How Sephora is leveraging
AR and Al to transform retail and
help customers buy cosmetics

BY ALISON DENISCO RAYOME
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Beauty retailer Sephora followed customer technology trends to
command the cosmetic industry worldwide. Here’s an inside look at
its successful digital transformation.
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n San Francisco’s Dogpatch district, a research laboratory explores new products that tap augmented

reality (AR), artificial intelligence (Al), and RFID technology. Like many Silicon Valley startups, its team

develops and pitches cutting-edge solutions and customer service experiences, promising to make
life easier for its consumers.

But, this is no robotics company or maker of self-driving cars. It's Sephora, the industry-leading chain
of cosmetic stores that has leveraged digital transformation to take pole position as the nhumber one
speciality beauty retailer in the world.

“Digital and innovation have always been part of our DNA at Sephora,” said Mary Beth Laughton,
Sephora’s senior vice president of omni retail. “We are very focused on our customers, and we know
that her life is increasingly reliant on digital. So we know to be successful as a retailer, we've got to be
where our clients are, and give her tools and experiences that meet her needs.”

While other cosmetic companies rely heavily on department store sales, Sephora offers customers a
number of tech options that allow them to personalize their shopping experience by trying on makeup
virtually using AR, matching their skin tone to a foundation with Al, and sampling a fragrance via a touch-
screen and scented air.

Further, in Sephora’s Innovation Lab, launched in 2015, a team of executives hired from the market-
ing, product development, and technology industries source, develop, evaluate, test, and ultimately

launch new offerings and technologies for shopping in the store and online.
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Explore SEPHORA COLLECT! \ON
lip colors with virtual try-on

SEPHORA COLLECTION
Rouge Shine Lipstick

Color: 11 Love Letter
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The Sephora Virtual Artist kiosk invites retail customers to use augmented reality to try out different products.


http://www.euromonitor.com/beauty-and-personal-care-in-the-us/report

“It's about being open to new ideas, and
working with partners to develop the right solu-
tions--and being willing to do things that maybe
our clients don’t even know that they want yet,”
Laughton said. “That’'s how we approach things,
and as long as we’re doing it through the lens of
our customer and finding ways to simplify and en-
hance their shopping experience, we're willing to
put focus there.”

Here’s an inside look at how the company has
digitally transformed the beauty space to better
meet the needs of customers and dominate the

market—in a rapidly-changing retail environment.

Digital first

Sephora’s beauty retail concept was founded in
France by Dominique Mandonnaud in 1970, and
acquired by LVMH Moét Hennessy Louis Vuitton
in 1997. The company now operates some 2,300
stores in 33 countries worldwide, with more than
430 stores across the Americas.

The company launched its website in the US
in 1999, and kept moving forward in digital. It also
invested early in mobile as more than just a place
to make purchases.

Perhaps its most innovative and accessible
mobile offering is Sephora Virtual Artist, an AR
tool that allows customers to try on thousands of
shades of lipstick, eyeshadow, false lashes, and
many other makeup products sold at Sephora. It
also lets users go through beauty tutorials on their
own face digitally to learn how to achieve certain
looks. A new feature called Color Match taps Al to
help customers find the right color shade for their

skin tone via an uploaded photo. Virtual Artist is
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available in the Sephora app as well as in select
stores.

“Sephora Virtual Artist is a really good exam-
ple of where there was a real customer need,”
Laughton said. “It can be overwhelming coming
into our stores or shopping online, but this makes
it easy to help you find your favorite shade and
save you time.”

Sephora worked with ModiFace to develop
the technology. “We are based on technology
developed at Stanford University and included
face tracking and computer vision,” said Parham
Aarabi, CEO of ModiFace. “But we found that in a
beauty space, there was a need for this visualiza-
tion, and that’s how we got started.”

