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IKEI casE sTuby
; OpenTable:

¥ Your Reservation Is Waiting

penTable is the leading supplicr of reservation, table management, ang
- ' puest management software for restavrants. In addition, the company
opotates OpenTable. com, the world's most popular Weh site for making
restanrant reservations online. In 13 years, OpenTable has gone from 5
atart-up to a successfizl and growing public company that counts around two-thirds of
I the nation's reservation-taking restaurants as clients. And, in the second quarter of
2011, an average of 8 million diners per month made resctvations using OpenTable,
Today, more than 20,000 restaurants in the United States, Canada, Mexico, the
United Kingdom, Germany, and Japan use the OpenTable hardware and software
system. OpenTable also owns and operates Toptable.com, a leading restaurant site
in the United Kingdom, which it acquired in 2010. This system antomates the res- |
ervationrtaling and table management process, while allowing restaurants to build |
diner datshases for improved guest recognition and targeted e-mail marketing. The
OpenTeble Web site, OpenTable for Mobile Web {its mobile Web site), and OpenTable
| Mobile (its mobile app), provide a fast, efficient way for diners to find available tables
i in teal tirne. The Web sites and app connect ditectly to the thousands of computerized
[

3,004,000 Shares
ATIEL 3
= o> Openlable

| Comnon Stock ’1‘%:

[

[ . by
Fhin {n tha Initinl pistlic aesiag of gy cnmman ntach, PHAL 10 thin affaring, there han iaan nn public mecket fas aut getinan riegk, Wa arn affaring 1,572,624 shaeeo ofthe 4

! comman dlwelt 8iTstad by Ihin pmnnschan, and the el Maakinldars mo offorint L4276 shatss, W/e wil nolpeneiva sqy peacasde from th arla of shite 10 YA T by tha gelline 34y

i #tookiunlrsra. Tha inltie] publle offsring pHits of anr anmmon stack i aspsatad Lo ts habraan FI580 ot 510 per ahaen. Dur aammort HeakIiss Bash wpprovad for fnting on The Hedhq )

| ' Einhal Marknl under e symbol "DFE," aulijaat to offieial notias nfinmmncn.

Bt
Tuvnrting i ne catwtaan gtacke fmenlvee 2 Wigh dogron af ek, Snr "Rigk Fagtnrs" o poge 10 of s proapeotms. F
I 1
per iy i
Thane Jehl 1
- Tuittie 8Tating prics [ 3 |
! Underpriting disoount H 3
i Procasdr, baloes sspanpsn, b OpsiTable, Iz, b %
1 Fragaatln, hafars mpanasn, in tha palling % 3

tankhaldere

Tl viflatweibarn hers n Aucdny cption (6 prarchans (b an addiinmat A Ahapes of caen slaek [Fath e 1o anvsr araraiinimants, if g

Mithoe the Socuridén tid Excliwrgn Commishish Dar oy ntats #A0nkties ommianlon nor oy ntir eaguintory body fae appressd or disapwavsd of theoe ancuriting &
dotozmiod i 1Ki g entun In Inrhiit or conlets, Amy mpreseninting ta tha conksy iy o crimimnd offenas.

$hn nhmenn wil ba rody Car dallsmr on or alout - AN,




A3/83/2813 13:82 SA35573628 OREGOMCITY

ation syatemls at OpenTehle Testaurants, and rescrvations arc immediately
rded in 2 restaurant's electronis reacrvation hook,

mestaurants subscribe to the Openitble Electronic Reservation Book (ERR),
compAnY's proprietary software, which fs installed on a touch-acreen computer
1em and supported by asset-protection and security tools. The ERE software pro-
e a ceal-time map of the restaurant floor and enables the restaurant to retain
] patteTng of all parties, serving as a customer relationship management (CRM)
storn for TESEAUTATIES. The software is upgraded periodically, and the latest version,
quced in Angust 2010, was designed to provide increased ease of use and a mare
fongh view of table availability to help turn more tables, enhance guest service,
sonalize Tesponses to diners, coordinate the seating process, and maximize guest
ting. The EREs at OpenTable's customer restaurants connect via the Internet to
-an online netwotk of restaurant reservation books. For restaurants that rely
heavily on reservations, OpenTible offers Connect, a wehb-based service that lets

