book market has undergone significant concentration in recent years. The four largest
booksellers control approximately half of retail book sales. An American Booksellers Association
study found that the sales of independent book stores declined by 9.4% between 1996 and 1997,
while sales at the four largest bookstores (Barnes & Noble, Borders, Crown and Books-A-Million)
increased. The rapid growth of Amazon.com in the last two years suggests that el ectronic commerce

may lead to further market concentration.

The increasing concentration of the industry has been a concern of many small booksellers. They
have argued that the co-operative advertising polices of some publishers have given the big box
retailers an unfair competitive advantage. The aggressive expansion of the book superstore chains
have chalenged many independent booksdllers who have struggled to adapt their retail formats. On-
line competitors such as Amazon.com and BN.com have aso emerged over the last two years as
significant competitors. Severa hundred independent booksellers have gone on-line and a number

of independent on-line stores have found that they can compete on-line.

Thisreports describes the state of competition in the retail book industry, both on-line and off-line.
The report relies on secondary data as well as anecdotal information gathered from interviews and
industry publications. The purpose of this effort is to highlight those aspects of the competitive

environment that impact the ability of small businesses to compete in this market.

Office of Advocacy, U.S SBA 1 Small Business Survival In Competition
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2. INDUSTRY OVERVIEW

Theretall book industry is currently in the midst of major restructuring. Between 1994 and 1997 the
market share of the four largest retail chains grew from 34.2% to 45.2%." More recently,
technologica changesin the publishing industry and the emergence of the Internet as a sales channel

hold the potentia to spark even more fundamental changes in this market.

Publishers, wholesalers and retailers each play somewhat different roles in bringing books to market.
Publishers purchase content from authors and package and promote this content to bookstores.
While the Internet has alowed some authors a channel to promote their own books, most authors
aren't established enough to fully exploit this. Many believe that the Internet holds great promise for
publishers. They arethe owners of content and the Internet will allow them to distribute and market

this content more efficiently.

Book retailers can order books directly from publishers or from wholesalers. Wholesalers provide
one source for arange of titles. Additionally, wholesalers are able to fulfill orders faster. Publishers
typically take five to ten days to fulfill orders while book wholesalers can ship orders the same day

they are received.?

Libraries and bookstores aso turn to wholesalers to save time and money on the ordering process.
A book order might consst of a number of titles from different publishers. By ordering from asingle
source, retailers can save time on order processing, shipping and invoicing. Wholesalers also provide

title databases that allow purchasers to easily check on the availability of back list and forthcoming

'American Booksellers Association, http://www.bookweb.org/home/research/stats/389.html

Mutter, John. “Wholesale Change at Baker & Taylor”. PublishersweeklyOnline, May 31, 1999

Office of Advocacy, U.S SBA 2 Small Business Survival In Competition
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titles. Other value added services, such as electronic ordering, prepublication announcement

information and catalogues are also provided by wholesalers.

Retallers arethe last leg of the digtribution process. Traditional retailers provide a physical store and
display the booksin an gppealing format. Smadll traditional independent bookstores offer personalized
sarvice. Staff can often make recommendations based on their persona knowledge of the customer.

Small independent bookstores have faced three waves of retail competition.

In the 1980's, retail chains challenged independent bookstores. Retail chains, such as B. Dalton,
Waldenbooks, Hudson Pickwick and Booksmith, typically built storeswith 2,000 to 3,000 square feet
of space. These stores tended to be located in shopping malls and were focused on the best sellers.
They offered information systems capable of locating books according to a number of different

references. Those books not in stock could be electronically ordered.

In the 1990's, book superstores emerged as an even more formidable retail competitor. Crown,
Borders and Barnes & Noble built stores with approximately 12,000 to 36,000 square feet. These
stores stocked more than 275,000 books and had 160,000 titles available in their database from
approximately 7,000 publishers.?

Online retailing is presenting independent bookstores with a third wave of competition. This
competition has extended the traditional forms of competition further. Online retailers have offered

greater selection and more aggressive discounting.

