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High hopes: Hy=Vee CEDRon Peorson shands racdy
a get the lowa-based compony plagged in,

wilh fhe help of subsidiory Eleciricfood,

Sugar Daddy

Electricfood.com wants a slice of the online specialty foods market, and thanks to the
brand-muscle of parent Hy-Vee, it might just get it. BY JOANNE HELPERIN

5 CEO of Electricfood, Michael Hurwitz has a parent company that’s one of
Hurwitz has most of what a dot-  the 40 largest privately-held companies in the
com entrepreneur could wish for.  United States, according 1o Fordes.
% _ He's got the freedom to Elecrricfood is wholly owned by West
) werwslchiclood.com | = - T Mo o o
run his company, a spe-  Des Moines, lowa—based Hy-Vee, one of the

cialry foods site that launched last summer.  nation’s top 15 grocery chains with annual
He has a state-of-the-art Website and a fancy  sales in excess of $3.5 billion. Never heard of
office in Los Angeles. And—oh yeah— them? You will.
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Here's why: The unusual pairing of com-
panics—one Midwestern, established, and
powetful, the other “on the coast,” online
and risky—is one example of how markering
partnerships berween the “two” economies
might work. Electricfood is leveraging Hy-
Vee's respected 70-year-old brand, markering
resources, staffing, and distribution capabilities
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in the hope thar this muscle will catapule
the startup from obscurity to celebrity. In
return, Hy-Vee gets a marketing boost: e
will use Electricfood to help bring its
offline image, not to mention a segment of
its business. online.

Generally confusing

They aim to capture a share of the current
200 million online specialty food and gife
marker, which is expected to grow o $1 bil-
lion by 2003, according to Jupiter
Communications. But that may not be easy:
Electricfood has entered a confusing online
marketplace where distincrions berween cate-
gories are unclear o the consumer.

Specialty food sites, for one, aren't like
online grocers such as the recently merged
Homegrocer.com. Specialty sites sell unusual,
i'ligh—_uqualirjr cpicurcﬂ.ln

goodies that can be shipped
nationally, not everyday perishables. In addi-
tion, the category is cluttered with “generalisc”
specialty food sites (a valid oxymoron), which
target a broader audience, as well as with such
ethnic cousins as EthnicGrocer.com or
KosherSupermarket.com and specific gourmet
niche sites, such as Godiva.com or
Omahasreals. com.

As a generalist site, Electricfood aims o
set itself apart in the marketplace by being
the first to make the stuff of a champagne
taste available to those on a beer budger. Irs
combination of content, community, and
ecommerce is designed to appeal to a broad
audience—average cooks and aspiring gour-
mets alike—hence its morrto, “Beoween
Everyday and Gourmer.” Bringing specialty
foods to the masses is something Hurwitz
says his pricey, high-end competitors, such as
Tavolo.com or DeanandDeluca.com, haven't
been able to do.

Electricfood’s initial push is to market to
Hy-Vee's customers. Then, after saturating
the upper Midwest, it will roll our nation-
wide. It will face several hurdles: Tt must
first convince Midwesterners—rtraditionally
late adopters of technology—to shop
online. It must then create a national,
stand-alone brand amid the category’s
clutter. It also faces competition from sites,
such as Cooking.com, thar sell items
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© Cooking.com: www.cooking com Location: Sonfa Monica, Calif.
Business: The Amazon.com of cooking, with cockware, accessories, specialty foods, outdoar
dining necessities and small appliances. Content partners include Fine Cooking and Food & Wine

mOgazines.

