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Zappos.com’s commiimen: to jervice ba: 1uspived cultlike
devotion ameng (s vnitne custorers sna smpiovess, 2l can
this Internst shoe retailer rtay private muck langers

hat begaz as an urseecessful areemo: o

1598 by Nick Swinmurr o find a pai:

of A‘vwalk desert boors—firse ar Sar
Francisce’s Stonestowa Galleria ("They didn'c have
my size”} ang “Len onlize ("5¢5]] no luck”)—led =
an Interner starc-up ke follow! ng year thar has
areracted some of the smartest investess ie Silio
Valley. lts produce, obviously: shoes

Zappos.com operazes a glant call cenzer in Las

Vegas and sells millions of shoes and hundreds of
brands our of its 260,000-2q sre-foor warshouse (n
Shepherdsville, Kencucky. Revenues have sicher
doubled or rripled in each year of business ard were
on track to top $350 milliea in 20035, Tu teems of
nrfefizs, the cempary just breaks even—bu © hat's
partly because it has plowed all it could intc
expanding che business. Its mere tan 700 full- and
pere-time employess enjoy many benefits voo. At
Zappos wverybody gets a free lench, incleding che
geaveyard shifr in Las Viegas, though these folks
fave £o =27 ic ar midnigac Licele is waseed o
rmanagement petks, however Along with crher
execurives, Zwinmurn ar-1 CEQ Tony Hsien, bodh
32, work in the sarme poiy cubicles as rhe rest of
the Las Viegas staff and have no secreraries. "When
Corporare Board Member asked Hsieh for marerial on
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1he company, ne offered to overnighe ir. Pessoaally?
“Well, che UPS machine is right outside my cubicle,
ge yeah,” he said,

Since Swi- zarn's idea abou: selling shoes online
came at the height of the dor-com boom, ke sew no
reason why he shouldn’t be the next Jeff Bezos. He
hael online experience—he was a marketing manager
for Auzoweb, an [nterner car retailer, at the time of

e starm-up—iand hiz s=2:ch for chose Airwalks hed
left hir convanced that seling shoes online could fll
a gep. "l chaeght, "Wow, rhis is weird; this is an crea
no ons has real’y gone after,” e cecalls. He quit
Aurowsb, did some research, and in February 1999
lzunched a tesr website, A few rrenchs later he
sised $150,000 frem friends and family to form
Shoesite.conn, his £23t zame for <he company. A«
aceded more fiinding, of couree, dur couldn'
persuade any venture capitalions o invese. “They
theughs 2hoes would be hard o sell online because
peeple weuld want to try them on, meaning Lots
of rerarns,” he says.

Bur then Swinmun was able to recruit a veteran
Huordseain buver, Fred Mossler, ro join the cempany
&3 i18 senice vace presidens of merchandising,
position he sull holds, Crrer oudics rapidiy begar o
ser up calire shoz-rerailing businesses, among them
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MNordstrom ard a number of Internet-only concerns,
includizg Zhoss.com. Swinmum lost his exclusivity,
bz the presence of competitors—and the arcival of
Mossier, who rad exzensive industry experience and
contacts amang manufecrarers—gave his souri-z
just enough credibility to land an “ovestes: & smail
San Francisco company called Venrore Frogs.

WVenrure Frogs' principals and fourders were Hsieh
ard Alfred Lin, 32, former Harvard classmazes whose
dormitory businesses as budding pizzs barons had
overlapped. Hsieh boughr whole pies ard sold them
ar a profit to fellow students—including Lin, es i
turned out, who resold the individual slices ar sven
grearer markups. In 1996, when Hsleh co-fourded
LinkExchange, a cooperative advertising nerworks for
small websites, he broughr Lin in as vice president
of finance. Microsoft boughr LinkExchange cwe ard
a half years lacer for 3265 million, ard the -0 used
some of that money to launch Verrture Frogs

“The numbers Nick was ralking abour inerigusd
us,” secalls Hsieh. [n 1999 shoe szles in the Unized
States amounted to $40 billior, $2 billion of which
was handled by mail-order cazzlogs. "It seemed like
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orovice cash infusions in tirmes of need, and Haish
=as also put in seone of his own moeney, for a cotal of
arcund $10 milllon.