The suggested retail price (SRP) of books provides retailers with a 30% to 40% margin above the
wholesde price. Best sellers are typically marked down by as much as 30%. The book superstores

% Fireside Booksellers: Distribution on the Internet”. Case Research Department, International Graduate
School of Management, University of Navarra, 1996

Office of Advocacy, U.S SBA 3 Small Business Survival In Competition
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have the capability to buy in bulk from distributors at lower cost and thus these stores are able to
offer discounts from 5% to 30% on all books. In March of 1998, the American Booksellers
Association and a number of independent bookstores sued Barnes & Nobles and Borders, arguing
that “the two stores engaged in a pattern and practice of soliciting, inducing and receiving secret,
discriminatory, and illegal terms from publishers and distributors.” The suit further contended that
the chains “market saturation strategies are fueled in significant part by secret and illegal terms and
that much of this expansion can only be profitable if the chains receive illegal deals and existing

independent booksellers are driven out of the marketplace.” Thisissueisstill in litigation.

The issue of discriminatory pricing by publishers has been litigated a number of times in recent
history. Under the provisions of the Robinson-Patman Act, discriminatory pricing isillegal unlessit
IS necessary to meet the competition or can be justified by differences in the cost of selling to different

types of customers.

Pricing practices of online booksellers such as Amazon.com have further intensified discounting in
the book retail market. Amazon.com recently discounted all books on the New York Times Best
Seller List by 50%. Industry sources believe that online booksellers do not currently receive any
purchasing discounts beyond those offered other traditional retailers’, but the lower book returns
experienced by such sales may justify discounts in the future. It thus seems likely that price

competition may intensify further.

A number of technological and market changes are occurring in the publishing industry which have

important implications for the retail book market. These are described in more detail below.

4“ Advertising & Publishing: Challenging Transition Ahead” Merrill Lynch, Global Securities Research &
Economics Group, April 8, 1999

Office of Advocacy, U.S SBA 4 Small Business Survival In Competition
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2.1 MARKET DEVELOPMENTSIN PUBLISHING

The publishing industry has recently been characterized by slower growth. Book publishing industry
net saesfor 1998 were approximately $23 billion. Tota net sdesgrew at arate of 6% between 1987
and 1998. In recent years growth has been somewhat slower, averaging 5.3% annually between
1992-1998.

I nternet commerce has spread sales over a greater number of titles by aggregating thin demand and
generating orders for older or less popular titles that may not have typically been stocked in
traditional book stores. Key word searching of online databases has tended to bring a different set
of books to consumers’ attention than those offered consumersin stores. Key word searching by
subject, instead of year of publication, has increased sales from publishers back lists. Small
publishers dso have agreater capability to market themselves online. This has further increased the

number of titles available.

Publishers have traditionally sought to increase profits by practicing title list management. By
reducing the number of titles carried and the inventory of books required to service these, they have
attempted to reduce inventory carrying costs. The spread of Internet book sales across more titles

may render this strategy untenable.

Internet sales may increase the profitability of publishers in other ways.  Sales through Internet
channels experience rates of returns which are much lower than sales to traditional retailers. For
instance the Penguin Group experiences return rates between and 1% and 7% for online sales
compared to 30%-40% through traditional retail stores.®

% Advertising & Publishing: Challenging Transition Ahead” Merrill Lynch, Global Securities Research &
Economics Group, April 8, 1999

Office of Advocacy, U.S SBA 5 Small Business Survival In Competition
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2.2 TECHNOLOGICAL DEVELOPMENTSIN PUBLISHING

Two important technological developments for book publishing are on-demand printing and

electronic books.

On-Demand Printing - There are currently two models of on-demand printing. Wholesalers offer
on demand printing services from their warehouses, but new printing technologies are making in-store

on-demand printing economically feasible.

One example of wholesder on-demand printing is Ingram Lightning Print Inc. (LPI). LPI provides
aservice for publishers which alows books to be printed as they are ordered. Publishers submit titles
for which they want LPI services. Retallers order these books from Ingram in the same way they
order other books. Books are printed as they are ordered and can be shipped within 48 hours. LPI
books are of equivaent quality to traditionally published books, with the exception of half tone
images, which may be of lower quaity. Thisservice alows publishers to keep more titlesin print and
to bring back titles which were formerly out of print. The service also allows publishers to test

market titles for lower cost.

In the future, publishers may choose to use on-demand printing to forestall the reversion of book
rightsto authors. Tax rules pendize publishers for holding on to sow moving inventory, thus giving
them an incentive to take titles out of print and allow the rights to revert to the author. On-demand
printing removes the requirement to maintain inventory to keep a book in print. For a small
investment, publishers can bring a title back into print and have it “in stock” at Ingram and every
Internet retailer that orders from Ingram. Baker & Taylor's Replica Books offers a similar on-

demand printing service.

