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Money spent on affiliate programs pays for performance... while it provides branding as a side benefit. With affiliate marketing, branding costs are minimal … minimal as in practically free.
 -- Dan Gray [ I-Advertising Small Business newsgroup]
I. Executive Summary

The Gift Certificate Center hopes to develop an affiliate program that will

· Increase site traffic

· Build brand recognition

· Reduce sales cost

· Begin quickly

I recommend adopting an affiliate network program hosted by Twin Cities vendor Commission Junction.  Commission Junction, popularly known as CJ, is recognized as one of the best available affiliate networks, receiving a ‘$$$$$’ rating from Webmaster-Programs.com.  Using this system offers GCC a number of benefits, such as a fully Web-based, maintenance-free application, complete account management, automatic affiliate payout, and customer support for the life of a program.  With Commission Junction, we have our choice of pay-per-sale, pay-per-lead or pay-per-click programs.  It is not clear if we can combine these feature for our own custom program.

Unlike BeFree and ClickTrade, Commission Junction grants us the freedom to join other affiliate networks if we choose. Once our CJ program is running smoothly, I recommend that we join an affiliate directory such as Affiliate-Announce.  They submit our program to 40-odd affiliate networks. Affiliate-Announce offers CJ customers a free membership.

Our operating agreement allows us the right to approve or terminate any affiliate relationship.  This will allow us to protect our brand as we see fit.

A. Costs

	Commission Junction


	
	Initiation Fee
	$ 795

	
	Commission
	20% of affiliate earnings

	Affiliate Partner Payout

	
	Per sale
	30% of service fees up to a limit of $24 per sale

	Affiliate-Announce

	
	Initiation Fee
	Free with a Commission Junction membership

	Support

	
	Monthly Newsletter
	

	
	Fresh Collateral
	Banners, Promotional text, 

	
	Sales Promotions
	

	
	Affiliate Manager
	


B. Action Plan

Create Collateral
Join Affiliate Networks

Join Affiliate Directories

Promote

  Submission Services

  Online Application System on Web Site

  Affiliate Incentive programs

Track Performance

Monitor competitive responses

II. Program Requirements

• Technical execution is critical.

• A solid, but fair, contract. A major lawsuit is both embarrassing and damaging.

• Design an application form for potential associates.

• Either pre-screen applicants or have a clean and easy way to reject troublesome, poor-performing or potentially embarrassing affiliates.

• Distribute html code, graphics, logos, a “how to” manual...everything associates need to set up their stores.

• Develop a training program to help them maximize sales.

• Establish an accounting system to track sales commissions. Set it up online so affiliates can check their commission status at any time.

• E-mail a weekly or monthly newsletter, which includes the commission report.

• Checks must be cut and mailed every month.

• Develop a marketing plan to grow our associate list.

• Tech support has to be in place. 
 III. Return on Investment

A. PCA ROI, conservative calculations
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Assumptions
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3,495

$   

 

CJ Setup

795

$     

 

Legal Fees - license agreement

600

$     

 

Collateral Design (5 Banner ads)

1,250

$  

 

March First Setup

850

$     

 

Shopping Cart Integration

150

$  

 

Affiliate Page Design

300

$  

 

Web Navigation Elements

400

$  

 

CJ Commission

20%

of Affiliate Commission

Affiliate Sales Commission

25%

of service fees

Affiliate Click Commission

-

$       

 

/click

 (CPM =

-

$

 

)

Acquisition Rate

100

affiliates/month

Retention Rate

85%

of acquired affiliates

Conversion Rate

10%

of referred vistors

Ave Ad views

500,000

  

 

views/affiliate/month

Ave CTR

0.5%

of ad views

Ave Xaction

250

$      

 

/transaction

Service fees

10%

of sale

Affiliate Manager

4,167

$   

 

/month

(Added after 250 affiliates)


B. PCA ROI, optimistic calculations
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CJ Commission

20%

of Affiliate Commission

Affiliate Sales Commission

25%

of service fees

Affiliate Click Commission

0.03

$            

 

/click

 (CPM =

30

$

 

)

Acquisition Rate

200

affiliates/month

Retention Rate

85%

of acquired affiliates

Conversion Rate

of referred vistors

Ave Ad views

500,000

        

 

views/affiliate/month

Ave CTR

0.5%

of ad views

Ave Xaction

800

$             

 

/transaction

Service fees

10%

of sale


IV. Costs

Art.com CEO Bill Lederer showed the following cost-of-acquisition data from an internal benchmark study:

Cost of Acquisition Comparison 

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

	Medium

	Cost

	Broadcast advertising
	$100

	Print advertising
	80

	Search engine advertising
	60

	Keyword advertising
	40

	Banner advertising
	30

	Direct mail
	20

	P.R
	10

	Affiliate marketing
	4


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

Source: Oct. 1998 Art.com

The data suggests that affiliate marketing is the cheapest way of acquiring new customers, a strategy heartily endorsed

by Art.com. Banners also faired well, especially when compared to traditional media. [Since Art.com is an

Internet-only business, all traditional media are inherently inefficient]. Caveat: Since the study's methodology remains

proprietary, the data is provided "as is."