3

marants accept online rescrvetions,

OpenThble's revenue coihes From two sources. Restaurants pay a one-time fee for
tc installation and training, a monthly subscription fee of $198 for software and
ware, and a 31 transaction fce for each restaurant puest scated through online
rvations. The online reservation service is free to diners. The business model
gourages diners to assist in viral marketing. When an individual makea a reserva-
the site *suggests” that they send o-vites o theit dinnet companions directly
OpenTable.com. The e-vites include a link back to the OpenTable sito.

i Openfuble is a service-based (software as seTvice, Of 3aal) e-COINMEerce comm-
fighy. In other words, customers don't buy software and install it on their computers,
bt instead zo online and get the softwarc funetionality through subscriptions, Open-
thle is also an online scrvice that docs not sell goods, but instead enables diners 10
tnake Teservations, like social networking sites provide services.

The restanrant industry was slow 1o leverage the power of the Internet. This
28 in part because the industry was, and continues to be, highly fragmented and

il . . .
‘ocal—made up of more than 30,000 small, independent businesses or local restau-
it

Owning groups,
The founders of OpenTable knew that dealing with these Testaurants as a single
arket would be difficult. They also realized that the Internet was changing things
t qi“ﬂm by providing them with instant access W reviews, menus, and other infor-
r::::‘ ?bnut dining optiona, And there was no methm::! ‘For_ mal‘ciw_n.g reservations
iy e;fo_h,wa all know reacrviﬁg vy phone js. time-t?onaummg, inefficient, ?nd prone
o d'\ Ts. In order to make the systom work, reach and scale wore v_ery important.
uwjﬂt‘r'% to use an online reservation system, they would necd real-time access_to a
“Poﬁn;l_(jf lqca] restaurants, and the ability to instantly book confirmed reservations
‘ﬂe.j thfﬂ f:luck. 1f customers wears planning a trip 1o another city, OpenTable would

PATlicipating restaurants in those cities.

DmT?@ company was originally incorporated .i:n San Francisco in 1998 as Dasyeats.
qu{d N 1999 its name was changed to OpenTable.com, Inc. When the company was
Wed, most restanrants did not have computers, let alone Systetns that would allow

Nl ‘ \ , s ‘
Ne teservations made through a central Web site. OpenTable's initial strategy of
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paying online restaurant roviewers for links to its Web site and targeting tatiopy.
chains for fast expansions got the company into 30 cities, but it was spc—:n‘djng &
millien a menth and bringing in enly $100,000 in revenue, Mot exactly a formula Foe
suceess. The original investors still felt there was a viahle husiness to be built, ang’
they made a number of management changes, including installing investor and hoarg-
metmnber Thomas Layton, founder of CitySearch.com, as OpenTable’s CEQ. Layy,
cut staff, shut down marketing efforts, and got the company out of all but four Citisg,
Chicago, New York, San Francisco, and Washington, D.C.

The company retocled its hardware and software to create the user-friendly ERRE
system, and deployed a door-to-door sales force to salicit subscriptions from high-eng
restattrants. The combination of e-commerce, useful, user-friendly technology, ang.
the personal touch, worked. The four matkets OpenTable targeted initially develope
into active, Incal networks of restaurants and diners that continue to grow. OpenTyh
has implemented the same strategy acress the country, and now includes approyi
mately 20,000 OpenTable restaurant customers. In. 1.3 years, the company has Sca.ted;'ﬂ'
approximately 200 million dinera through OpenTable.coirt,

As the company grew, investors began making plans for it to go public, Layton |
stepped-down from his position as CEO in 2007, though he remains a board memnibe
He was replaced by Jeifrey Jordan, former president of PayPal. Jordan had som
experience with public companies from working with eBay on its acquisition d
PayPal. In 2009, he chose an aggressive strategy —going ahead with an initial publy
offering (IPO) despite a terrible sconomy and worse financial markets. So far, th
gamble has paid off. On its first day of trading, OpenTable's shares climbed 59%. THe,
ghare price at the end of Seplember 2011 was in the mid-$40 range, more than dlos]
the $20 IPO price.