Office of Advocacy, U.S SBA 6 Small Business Survival In Competition
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The equipment used by wholesalers and publishers to perform on-demand printing is expensive,
cogting over hdf amillion dollars. Severa products coming to market in the near future will reduce

the cost of on-demand printing, rendering it possible for individua stores to purchase this equipment.

Companies such as On Demand Machine Company (ODMC) and InstaBook Maker offer a“print-in-
store’” model. These companies plan to sall equipment which alows for in-store printing of a set of
digitized tittes. ODMC'’ s book machine is still under development, but company officials expect to
demonstrate the “Book Machine” at Denver’s Tattered Cover bookstore in late 1999. The Book
Machine will cost approximately $70,000.

The InstaBook Maker is currently available for $29,000 and is being ingtdled in a number of publisher
offices. A two hundred page book can be completed in five minutes, including downloading time.
The machine requires minima training to operate and is gpproximately 4' by 3' by 2.5, and thus could
reasonably be located in a small bookstore. Currently there are only 2,000 titles available for printing
with InstaBook, but the company is expanding thistitle base. It is quite possible that the number of
digital titles available for on-demand printing could exceed 100,000 in the near future.®

In-store printing of books could offer land-based booksellers a competitive advantage over online
retailers by dlowing them to make a greater number of titles available in their stores. The president
of InstaBook clamsthat a booksdller would need to sell only two to three books a day to break even
onthe cost of their $29,000 machine. The commercial viability of this model is not yet certain and

depends to a great extent on the number of titles made available for on-demand printing.

Electronic Books - The emergence of electronic books is another technological development which

could have important implications for the book retail industry. A number of companies are

®Scatt, Richard. “1s On-Demand Printing Ready for Prime Time?". Industry Newsroom, American Booksellers
Association, http://www.bookweb.org/home/news/btw/2064.html

Office of Advocacy, U.S SBA 7 Small Business Survival In Competition
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developing electronic book readers. These include NuvoMedia's Rocket eBook, Softbook,
Librius.com’s Millennium E-Reader, Glass Book and Everybook. SoftBook and Rocket eBook are

the only two products which are currently available.

There are a wide range of features and prices for the electronic book readers under development.
Librius.com’s Millennium Reader is the smallest and cheapest product being developed. 1t will be
12" x 8" and sl for about $200. The $1,500 Everybook will consist of a two page, hinged notebook
screen, which will alow for the display of material in a*book like” format. The target markets for

this product are legal and medical professionals.

In order to preserve copyright protection, electronic books incorporate several features. Electronic
books are sold for use by a particular user. Licenses do not alow multiple users to read content from
one electronic book reader. Text is downloaded in encrypted format from the Internet and is
displayed in either HTML or portable document format (PDF).

There is also a market for electronic books distributed on PC’'s and hand-held computers. For
instance, OverDrive Systems BookWorks software provides a platform to publish searchable books
for PCS. A number of corporations are distributing books to be read on Palm Pilots.’

Display technology and the number of titles available are barriers to the acceptance of electronic
books. Rocket eBook, the most advanced electronic book reader available, has only severa hundred
titles available for distribution. The conventional wisdom is that readers prefer books in a paper
format. Electronic screens cannot currently provide resolution of equivalent quality to a printed
book.

Hilts, Paul. “It sA Wrap! BEA 99: Sdlling to an Audience of One”. PublishersWeeklyOnline. May 24, 1999

Office of Advocacy, U.S SBA 8 Small Business Survival In Competition
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Theinitid market for electronic books will most likely be institutionally driven. Some corporations
already prefer to distribute certain kinds of content electronically to reduce costs. Colleges and
universities may aso prove to be an important market. Sales of electronic book readers to students

would allow publishers to amortize hardware costs across a number of titles.