“Lockicg beck, net gerting more ouside furding
was @ blessing in disguise,” Te says. “We couldn'r
g our snd blew 820 million on advertising"—as
cow-defunce Fets.cem did, mestly or a Super Bowl
ad starring a sock puppet—"or or: a completely
auzometed distribution center. It forced us oo
be creative,’

Swinmura's originel idea had been to offer moze
* grenzory thzn hoick-and-mortar reczilers could, b
a frse it was a seruggle wo sign big-name brards,
witich didn'c want to be assaciated with whee ey
saw az an Invernee Hy-by-nighe. As a resuly, Zappos
Zehwred with fewer than 20 shoe styles—nor quite
the mall-busting szlecuian Swinmurn kac envisinred.
Unable to offer much in the way of inventory, “we
iust decided o make sure we took care of the
crzremers we did have te keep them coming hack,”
he says. “/As we added more selection, we hoped
they'd tell “hai - t=e ads, "We coulda's afford
acvertising, sc we nredec good word of moush.

It wasn'z rockee science,”

MNobel-wortzy ar not, the company’s
focus on service is undoubtedly the key to
its success. Easly on, after suppliers fumbled
Fappos' customer ordes—shipping the

[ R ¥ w W . 1 F
NG WAS A DLESSING wrong shoe o, worse, ruaning oue o

an iem—2Zappos swicched e bolding

M ELUSE, 1T FORCED US TO BE CREATIVA."  2rd shipping ‘s cwn inventecy. As it

the online version of t=a: would do at leas: as well, if
not berter,” Hsieh says. Vearue Frogs pur $504,000
into Swinmurn's enterprise. . Tsiell was lews confident
abour its name, choug!. Shoesite,com swas “kind of
like calling your store Szoce,” he (okes, 20 be and
Swinmurn asked rhe handfil of employzes the
company had ar che time o braiastosm a new name
The resulz was a caxchy riff on zapaser, Spanish

tor shoes.

Zappos fad been open bamly & }r-n_ when
technology stocks crasbed. Scores of lnterner
companies began pink-slippicg cheic fesh-ficed
empleyees and auccioning off their Aeron chairs. Bur
instead of panicking, Hsich decidead ro rake & more
hands-en role «r Zappos and svennially Secame CECY
and 2 board member, Swinmorn was chalcrmae ec the
time. Lin signed on as CFO in 2005, after perting
anocher Venzure Frogs investirent, Tellome Nerworks
[2c., an Inrerner commuiicacions company, on LS
finznzial feer, Venrore Frogs hae continoed w
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serezmlined che delivery system, it scarred

crying to beat it own promises, getting

shoes to repeat customers i two days
imsresd of the four o Bve ic kad specifisd. The
company instituted = generous 363-day returr.
policy, complece wich postage-paid recirn shipping
thas custemers can print out instantly from theit
compueess. Izs websies puovides photographs of eacl
shoe style from six angles and also posts customer
feedback, zzch ne whether a scyle rungs smeller chen
wsval, = help cus dowsn on those recums.

hese impertane, Zappos bas hired the bese

cusiemer-service reprecentatives around. Two years
age Hsieh and Swinmum moved the company to
Las Weges. “In S2n Francisco we just coulda's find
pecple wha would reat call-cearer work as 2 career,”
says Hsich, "And char was cricical.” In Las Vegas,
appersrzly, chey could. 15e 800 namber is manned
24 hours a day, seven days a week; so is the Eeneucky
warshouse, Found-the-clock service does not
come chean, Hsich adrnics, buc it’s the oaly way
0 ZET £hoes to a cusiomes cvemighs, Ag the
comment secricas posted on the cornpany's site
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show, customers responc wich fanatizal graocode,

The site abounds with =xclamarion-seiat-studd=c
pacans like this one: "Zappos was great to do

business with—I had my shipping sxoecited at ¢
charge anc they arrived [n perfac:
cocdition and weie exaccly whaz I'd
ordered and they came so svick!?” Moers
than 605 of sales ars now to repeat

CUSIDTICTS,

These include Deberah Szelford, 533,
grephic designer in Berkeley, Cal'forria
who estimares thae she ships back fous
pairs of shoes zo Zappos for each one she
keess “1 don'e really chink of it as
returning them, It's more like sending
the shoe-store guy into che back w ger
anocher 503 . she says, She's nos
alone. Berween 209 and 305 of orders

get rerurned, depending on the brand.
This, admirs Hsieh, "does cur inmn our
margins, bue that's just another cost we'd
racker bear than decrease che customer
exoerience or spend she money on markerting.