A. Host Costs

	Commission Junction


	
	Initial
	$ 795

	
	Commission
	20% of affiliate earnings

	ClickTrade

	
	Initial
	$     0

	
	Commission
	30% of affiliate earnings

	

	
	
	


B. Affiliate Costs

	
	Per click
	$   0.03 per click-through (may not be available on ClickTrade)

	
	Per sale
	30% of service fees up to a limit of $24 per sale

	
	Per lead
	$   1 per request for information


C. Support Costs

	
	Monthly Newsletter
	

	
	Fresh Collateral
	Banners, Promotional text, 

	
	Sales Promotions
	

	
	Affiliate Manager
	Added after the acquisition of 250 affiliate partners


V. Types of Programs

A. Affiliate Networks

“The most obvious play for many affiliate marketers is to join an affiliate network. Whether you join up with Be Free, LinkShare, Dynamic Trade, CJ or ClickTrade, all provide you with ready access to a stable of affiliates, anywhere from 40,000 to 250,000 at last count. 

“Just be sure to do your homework. What's interesting is that the various networks can be surprisingly different. Part of the benefit of running six programs through two different networks is that I get to do a tremendous amount of benchmarking. 

“The results are often surprising. Sometimes, what works with Program 1 on Network A is only modestly successful at Network B. Conversely, Program 2 at Network B reaps incredible returns, but can't get out of the blocks at Network A. Without the benefit of both networks to draw from, I'd be inclined to think it was the something about the program itself: the creative, or the offer, or the payout. What I'm learning is that it's simply a matter of a different type of affiliate base from one network to the next. 

B. Affiliate Directories 

“After joining a network, the next stop for any affiliate marketer should be to get listed in the dozens of directories dedicated to affiliate marketing. Whether you submit yourself or use a service, be sure to check back periodically. Over time, categories expand and morph. Think about how affiliates would find your program at the various directory sites and make sure you're listed accordingly. 

C. Affiliate Recruiting 

“Sometimes there really is no substitute for doing it yourself. Too many companies I talk to have a ‘build it and they will come’ philosophy. They launch an affiliate program and make some noise at the directories, but then expect it will take care of itself. Not surprisingly, most are usually disappointed. While affiliate marketing won't exactly make your brain hurt, it does require an incredible amount of discipline. 

“Nowhere is this more apparent than with affiliate recruitment. It's a lesson I've been learning myself. For far too long, affiliate marketers have been dependent on network partners and other marketing efforts to bring in affiliates. In reality, there's nothing better than personally recruiting affiliates. It's perhaps one of the best ways to rev up a program. After all, you know exactly the type of affiliate you're looking for.”

VI. Support

A. Building the Channel

Communication is the cornerstone of a successful affiliate program, and the relationship between an affiliate and merchant should be an interactive partnership. 

Tricia Travaline, Vice President of Marketing Communications for Be Free says, "If you have a good program, your affiliates are going to stay very loyal to you, but you can't get complacent. You have to build your channel, you have to continually incent your affiliates, and you have to continually work with your affiliates to develop better promotions, to understand what works, and to really establish a selling partnership with them." 

Joe Michaels, co-founder and President of Nexchange, agrees that communication is key. "Communication with affiliates is everything. They are not retailers, so merchants must teach affiliates to think like retailers. Affiliates need help. It's best to have retail experts on staff to communicate with the affiliates. Nexchange has assembled a team of retail experts to communicate with affiliates and the results have been fantastic," said Michaels. 

B. Collateral

· Introduction Web page

· Legal license agreement

· 5 Promo Banners

· Text links with promotional copy

· Links on each Web page

· Shopping cart integration

VII. Policies

A. Payout Policy

Payout rates are founded on the value of a number of different metrics:

· Gross margin of the event

· Lifetime value of the customer

· Recurring revenue streams

Payments may be made as a result of one of four events:

· Click-through

· Sign-up

· Single Purchase

· Recurrent Purchase

The most appealing payout policy

We should loosely base our pricing on the payouts currently offered by our nearest competitors, but not to exceed the value realized from each affiliate referral.  Currently, GiftPoint offers a sales payout rate of 5%.  I suggest that we would wish to offer a payout rate of 30% of service fees, which breaks down to 3% of sales on a 10% service fee margin.