One important consequence of ingtitutional use of electronic books will be to distribute the hardware
for the consumption of electronic books to a large audience. These users may choose to use this
hardware for persona use as well. As display technology improves and electronic book readers
penetrate the market, eectronic books will become an increasingly viable option for publishing books.
Some industry watchers believe that electronic books will be widespread by 2005.8

The emergence of dectronic books will give online book retailers an additional advantage over their
land-based rivals. It will provide them with an inexpensive way to distribute books and might also
provide a means for users to browse content online. B&BN.com recently announced a partnership
with Microsoft to distribute electronic books from its web site. The Microsoft Reader will be
avalable as a free download from the site. There is no reason why independent booksellers cannot
also sell to this emerging market. Powell’s Books, based in Portland Oregon, was the first

independent bookstore to sell electronic books.

2.3 MARKET DEVELOPMENTSIN WHOLESALE

A number of market developments in the book wholesale industry have important implications for
the book retail market. The industry has been significantly affected by the shift to electronic
commerce. Book wholesalers have introduced new service offerings to facilitate the use of electronic

commerce.

8 bid.

Office of Advocacy, U.S SBA 9 Small Business Survival In Competition
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There are only two book wholesalers with a national reach. Ingram Book Group is the largest book
wholesaler in the U.S. It annually ships more than 115 million books, audiotapes and CD-ROMSs.
It handles about two thirds of the books that go to US retailers viawholesalers. It is more efficient

and has more distribution centers than the number two wholesaler, Baker & Taylor.

Ingram has a unique relationship with the retailersit serves. Many small retailers buy 100% of their
books from Ingram. Ingram licenses the database used by a number of web based electronic
commerce Sites. It also manages the operating system used by many stores to collect point-of-sale
information and provides the software which alows bookstores to access the Books-in-Print
database. Ingram has agreements with many of its customers that allow it to obtain sensitive sales
information from store computers on a regular basis. As a precondition for providing credit to
booksellers, it has required many small retailers to provide detailed financial data on store

performance.®

Barnes & Noble recently attempted to purchase Ingram Book Group. Thiseffort was driven, in part,
by the desire to obtain additional distribution centers to speed delivery of books ordered on the
BN.com web site. The decision of the FTC to deny the merger was premised on Ingram’s unique

role as an information intermediary.

Ingram’ s satus as atakeover target caused many booksellers to give other wholesalers more of their
businesses. Baker & Taylor (B&T), the second largest book wholesaler, has experienced significant
sdesgrowth as aresult of this. Recently B& T announced plans to increase its warehouse capacity

by 90%. The expansion of facilitieswill allow B&T to offer a greater selection of titles and faster
shipping.

*Petrocelli, William. “Books on the Brink”. Industry Newsroom. Bookweb.org, January 9, 1999

Office of Advocacy, U.S SBA 10 Small Business Survival In Competition
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B&T offersanumber of serviceswhich cater to Internet retailers. For the last year, B& T has offered
drop shipping from its warehouses. This service works in the following way. An online retailer or
bookseller transmits a customer address, book title and price to B&T. The book is then shipped
directly to the customer with a shipping label and invoice which has only the retailer’s name on it.
A booksdller wishing to participate in this program pays a setup fee of $250 which is refunded when
a certain sales volume is reached. The company charges 95 cents per book and attaches a drop
shipment fee to the order. Varsitybooks.com is one online retailer that has taken advantage of this
service. A number of independent booksellers use this service as well. B&T aso serves as the

fulfillment company for BookSense.com, ABA'’ s online sales program for independent booksellers.

B&T recently added the capability to bundle different types of products (books, CDS, video) into the

same package. This serviceisof particular value to online retailers.

Other wholesalers, such as Ingram and Koen, also offer drop shipping services. Large wholesalers
can often perform these shipping functions more efficiently since they have lines set up to pack orders
and have frequent pickups scheduled with parcel delivery services.

The emergence of Internet technol ogies has had important impacts on book wholesaling. While some
industry analysts had initialy predicted that wholesalers would be disintermediated by Internet
technologies, the opposite seems to be the case in the book wholesale market. The explosion of
active titles has made the job of the wholesaler more difficult, but it has also increased the value of
the wholesdler as an intermediary. Electronic retailing has provided opportunities for wholesalers to
offer new services and has allowed them to obtain better data on the markets they serve. Online
fulfillment services enable wholesalers to obtain valuable data (customer identity, retail prices) which

they did not previously have access to.