Despite the challenging economy, OpenThble's numbers at the time of the I
were strong, and aince then, it has continued to grow. Revenues for 2010 increasel
by 44% compared to 2009, from $68.6 million to $99 million, and net income aimg‘:
tripled, from. $5 million to $14 million. Results for the frst six momnths of 2011 coft
timze that trend, with revenue increasing from $43.7 millien to $68 million, and o
income almost doubling, from $5 million to $10.5 million. T

The company has benefited from having e-commerce revennea streams from sl
scription fees and per-transaction charges, instoad of from advertising. Further, Mo
than 50% of OpenTable’s revenue comes from BZB subscriptions, which are typically
part of ].ong-te'fm contracts, Restaurants that have invested in OpenTable’s sof’twag
"]EJEI‘C]C.‘ElgE are less likely to want to ineur the switching costs associated with '3]-1’:"“51,-
to a diffsrcnt reservation management package, ot

Another reason for its success is that OpenTable has a large number of 5

. ) ) e tind th
fied customers. Restaurant owners report that they and their staff membﬂl‘ﬁﬁh:lly
fce.

£ serviy
skl

software easy to use, and it helps them manage their business better. Spec!
streamlines operations, helps Ol additional seats, and improves quality © i
providing a concrate tetnrn on investment. This has led to both high custammet
faction and high ratention rates. g ra?®
OponTable has also taken advantage of the interconnected needs of m&',ﬁ heir
and diners. Restaurants wank cost-effective ways to attract guests and manas”
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5, Wh ile dinetrs want convenient ways to find available restanurants, choose
 chem, and make reservations. By creating an online network of restaurants
g ¢ ;5 that fTansact with esach other through real-time reservations, OpenTable
‘ :sd ‘out how to successfully addresa the needs of hoth.

ipypen Table’s market i8 sus.cephble to network effbots: tl*lm more pe?plc use it,
riore MY the system delivers. OpenTable's growth continually provides diners
xpanded rhoices, More dinets discover the benefits of using the online reserva-
setern, which in turn delivers velue to restaurant customers, and helps attract
yestaurants to the nevwork. Diners serve as a source of viral marketing, a8
enTubie Web site encourages them to e-vite their dinner companions to the
When they do so, the e-mail provides links back o the OpenTable Weh site,
he OpenTable link appears on the restaurant’s Web site, linking directly to the
ation page. OpenTable has been able to improve its efficiency even as diners
ftaying home mare ofterL. :

While OpenTable is the biggest, most successful online player in the vestaurant
rvarions market, it does have competitors. MennPages.com offers acceas to res-
st menus and reviews, hut visitors to the site can’t make reservations, and the
tovers only etght U5, citics, Urhanspoon.com offers a reservation service, but its
Ymology is not compatible with OpenTable, so those reservations must be entered
inually into the OpenTable system. Like OpenTable, Urbanspoon charges $1 for
diner. Foodline corn and SavvyDiner.com offer sitmilar services; however, only
nTable and Foodline provide the option for restaurants to track customer behav-
: Looming on the horizon is Google, which recently purchased online restaurant
bide Zagat, raising the specter that it might try to compete with OpenTable, although
gat does not vet possess that functionality.

While some may argue that there are better ways o make reservations that don't
tak“‘ visitors away from restaurant's Web sites (once someonc clicks on the OpenTable
Ik, they navigate away), Tostaurant owners lke the OpenTable software, and diners
e an enormous range of dining choices. Those two factors make this argument a
latively weak ono,

pration

The company is committed to innovation when it makes sense. For example, it
28 hoth & mobile Web site and mohile applications that work on just about every
n_m‘rtphf-‘ﬂc platform. These applications help users find restavrants with the uvse
" GPS and make reservations. OpenTable also launched Facebook Conmect, allow-
18 Users 1o share their reservations on Facebook, as well as a Facebook application
alled Reservations, which allows partner restaurants to offer reservations directly
on FHGQ.IJODRI ]