Promotion of the 30% rate is done at a risk:

· Alienation of our affiliates when they realize that the true yield is 3% of sales

· Overly candid disclosure of our markup
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Current PCA Site Statistics

Payment method: Check mailed by our affiliate network
Minimum payout balance:  $25

VIII. Promotion

A. Email

B. Consumer Directories

C. Client Intranet

D. Submission Services

Affiliate-Announce.com

E. Contests

IX. Tracking

A. Site Use

Our ISP should create a back-end tracking system to log the hits to the site
.  This would be a primary measurement system used to reconcile click-through’s reported from our partners in the affiliate network, email marketing and media placement.

X. Appendix

A. Viral email marketing

  http://www.clickz.com/cgi-bin/gt/cj/am/am.html?user=ffffffffffff&article=1310

  - Favemail

    http://www.favemail.com/

  - epidemic

    http://www.epidemic.com/indexe.jhtml

B. Consumer Directories

  -  Infospace.com

  -  Switchboard.com

  -  Classmates.com

  -  GTE Superpages

  -  Anywho.com

  -  1800USSearch.com

  -  Zip2.com 

  -  YellowPages.net

  -  Knowx.com  

  -  BigFoot.com  

C. Affiliate Directories

  - Affiliate Trade Links Network

    http://www.atlnetwork.com/ 

  - Affiliate Match

    http://www.affiliatematch.com/
  - AssociateCash

    http://www.associatecash.com/ 

  - AssociatePrograms.com

    http://www.AssociatePrograms.com/ 

  - Associates Online

    http://www.associatesonline.com/ 

  - CashPile

    http://www.cashpile.com/ 

  - ClickQuick

    http://www.clickquick.com/ 

  - ClicksLink

    http://www.clickslink.com/ 

  - LinkShare

    http://linkshare.com/ 

  - Mark Welch's Web Site Banner Advertising

    http://www.markwelch.com/bannerad/ba_commission.htm 

  - NetAffiliate

    http://www.netaffiliate.com/ 

  - Partnerprogramme.com

    http://www.partnerprogramme.com/english.htm

  - Refer-It.com

    http://www.refer-it.com/ 

  - SiteCash.com

    http://www.sitecash.com/ 

D. Affiliate Software

  - Affiliate Shop
    http://www.affiliateshop.com/ 

    This is a very new system, launched early in 1999. They charge just $19.95 a month to host an affiliate system on their server. Unfortunately their site currently lacks important information, and there's no phone contact provided, so you may have trouble finding the information you need (as we did!).

  - AffiliateZone.com
    http://www.affiliatezone.com/ 

    AffiliateZone.com will install an affiliate program on your server for $350 (sometimes less; they recently had a $250 special promotion running). If you visit their site you'll find a list of the shopping-cart systems they have worked with in the past, and an evaluation-request form to have them check out your system and see if they can work with it. They will also host your site if you wish; you can use their affiliate program and their shopping cart, ClickStore, so you get full integration.

  - Your Own Associate Program
    http://www.palis.com/new/yoap7/ 

    This system costs $199 if you want to install it yourself, or $549 fully installed. (Further customization of your site is $50 an hour.) This system may work with your shopping-cart system, but there's a good chance it won't. It has built-in order forms, though, which you may find sufficient. In a moment we'll look at shopping-cart systems with built-in affiliate programs. You could consider Your Own Associate Program to be such a system, but it might also be considered the opposite; an affiliate system with a built-in shopping-cart. In other words, you may not find all the shopping-cart features you want or need, as the focus for this product has been affiliate tracking. This system also appears to be highly recommended, though.

  - WebGenie ($597, 30-day free trial)

    http://www.webgenie.com/ 

  - WebStationOne ($600 - $6,000) 

    http://www.webstationone.com/affiliates/ 

  - My Affiliate Program ($499 - $4,345)

    http://www.myaffiliateprogram.com/

E. Affiliate Networks

  - Commission Junction
    http://www.commission-junction.com/ 

    These guys will actually run your affiliate program for you. Their software costs $495 if you want to set it up yourself, $945 if you want them to do it for you. You put $250 on deposit (money used to pay your affiliates), and then they run the program for you, maintaining the system and paying affiliates. You'll have to pay a 15% fee to Commission Junction for the service-for every dollar you pay an affiliate, you'll pay them 15 cents. 