Hisizh likes to point owt that Zappos' unofficial
mpico is, “We're a service company trar just happens
to sell shoes
therdeing chey've deard thae, or someshing like i,

Cynical szaders may be forgiven for

many rimes beforz. Bus in this day of fruscrazing

ice-activated phone tees and surly store clerks, big
companies thaz relinbly offer good cusromer service
ar= few and faz between. Asked for a zols
Hsieh struggles,
service to wealthy cuscomers, bur nor to the masses
Maybe Srarbucks or In-IN-Our Burger does,” he
hedges. “Basically, everyone s:
it they don't acrually pur their resoucces
kehind it when it comes down o making a choice
=n shoez-term profic and berrer service,

Fappos has, Since mid-2005, every Las Vegas
—from executives and buyers 1
accouTranes, programmers, and call-center

nodel, even

were are some rrar provide goeas

S CUSIOMER SEervice 15
‘mpomane
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epererors—has had o go through a lengehy rrainicg
course: twe weeks of learning abou: Zappos’ culean
and cell-cexter system, rwo weeks of answersing 1o

phones, and then a week of racicg swezrily arouna

the warrhouse
Zappes’ employees are almos: creepily enthusiastic

abour the company. LTe slim paperbeck given ro
rires by svay of an employee manual conming a few
pacagraphs, signec or anonymous, from every

¢ about whar che Zappes coloure mreans o
“he lezest edition
Customer service showidn's fust be a

el
him or her. In the introduction o
Hszizh writes,

department. . .. [[lo addiri

1 ED IIVIDE 1o WOW ou

cuscomers, e alse oy o wow our employees ar ¢t che
vendors and rhe business partners chae we wot
with," If the manual is any incizazion, Zapoes has

certainly surceeded in wowing its warkers, Here's

THE CALL CENTER PROVIDES ROUND-THE-CLOCK SERVICE.

whar came frone _he warehouse, for example: “Two
vears and o million shoes later, I've seen that what
0 is importane and T never ']1:11!;_.;},1 a job could be
50 satisfring '
I know,
Carie Fahrner, a Zappos assistan: buyer whose name

e, it seeme ke a cult,” laughs

ind coneace information were not sepplied by che
:ompany. Fahener, 23, has worked for Zappos since
June 2000, scarting as an intern while (o college and
moving chrough chree or four dDartments hefore
sertling happily in her current one. Reached by
phone on her way o work, she claims not to mind
that it's a Sarurday; "Going to work does not feel like
It's fun.” She suys she and other employees
‘really want Zuppos to succeed, because we hope ic

L )

will be the lase job we'll ever have,”

Zo.eman Horm, chief design efficer as Medium, a

ancufacrerer of iiber-hip men's and womee’s shoes,

is anocher big fn. Not only does Zappos sell more
Mediom shoes then any othes U5, rezatler, buc ics
-uscorrer feedback. which Horn reads as idly, h;—]ps
er produc:. “['ve o aught d lot aof

LI PUC CUd £ 38
stuff char way—ifor examale, thar certain shoelazes
e t-r.ij.'jnll.:. S0 WE UpPEraced e m.” Using Web-
based tools provided by Zappos, Medium ceacks s
nventery on the site daily o see what's selling and
whar’s ro:z. Jrrher recailers effer sirnilar tools, “bu
not with the ana! level of deall thar Zappos does,”
lorn says.
As sales swell and the rumber af employees

balloons, maiteaiaing che Zappos culrure is Hsieh's

est crallenge. “What keeps me up ar night is

CORPORATE
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thar half che people in the company weren't here last
vear,” he says. Swinmurn scepped down as chairman
in =asly November, handing the job over to Lin,
whom ke calls "more detail-orienred,” and now
devotes himself full time to making sure thar che
wew” torch gets passed on, flame unquenched. “The
managers doing the eraining are people who rose up
through the ranks,” says Swinmurn. "We have w
hope they can communicate whar we're about.”
Zappos is also finally facing some rougher
comperition. Internet titan Amazon.com has begun
selling shoes, while Nordstrom and other established
cetailers, such as Macy's, have figured our chat
they need ro pay as much attention to their online
businesses as they do to their physical scores.
Rob Garf, a research director at AME Research, a
technology data advisory firm, says Zappos should
be on the lookout for retailers with effective "cross-
channel” businesses, able to sell in malls, ir mail-
order catalogs, and on the "Web. Based on an AMZ
Research survey, cross-channel shoppers during the
2003 holiday season spent 30% more than single-