\ Along with innovation, OpenTable continues to use its tried-and-true business
ngii that t:c:,mbimﬁ techrmlug:y with old-fashioned door-to-door sales. U‘sing this
- ]J: , OpenTable's North American markets have g‘roan over t_ime} and 'l:hl._‘-‘-l grolwth
Coﬁ;ﬁ]?cmd to continue. OpenTable plans a sg].ectfl.ve international expansion into
“ "a‘t-ilcl,‘ r’-IE‘S Where there are large numbers of online consume? I:rar_] sactions and reser-
E‘ma .1-?;}.=1ij]‘rf‘lg Testaurants. The company curfently ?fms. operations in Getrman;_r, Japan,
a]j.' \ "*‘ United Kingdom, each supported with a direct sales force, and has signed on
Proximately 1,000 restaurant customers in these markets.
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— The company’s international strategy is to replicate the successful U.S. mog

i SQURCES: "Google Buys Zagat to SRR . 2 ] S m &7

b View the DpenTablg, Yelp," by by focusing initially on building a restaurant customer base. OpenTable believes th,,

i fs\gm:n%f::‘J‘géﬁF';:; 160 For localized versions of its software will compare favorably against competitive softway,

3 the quar‘terly‘periudr ended June offerings, enabling them to expand across a broad selection of local reatanrants.

g 0, 20101, Sfec‘glnv, August Fd'd 0 The company is well-positioned for future growth. its size, track record of growy,
Form 10-K for the yoar eno § s . . i - o

y Decamber 31, 201?1 sec.go, and high customer satisfaction rates should continue to work in its favor.

March 8, 2011; "Behind Open- .
Tablu's Succass,” Favin Kolleher, . :
CNNMarey.com, September 23, Case 5tudy Questions

2010; "OpenTable Introduces the
Next Generatinn of lts Electronic

Reservatian Foak Software,” 1. Why will OpenTable competitars have a difficult time competing against Open-
| RestaurantNews, com, August 17, hi
2010; " OpenTable: the Hotlast Table?

Apat in Town,” by Maha Atal, '

CNNManey.con, August 14, 200; ' Lo ‘ . TP . i

*OpenTabe Unyels verslon 2.0 f 2. What characteristics of the restaurant market make it difficult for a reservation

its iPhone App," AppScout.com, SyS'tEI'ﬂ to work? o

August 14, 2009; “Gadgetel|: Fight o

for Your Dinner: Urhanspoon vs, . . ) B

Open Table,” NewsFactoreom, 3. How did OpenTable ¢change its marketing strategy 1o succeed?

August 8, 2009; "Urbanspaon is }

Mow Taking Online Resarvations: . .

Takes on QpenTanle,” by Fraderic 4, Why would restaurants find the Saa% model very attractive?

] Lardinols, ReadWrlteWeincom, :
§ August 7, 2009; " Yelp vs, OpenT:

rble—Whera Should Restaurants

Spend Thelr Marketing Dollars,” i

Dinner Rush Blog, resarvationde. m

wardnrass.com, July 19, 2008; May REVI Ew

22, 2009; "What Madia Compa-

nies Could Learn fram DpenTable,”

The Media Wonk, May 20, 2009,

Open Tablg 3-1/4 Amenciment 16, KEY CONCEPTS

filad! with the Securitlas and

| Exchange Commisgion, May 19, . . i . i
' 2000, B Understand the environment in which the online ratail sector operates today.,

Personal consumption of retail goods and services comprise about 70% and accow
| for about $10.7 trillion of total GDPE The retail sector can be broken down. into three.
main categories:

= Scrvices, which account for 65% of total retail salea

*  Durahle goods, which account for 10% of total retall sales

« Wondurahle goods, which account for 25% of total retail sales

Although the distinction hetween a good and a service is not always clear, and
“product-based services” are becorning the norm, we use the term retail goods to
refer to physical products and retailers to refer to firms that sell physical goods 0|
consumers. The retail industry can be further divided into seven major firm Lypes |
*  General merchandise

» Durahle goods
*  Specialty stores

*  TFood and beverage
=  Gasoline and fuel
= MOTO .
- +  Online retail firms i