& NetGrocer: www.nelgrocer.com Loeation: Morth Brunswick, M)

Business: With a motto of, "Mo Lines. Mo Carts. Mo Hassle," NetGracer is a cross batween o
general grocer and a specialty site. It has strong pockaged goods relationships: Mead Johnson,
Mabisco, Gerber, and others use MetGrocer o sell their products.

besides food, or thar have a narional recail
presence, such as leading organic retailer
Whaole Foods Marker,

Hy-Vee CEQ Ron Pearson doesn't want
o hold Elecrricfood to a specific timetable
for cxpanding beyond the Midwest. Many
online retailers, he says, bite off more than
they can chew, evidenced by the widespread
fulfillment problems seen last Christmas.
“We made up our mind that we wanted to
be a player in ecommerce,” Pearson says.
“We just want to be sure we're doing it suc-
cessfully as we move. We have never failed ar
anything we've set out to do.”

Pass the beans

Pearson’s faith in the idea is all the more
impressive considering that it wasn't his in
the first place. In spring 1999, Hurwitz, now
34, approached Hy-Vee abour building a
site, although it wasn’t coincidence that
brought him to the chain’s doorstep. His
father, Louis Hurwitz, started specialty foods
wholesaler Lomar Distributing in Iowa 42
years ago, and remained its president after
Hy-Vee boughr the company in 1990. The
younger Hurwicz, while he had worked at
other jobs after college, knew the specialty
niche cold, having grown up in the family
business, wholesaling to major gourmer and

grocery chains, learning fulfillment, sales,
merchandising, and management of Lomar's
7,000-product line.

Even though online sales make up less
than 1 percent of the nation’s total food
sales, Pearson liked the idea for Electricfood.
It would provide the old-school company
a painless way to obrain incremental rev-
enue from Internet users, beginning with
Hy-Vee's roughly 10 million customers in
the Corn Bele.

Will the Corn Belr go for items sold on
the site, such as Ojai Cook’s Citrus Herb
“Lemonaise” or Santa Barbara Jalepefio
Stuffed Olives, and in a big enough way o
sustain further growth? Hurwitz complains,
“People forget about Minneapolis, about
Kansas City, about St. Louis, abour Des
Moines. There are people who love w cook.
It doesnt mean, "Well, I'm in lowa so I'm just
going to have pork and beans.™

Even if Midwest consumers will pass the
beans in favor of haricots verrs, there are few
in the Corn Belt who would be disappointed
by Electricfood’s thrifi-minded business
model. At a rime when ecommerce sites
spend an estimated $30 million to 540 mil-
lion just to get up and running, Electricfood
plans to save millions of dollars by leveraging
its parent company’s assets, including:




Customer base. Hy-Vee gives Electricfood
access to 1ts customers, who make approxi-
mately 13 million purchases each month,
through in-store promotions. These include
grocery bag stullers, receipt backs, and
interactive kiosks. This gives Electricfood
tremendous conract with porential cus-
tomers and the potential to offer those cus-
tomers to other businesses. For example,
Electrictood is working on a partnership
with a major consumer portal (yet to be
named), which would use the in-store
kiosks o offer customers free ISP service
with a co-branded home page. Tt also has a
deal with TV Guide’s Celebrity Dish maga-
zine, in which Electricfood gets the maga-
zine’s content and the magazine
gees preferred placement on grocery
line racks, on free recipe cards, and
other advantages.
Media relationships. Electricfood
can use Hy-Vee's advertising sub-
sidiary, Meyocks & Pricbe, to create
ad campaigns and place media buys,
then use Hy-Yee’s volume buying
power to negotiate the best rates on regional
television, radio, print, and outdoor ad
campaigns. Pearson estimates that Hy-Vee
spends $30 million to $30 million in adver-
tising annually, although he won't name irs
exact marketing budget for the startup.