ZAPPOS IS LOOKING FOR ANOTHER OUTSIDE DIRECTOR,
SOMEBODY WHo's “F UL LUSEL OM THZ
CZLETOVERE 2Nl EVMPLOYEE EXFERIEM

channel custaress. The reason, according to Gart:

Although rewail shoppers are increasingly savvy
abour the Interner, they still like to touch and
feel produces.”

Some retailers wich Interner arms, such as Best
Buy and Barnes & Noble, have found thae they can
leverage their plysical stores against Web-only pure
plays like Amazon.com by offering nexe-day in-store
pickup of items purchased on their websites, Garf
sees borh an advantage and a risk in this, however:
“Uhey have to provide a seamless experience along
each custemer touch pein:, whic is difficult when
you're d=aling with a cempurer onling, or & person in
a czll center, and the elements of a brick-and-morcar
score, like rhe sales associares.”

Zappos, however, can count on some new blood
iz the boardroom to deliver competioive muscle.
sequoin Capiral, a legendary Silicon Valley venture
capital firm thar several times turned down the
chance to invest in Zappos, changed its mind in
2004 and kas since put some $35 million into the
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company. A Sequoia parener, Michael Mozice, 51,
jo'ned Hsich and Lin on the Zappes board, Movizz
15 recogirzed as one of rhe savviest dealmakers in
Silicon Va:ley, with a good eye for young companies
with odd names and enusual business models run by
voung guys the was an early investor in “oogle). To
joun him o7 the board, Morirz broughe in Michael
Marks, 55. former CEO of Flextronics Corp., an
electronics manufacruring company thar he zoak
from $93 million ‘n 1993 revenues to $15.9 billion
in 2003, (In January Marks became a member of
buyour giant Kohlberg Kravis Roberts & Co. K¥E
isn't 4 Zappos invesror, though.) The four directors
are looking for a fifth, ar oursider “We're opez
anyone who would complement the board,” say:
-“sich. "We've been looking ar peop.e from othe:
companies who ace focused on the cuszomer and
employee experience.’

Do chese board changes—to be accompanied,
perhaps, by the recruizment of more exseriencer
maragers—signa: an impending public offering?
“frer all, many a pre-technology-crash dor-com
company eveing an [FO hired older
executives to dispel the idea char ir was
being rue by mere boys, Nor according
Moritz, “Fiest, I'm much more incerested
in being a shareholder in a ge=az company
than in ral<ing ebour, or chinking abour,
or dreaming abour a7 inivial public
offering,” he says. “Why go public if you
don't need the money?” Moreover, =e
acicly rejects 1re “condescersien implied
by che phrases ‘gray hair’ and ‘adulc
supesvision.' Wo amourt of eicher could de what
Larry and Sergey have done or whar Tony and his
compatriots have done,” (He's telking abour Gocgle
founders Larry Page and Sergey Brin in the same
breath as Zappos' Tocy Heieh, which musc meas
something.) "Now, [ thizk 1t makes a ron of sease ¢
faraess all char passion ard enchusiasm abour e
product or a service or a company wich people who
have complementary experiznce, and Zappos is
building its macagersent team  3ur I'll eake passion
over ‘gray haic’ any day.”

Hsieh coesn't believe Sequoia will be pushing fo
a public offering soon. “Threy really are leng-rerm
thinkers and investors,” he says. “They believe in us
and want to see us grow the business.” Bur Sequoiz
won't want to wait forever for & return on is $35
million. Sooaer mther than later—we're becting by
2007—th's dor-cam Cinderella will have to out on
its glass slippers and make a grand encrance ar the
PO ball. @&
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