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. Product Development and Design

2. Buying and Sourcing

3. Merchandising and inbound logistics

4. Inventory Management and Distribution

5. Business Management

6. Marketing
. subcategory of ‘Selling’
8. Fulfilment

9. Customer Service and support

10. Returns

11. Retention

12. Growth and Market Development

13. Test and Optimise

14. Physical Retail
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At a glance

DEFERRED PAYMENT

allows the customer to complete a purchase and secure the product without immediately issuing the funds. This brings

forward purchasing power and allows customers to try products without the hassle of pursuing a refund should they
choose to make a return. It also makes transactions faster and easier, catering to mobile-centric shopping.

OPTIONS TO IMPLEMENT DEFERRED PAYMENT

1. THIRD-PARTY FINANCING OPTION v

The retailer works with a partner who handles all of
the credit checking and provides the loans. This is
a standard credit agreement, requiring a check by
a credit regulation authority.

PROS: Greater security, allowing customers to access
larger amounts of money and longer repayment
terms.

CONS: Requires formal credit application process
and may impact customer’s credit rating, making
them less likely to complete the process.

EXAMPLES: Andertons, John Lewis, B&Q
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2. STORE CREDIT

Retailers offer their own branded store credit
facilities, whether in the form of a physical card or
online account. Customers are usually presented with
the option as they reach the check-out.

PROS: Offers security benefits for retailers, allowing
for a longer repayment period and larger credit.
If coupled with incentives for shopping with the
retailer it can be a key tool driving further purchases.

CONS: Requires a formal requires a formal credit
application process as well as imposing a personal
risk on the retailer themselves.

EXAMPLES: Amazon, Debenhams, Argos
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Klarna’s Pay later has two missions: to speed up the
purchasing journey and to empower customers with
greater control of their cash flow.

This serves two main customer problems. Firstly,
customers can increase their purchasing power
and have greater flexibility by delaying a payment
until their next paycheck or spread payment over
several months.

Secondly, customers can embrace the ‘try before you
buy’ trend, particularly in the fashion and footwear
sector, buying several items at once to try and sending
back those that don’t fit or aren’t the expected quality.

3. PAY LATER

The retailer works with a third party finance provider
who pays the cost of the product on behalf of the
customer. The customer then pays the finance
provider back at a later date.

PROS: No credit application is required, meaning
that the transaction is fast with no hidden fees
or interest.

CONS: This is suitable for products up to a certain
value, beyond which the risk becomes prohibitive.

EXAMPLES: ASOS, Missguided

QUESTIONS TO ASK

» Do my customers prioritise speed of transaction?
» Do my customers want to try before they buy?
~ Are my customers open to new technologies?
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The opportunity

With deferred payments, customers can complete the check-out transation
without paying straight away.

ADVANTAGES: TARGET MARKET:

¢y Increase sales by allowing customers to complete a
transaction without needing to commit the cash on the
spot; purchases are no longer delayed until pay-day

The solution targets millennials, who now make 60% of their
purchases online according to a report by CouponFollow.
Millenials face higher living costs than older generations,

., Solve cash flow problems by allowing customers to especially in rent, which puts pressure on their spending
complete a transaction when they want to but then pay power. GfK research finds that 71% of millennials consider
after their next paycheck smartphones to be their most important shopping tool. On

the mobile channel, time and attention are at a premium
and a purchase may need to be completed in the 20 seconds
of cellular connectivity between two Tube stations.

< Sell products at full price now, rather than having to
discount them later

s Free up customers’ cash so they can shop again
sooner

< Improve speed of checkout and increase the likelihood
of purchase by removing the need to enter card details

< Make it simpler to issue refunds for returns by not
taking the payment in the first place

& Allow customers to try out products at home without
making the payment
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What is the product?

Klarna’s two credit-free deferred payment solutions analyse the limited data that a
customer provides at checkout to assess whether they can safely use the product.

PAY IN 30 DAYS

RETAILERS TYPICALLY SEE:

WHAT: Pay later is an invoicing product which allows
consumers to complete a transaction online without
paying straight away. Consumers enter their basic details
(i.e. address) and Klarna assesses their ability to pay. If
they are eligible then they are given the option to purchase.
Klarna sends them an invoice once the item is shipped
which is due in 30 days.

Once the merchant has dispatched the product the
consumer can pay at any time up to their due date (with no
fees or interest). Klarna sends reminders up until the due
date and continues to do so if they miss it. After a certain
period, if a shopper doesn’t pay, they will lose the ability to
use Klarna in the future.

WHO: Shoppers who want to try products before they buy
them, typically with purchases below £100.

PAY IN 3 INSTALMENTS

WHAT: Customers pay a third of the basket price on the
spot, another third in 30 days and the final third in 60 days.
As with pay in 30 days, customers input their details and
Klarna assesses their ability to pay. In the US version of
Klarna the payment is split into four to account for bi-
weekly paychecks.

WHO: Higher end fashion shoppers, buying products
costing between £100 and £400. no interest no fees and no
hard credit check.