    *Located in Minneapolis at 65 Main St SE and Santa Barbara, CA.

  - LinkShare
    http://linkshare.com/ 

    LinkShare not only has the software you need to set up an affiliate program, but they also have a network of Web sites that are signing up as affiliates with LinkShare clients. (Currently 15,000 sites have signed up.) They provide a simple form that affiliates can use to join multiple affiliate programs at the same time.

  - ClickTrade
    http://www.clicktrade.com/ 

    This company has no sign up fee, but charges a commission of 30% on everything you pay to your affiliates; if the payout to the affiliate is $100, you pay ClickTrade $30. They have a clever system for tracking sales. When a visitor clicks through an affiliate to your site, a cookie is saved on his hard disk. (The cookie is a little text file containing information identifying this person as an affiliate visitor.) You have to be able to put a tracking image on the final confirmation page that is created by your shopping-cart system; that tracking image comes from the ClickTrade server. When the server sends out the image, it also checks the user's cookie files to find the one it set when the visitor first clicked through to your site.

    ClickTrade Premium Pro ($500/year)

    * 40 URL search engine submissions a $500 value! 

    * 40 URL search engine ranking reports a $120 value! 

    * 120,000 (10,000 per month) banner credits a $2,760 value! 

    * 60,000 (5,000 per month) email credits a $99 value! 

    * Unlimited site inspection capabilities 

    * Centralized account management

  - Be Free!

    http://www.befree.com/ 

    This is the real thing, the affiliate system used by Barnes and Noble, XOOM.com, Network Solutions (the company running InterNIC), and a number of other large Internet retailers. Barnes and Noble picked it, they say, because they believe it's the best system available. As you can imagine, this is not a cheap system. (Here's a hint: when a software publisher doesn't publish its prices on its Web site, you know it's going to cost a lot of money.) If you don't want to spend at least $7,500 for software installation, plus "customization" fees, plus 5% of your gross sales, don't bother contacting Be Free!, Inc.

  - EComWorks (Creates and runs complete affiliate programs)

    http://www.ecomworks.com/ 

  - RevShare 2000 ($789 including installation)

    http://nationsweb.com/affiliates/ 

F. Exchanges

  - CyberSwap

    http://www.cyberswap.com
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� ROI Algebra


L2 = Initial Cost [ $ ]


L11 = Sales Payout Rate [ $ / $ ]


L12 = Click Payout Rate [ $ / referral ]


L13 = Acquisition Rate [ affiliates / month ]


L14 = Retention Rate [ affiliates / affiliates ]


L15 = Conversion Rate [ sales / referral ]


L16 = Ad Views [ views / affiliate ]


L17 = Click-through Rate [ referrals / view ]


L18 = Ave Sale [ $ / sale ]


B4 = # of Affiliates [ affiliates ]





Ongoing Cost of Sales = Network Cost + Affiliate Cost + Maintenance Cost


	Directory Cost = 0.20(Affiliate Cost)


	Affiliate Cost = Click Payout + Sales Payout


Click Payout = # of Affiliates[affiliates] * CTR[referrals/view] * Ad Views[views/affiliate] * Click Payout Rate[$/referral]


			= B4 * L17 * L16 * L12


 Sales Payout = # of Affiliates[affiliates] * CTR[referrals/view] * Ad Views[views/affiliate] * Conversion Rate[sales/referral] * Ave Sale[$/sale] * Sales Payout Rate[$/$]


			= B4 * L17 * L16 * L15 * L18 * L11


	Affiliate Cost = B4 * L17 * L16 * (L15 * L18 * L11 + L12)


	Network Cost = 0.2 * B4 * L17 * L16 * (L15 * L18 * L11 + L12)


Ongoing  Cost of Sales = 1.2  * B4 * L17 * L16 * (L15 * L18 * L11 + L12) + Maintenance Cost


Cost of Sales, month #1 = Initial Cost + Ongoing Cost of Sales


= L2 + 1.2  * B4 * L17 * L16 * (L15 * L18 * L11 + L12) + Maintenance Cost


� ISP Click-Through-Tracking Tasks


1) Create Response table


	response_id	record number


	code		Tracking Code of referral link


	refer_link		URL of referal link


	date		Date of response


	time		Time of response


	ip		IP address of user's computer


	id		machine ID of user's computer recovered from cookie


2) Set up Affiliate response tracking system


3) Capture fields to the Promo table upon user's submission


4) Transfer Promo table data to GCC at standard intervals
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