Office of Advocacy, U.S SBA 11 Small Business Survival In Competition
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2.4 TECHNOLOGICAL DEVELOPMENTSIN BOOK RETAILING

A number of technological developments have made Internet retailing possible. The widespread
adoption of PCS, the increasing bandwidth available for communication, the emergence of Internet
protocols for network communication and the development of new software products have all been
important building blocks of the electronic marketplace. In book retailing, the most important
technologica developments have been computerized title databases and the software products to
make these databases available over the Internet. Ingram Book Group developed the first
computerized title database in the late 1980's. Internet merchant software has been available since

1995. The cost of ingdling and using these types of software packages has fallen dramatically since.

Amazon.com used Netscape' s Internet Commerce Server and customized search engine technology
to set up its original site. Thelr current site uses Oracle database technology. Cost estimates for
setting up afull featured Internet commerce site range between $50,000 to $2,000,000 depending on
the types of features which are provided.

Retallerswho have waited to go online now have accessto Internet commerce service providers who
can make these capabilities available remotely for a monthly fee. A number of sites offer back end
databases and ordering software that can be linked to a bookseller's web page. Nautilus's
Booksite.com and the ABA’ s BookSense.com are two examples of this technology. Booksite.com
currently serves anumber of Independent booksellers, while BookSense.com is a forthcoming ABA
initiative, which is scheduled to begin operation sometime in the year 2000. Also significant for the
small bookseller is the movement of electronic ordering software to the Internet. Each of theseis

described in more detail below.

Office of Advocacy, U.S SBA 12 Small Business Survival In Competition
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Nautilus's Electr onic Commer ce Solutions

Nautilus provides database and site hosting services to enable bookstores to establish an online
presence cost effectively. The company has severd different services. Its Echieve.com service allows
businesses to rent an Internet commerce database, that offers a shopping cart, secure online ordering
and web page hosting features for $50 per month. This service does not provide database content.
The labor involved in providing this content might include securing promotional material from

publishers, obtaining the rights to reproduce book covers and scanning this material into digital form.

Echieve.com is a generic Internet commerce provider service. Its database can contain any
merchandise that aretailer might want to sell. This service is similar to that provided by the Y ahoo!

Store and numerous other vendors.

Nautilus also offers a more advanced service called Booksite.com. It gives booksellers database
content and electronic ordering through Nautilus's OrderDemon.com service. This service also
provides ameansfor retailersto efficiently place orders with publishers. The cost of this service has
fallen dramatically from $2,500 in 1996 to $110 per month today. Nautilus currently has
approximately 150 bookstore customers.

OrderDemon.com has a database of 1.2 million titles, 500,000 which can be ordered electronically.
It utilizes both Baker & Taylor and Ingram’ s title Database. The OrderDemon.com can be linked to
aweb site and used as the back end for an Internet bookstore, or it can be used by traditional retailers
as asubstitute for phone or EDI orders from publishers. Order Demon is an extranet based ordering
system that charges a fee to publishers for each transaction. The system primarily serves those

publishers and wholesalers not served by the industry’s major EDI vendor, PUBNET.

Office of Advocacy, U.S SBA 13 Small Business Survival In Competition
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Booksite.com uses Texis database software. The shopping cart ordering system is proprietary add

on software designed by Nautilus programmers.

Other services are planned for the near future. Card Demon will alow integrated Internet and in-
store credit card processing. Drop Demon will ssmplify the process of using wholesaler drop
shipment services by automating submission of the forms necessary to employ these services.
Register Demon will provide Internet based product listing for stores without in-store computerized

inventory management systems.

PUBNET

Regardless of whether a book store chooses to receive orders from customers electronicaly,
electronic ordering from publishers has become common in recent years. The cost to set up and use
the industry standard ordering system has dso fallen significantly. PUBNET is the most widely used
electronic ordering system, with over 3,000 bookstores participating. PUBNET is an EDI system
that allows booksellers to order books electronically from publishers. In 1998 it was upgraded to
a hybrid EDI/Internet system called PUBNET 2000. A number of customers still use the older
system.

The costs of using PUBNET 2000 are lower than the previous EDI system. Setup costs for
booksellers have fdlen from $300 to $75. The need for proprietary software and the use of specific
computer hardware has been diminated. Additionally, bookstores no longer need to dial in, but can
access the system over the Internet. The system is free for booksellers, but charges publishers a

transaction fee of 75 cents for each order.
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About 75% of bookstores use point of sale systems, most of which can be tied in to PUBNET to
enable automatic re-stocking. Point of sale software typically only alows automated re-stocking
through a few maor wholesaers and publishers (as well as PUBNET).