Page 4 of 10

Source: Klarna

20%

higher annual customer purchase frequency

15%
]

increase in average order value

higher conversion rate vs. card transactions

BP201908 | www.internetretailing.net | © 2019 InternetRetailing | Published in London




() RetailDNA

KLARNA: PAY LATER

Practicalities: Integrating Klarna

GLOSSARY

Plug-in: Software containing pre-programmed functions which can be added to an ecommerce website.

API: Application programming interfaces (APIs) allow applications to communicate with and collect information with other systems.

CUSTOMISABLE ECOMMERCE
PLATFORM

If the ecommerce site is built on an
ecommerce platform, the integration is
usually done through a plug-in.

How the integration works still depends
on which type of ecommerce platform
the retailer is using. Some are
essentially self-service while others
are more customisable.

Sites like Magento offer more
customisation; merchants can buy any
plug-in that has been made for it. A
Klarna integration may be more difficult
if the retailer has heavily customised
their site as other plug-ins relating to
fulfilment may alter key functions within
the ordering process.

In this case, Klarna will introduce
customers to the plug-in, ask them to
load it in and then troubleshoot if any
issues arise.

WHAT TYPE OF INTEGRATION DO YOU NEED?

CUSTOM

If a website is built on a bespoke
platform Klarna will require a direct
integration, which requires more
planning but allows much greater
customisation.

Klarna can work with the retailer to
tailor the integration to their business
requirements and integrate it with
all their different systems such as
order management. A good in-house
developer will be able to launch the
solution quickly.

ECOMMERCE PLATFORM

Less customisable ecommerce
platforms such as Shopify or
WooCommerce allow retailers to click
the Klarna plug-in in the platform’s
online store and be onboarded
automatically. Most integrations are
possible within an hour.
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KLARNA CHECKOUT INTEGRATION

Retailers may wish to use Klarna’s
full-service checkout solution, which
includes the Pay later solutions as
standard. Klarna takes care of collecting
billing and shipping address details,
handles the major popular payment
methods and manages fraud.

Klarna Checkout consists of a checkout
page and a confirmation page, which
the retailer hosts on their site through
an API.
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Checkout Page html + {{klarna_order.html_shippet}}
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KLARNA

PARCEL RECEIVED RETAILER RESELLS

Customer receives
confirmation
V4
VN
Customer returns Frees up money to spend
one/some/all product(s) ‘ immediately
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SCHUH

CASE STUDY

ABOUT

Schuh is a UK-based footwear retailer, which opened its
first store in Edinburgh in 1981. The typical Schuh customer
is under 40, brand-aware and fashion-conscious.

THE BUSINESS CASE

For online this means a mobile-oriented experience
organised around convenience, choice of services and
choice of product.

“We certainly differentiate on the nature of the
environment customers visit and the combination of
things we offer in that environment,” says Sean McKee,
director of ecommerce and CX at Schuh. “Some of what we
offer is available elsewhere so the visit needs to be more
memorable and more convenient than normal.”

Schuh wanted to offer a frictionless experience, with the
rationale that complex processes deter shoppers and lead
to basket abandonment. The company also wanted to cater
to security-conscious customers by limiting the amount of
consumer data they had to input.

THE DECISION

The retailer had previously been using Klarna's checkout

product. Schuh chose Klarna when it launched its deferred

payment solution in the UK because it:

<, Offered convenience to its youthful and fashion-
conscious target market

 Was easy to integrate with its existing IT systems

< Does not require customers to take out a formal loan

RESULTS
While McKee cannot share exact details on figures, the
company set very clear success metrics for minimum
performance before implementing the solution. Klarna bills
per transaction so basket sizes need to justify the fees. This
is not simply a subsidy for the customer but has to actually
improve performance. McKee says these KPIs are being met.
Overall, McKee says using Klarna has shown that there
is “clearly a relationship between enhancing convenience
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for consumers through later and part payments and
the amount the consumer is prepared to spend in direct
consequence of that convenience.”

He adds that participation in the services has been rising
exponentially.

LEARNINGS AND WHAT’S NEXT

The experience provided valuable insight into how to use
website messaging and banner space consumers more
aware of a new service on the site.

McKee says that the next stage is to reinforce the elements
of Klarna which are driving performance, including rolling
out Klarna in the company’s store network.

“The key is we don't over-egg it. With customers who visit
on mobileitisasmallitisasmall screen, sothe service has
to be intelligible quickly.” Il
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Conclusion

Klarna processes one million transactions per day 170,000
merchants, with 60 million end customers. Allowing
customers to defer payments:

< Increases basket sizes

< Enhances the overall customer experience of an
ecommerce site

v Removes the need to concentrate promotions at the end
of the month to take advantage of pay day liquidity

v Gives customers greater control over their finances

< Increases orders by allowing customers to try products
before they buy them

The solution excels where retailers have a mobile-first,
millennial customer base. &

NEXT STEPS

Visit Klarna to find out more: www.klarna.com/uk

The site contains descriptions of the different products as
well as more detailed notes for developers on integration.

Listen to Sean McKee in conversation on the
InternetRetailing podcast: https://podcasts.apple.com/us/
podcast/retailcraft/id 1418542382 7mt=2

www.klarna.com/uk/business/#get-started
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