But Hurwitz estimates he'll initially spend
70 percent of Electricfood’s budget on in-
store promotions, 15 percent on offline
advertising, and 15 percent on onlinc ads
and promotions. Cnce the regional stores
have been penctrated, the company will
decrease the percentage spent on in-store
Promotions.
Brand equity. Lly-Vee is a crusted brand
in 2 part of the country where reputarion is
everything. Hurwite believes cthat
Midwesterners, many of whom aren’t yet
online, are more likely o ler a homegrown
company bring them onto the Interner than
some slick our-of-towner,
Product procurement, distribution, and
fulfillment. Using Lomar’s extensive expe-
rience in specialty foods and its existing
central fulfillment center, Electricfood can
obtain products, then store, pick, and ship
them efficiently and cconomically, keeping

both prices and profits acceptable in a busi-
ness where margins are notoriously thin.
Mainraining a miniwarchouse within Lomar's
larger one keeps Electricfood’s inventory
ownership at absolute minimum and avoids
the multimillion-dollar expense of building
a new facility:

Second helpings

Once Electricfood proves itsclf regionally, it
will venture outside the protective reach of
its parent and go national. But its business
plan calls for it to stop just short of the top
10 markets, where local retail shops already
have a strong presence. "Why would you go
after an L.A. or New York market,” asks

As a generalist site, Electricfood
aims to set itself apart by being
the first to make the stuff
of a champagne taste available
to those on a beer budget.

Hurwitz, “where people can go to Trader
Joes, Bristol Farms, Pavilions, or Gelson's
within 15 minutes?”

Hurwirz wants to go beyond the typical
affiliate marketing deals and be the first
online specialty foods company to syndicare
its content through “online pantry shelves,”
Essentially, these would be co-branded mini-
stores that allow consumers to purchase a
special selection of foods from pop-up win-
dows within other sites—without launching

itself expects to offer local delivery for

50 to 60 of its 200 grocery stores through
its corporate Website, Hy-Vee.com, so

ir's unclear what will be gained later by
putting those stores under the
Elecericfood banner,

But food isn't the only Hy-Vee owned
asget that Hurwitz wants to subsume
under Electricfood. Hy-Vee's subsidiaries,
Florist Distributing and Drug Town, can
provide Howers and over-the-counter
drugs. There’s even a bank—Midwest
Heritage—in case Hurwitz persuades
headquarters to do “e-money.” Those
maves would pit Electricfood against
Mer rerailers in different caregories and
change the marketing dynamics
drastically. Bur that plan is in its
earliest stages, and in craditional
conservative fashion Hy-Vee is
proceeding cautiously.

That matches up perfectly with
the sentiment of Interner retail
analyst Vernon Kecnan of San
Francisco’s Keenan Vision, who
asserts thar the outlook for rerail online
food sites is dim at best. He notes that the
huge advertising budgets required ro edu-
cate consumers have killed off more than a
few new B-to-C companies, even those
with deep-pocketed partners and parents,
And then there’s the distriburion issue, the
bane of online food sales. “Within two to
three years,” Keenan projects, “the only
firms thar will survive are the ones that
have a completely new distribution model

a new browser window. So
sports sites, for example, might
feature a pop-up windew with
ZOUIMEL POPCOrn OF A SPOLts-
themed party pack. “Its defi-
nitely a statc-of-the-art
approach to affiliate relation-
ships,” says Forrester Research

[reals

In April, Methedands-based
internaticnal food provider
Reyal Ahold invesied 373
million in the arigingl cnline
grocer, Peaped of Skokie, .
Within days, L5, grocery
giant S-GIEUM:,- announced o
330 million investment in
Dallasxbased Grocen/Warks.,

and fulfillment system, wich-
out making compromises for
existing offline sysrems.”

Despite the naysayers,
Electricfood and Hy-Vee
wont be the last online/offline,
specialty/grocery combina-
tion plate. If the recent

senior analyse Evie Blaclk
Diykema. “But of course, it’s [only] a baby
seep for others in the catepory to follow suir.”

Hurwitz also hopes to broaden Electric-
food’s appeal by combining it with the
online grocer approach, offering Hy-Vee's
more commaonly found grocerics on the
site. By year's end, though, the parent

Safeway and Royal Ahold
deals mean one thing for all food rerailers,
its that if you're not yer marketing through
the Web, it’s time to wake up and smell
the cappuccino.m
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