The replacement of EDI systems with Internet based or hybrid ordering systems is a development
which is beneficid for smdl businesses. Internet based procurement systems do not require expensive
proprietary technology. This alows a greater number of small publishers and small retailers to take

advantage of electronic ordering.

Book Sense.com

The American Booksellers Association is currently deploying aweb site that will alow participants
in the Book Sense marketing campaign to establish an on-line presence. The site will use the 1.6
million title Muze database, which includes blurbs, reviews and full color jackets. The pricing
information in Baker and Taylor's 300,000 title database will supplement the Muze database
information. The site will include a search engine and real-time credit card processing. Fulfillment

will be handled by Baker & Taylor and eventually by individual stores as well.

Phase | of BookSense.com was scheduled to launch in September of 1999, but has been delayed until
sometime early next year. Phase | of BookSense.com will provide basic ordering capabilities with
fulfillment being handled by Baker & Taylor. In phase Il the ABA plans to bring the inventory of
individua stores on-line and allow them to fulfill orders. While phase | of BookSense.com will let
stores discount according to B& T’ s discount codes, phase 11 will give stores the flexibility to discount
titles individualy. Phase 111 of the program will occur later in the year 2000 and will include an

associates program, store charge accounts and frequent buyer clubs.
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The ABA egtimates the site will cost $2 million. The system utilizes Oracle database software and

customized search engine technology.

Booksdllerswho participate in the program will design their own sites and maintain their own identity.
BookSense.com will provide storeswith tools that allow non-programmers to set up their own web
sites. Storeswill pay a $500 setup fee and a $200 monthly membership fee. BookSense.com will

aso collect 4.5% of the value of each sale.

Stores that participate in BookSense.com are required to co-brand their sites with the Book Sense
logo. They are also required to show at least one of the featured Book Sense titles.

The profitability of book sales through BookSense.com will depend on the types of discounts
provided, and the number of books ordered. Assuming a customer orders three books at once, a
typica $10 trade book that carries a 40% markup from B& T would yield a 30.5% gross profit for
the bookstore. From the sale, 2% would be paid to Muze, 4.5% to BookSense.com, 2% to the credit
card processing company and 1% to the bank for online transaction processing.’® The actua margin
that a bookstore might expect from such a purchase would undoubtedly be less due to robust

competition on-line.

BookSense.com, Booksite.com and PUBNET 2000 each promise to reduce the economies of scale
in on-line commerce and bookstore administration. Small booksellers can have access to a set of
database and Internet tools with a reduced requirement for investment in hardware, software and
their attendant complexities. These services reduce the technical hurdles and the barriers to entry for

booksdllers into electronic commerce.

9B ookSense.com FAQ, Bookweb.org
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Competition between the ABA’ s BookSense.com and Nautilus' s Booksite.com has implications for
who will eventualy control eectronic ordering in the industry. The ABA's BookSense.com isamore
full featured system, buit it is dso more expensive and has yet to be deployed. Booksite.com doesn’t
have fully automated transactions, and thus a person must review each order before it is submitted.
Booksite.com is an established technology though, and has benefitted from its early introduction into
the market. Competition between these two services will be good for small booksellers, who will

have a choice of service providers and receive a competitive price.

Important technological developments are also occurring in the college textbook and rare book
markets. The Nationa Association of College Stores has introduced Courseweb.org to help college
stores get on-line. Severa rare book search engines have become an important part of the rare book

market. These developments are described in separate sections below.

Courseweb.org

Since the launch of Varsitybooks.com in August 1998, the on-line college textbook market has seen
the entry of numerous players. Bigwords.com, Efollet and Textbooks.com(B& N) have all opened
shop on-line. In the spring of 1999, the National Association of College Stores (NACS) rolled out
Courseweb.org, a service that provides college stores a way to get on-line with minimal in-store
technology. Courseweb.org, currently has ten stores on-line, with approximately 100 stores planning

to participate.

Courseweb.org provides web site hosting and database services for participating stores. The site
includes web development tool s that minimize the technical knowledge required to set up store web
pages. Vendor databases from Ingram, Baker & Taylor, NACS Inc. an