For the past five years, ModiFace and Sephora
experimented with AR. “A few years ago, Sephora
realized that the technology had come to a certain
level of realism and quality that they felt it could
impact their business in a dramatic way,” Aarabi
said. Since launching in 2016, every four months,
ModiFace and Sephora add in more features or

expand to other platforms.
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The core of the technology is the ability to track
facial features accurately, Aarabi said. “We have
essentially trained a program that can measure
where the lips and eyes are in real time and track
those facial feature points,” he added. “Once we
know where those elements are on the face, we
can then know where the lipstick or eye shadow
should go.”

ModiFace worked closely with Sephora to en-
sure every single color of a virtual product matches
the product in real life, Aarabi said. As of this writ-
ing, the Virtual Artist includes more than 20,000
products sold at Sephora, including highlighters,
blushes, concealers, lipsticks, and eye shadows.

“Before Sephora, we would have to go to brands

and try to motivate them and show them why tech-
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A closer look at the iPad-powered Sephora
Virtual Artist in stores.

nology could make sense for their business,” Aara-
bi said. “Sephora has gotten it from day one, want-
ing and incorporating new ideas. It's great to have
a partner that believes in technology.”

Since launching on the app, Sephora Virtual
Artist has seen 200 million shades tried on, and
over 8.5 million visits to the feature, according to
the company.

Sephora’s app also includes product ratings
and reviews, and a feature that allows you to test
out different hairstyles on the Android version.

Today, most clients visit the app several times
per month, to check everything from content to per-
sonalized messaging, according to the company.

“What's common across all of our digital efforts
is that we’re not just doing technology for the sake
of it or because it's cool or new,” Laughton said.
“BEvery digital product or tool or experience that
we introduce is done to make shopping for our
consumer more fun and more efficient—to help

engage her, educate her, and entertain her”

Innovation and inspiration

Finding the correct foundation color was one of
the largest beauty concerns of Sephora’s custom-
ers, Laughton said. In response, the company part-
nered with Pantone to develop a shade-matching
technology called Color 1Q, a handheld device
that will soon be in all North American Sephora
stores that provides a read of each customer’s
skin tone. The customer is assigned a Color 1Q
number, which helps them filter through thou-
sands of lip colors, foundations, and concealer
shades to choose the one that’s best for their spe-

cific coloring.
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The company launched seven
Beauty TIP (teach, inspire, play) Work-
shops across North America. At these
concept stores, customers come to-
gether to learn via group beauty class-
es. Customers can leverage tutorials
and Sephora Virtual Artist technology
on integrated iPad stations, or gath-

er inspiration from The Beauty Board,
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Sephora’s shoppable gallery showcas-
Customers test out the Sephora Virtual Artist kiosk in a retail store.

ing user-generated content via a large

digital screen.

combined with RFID scanning.
And in two New York City stores, customers g

. , Finally, a few stores across North America of-
can try out the Innovation Lab’s newest tech ven-

fer Sephora’s F Q [ ith first-
ture, Tap and Try. The technology lets you pick er sephoras Fragrance [ experience with 1irs

to-market sensory technology called InstaScent.
any lip or lash product on an endcap display, and 4 9

) . ) . . . After filling out an online scent profile, InstaScent
immediately try it on using Sephora Virtual Artist

allows clients to test 18 different scents using a
dry air delivery system, so they can test them out

without actually trying them on.

CCA few years ago, /
Tech partner Inhalic was approached by
Sephora reahzed Sephora to use its scent abilities for fragrances.
“We went through a four-year R&D process, and

that the technology ° y

decided to build an loT-type platform that could
had come tO d launch scent into many different areas,” said In-
halic CEO Keith Kelsen. “The Sephora approach

certain level of

lets you explore the scents themselves, and de-

rea | |S M an d q ua | |ty cide whatyou like. Typically, when you're in a store
that th ey felt it could with fragrance, you are absolutely overwhelmed,

and walk away with a headache. With our technol-

|mpaCt thell‘ bUS|neSS ogy, you can sample several fragrances with no
in a d ra mat|C Way tE) problem and no side effects.”

Sephora has benefited from top-down support

from its parent company and executives, Laughton

said. Further, withthe Innovation Lab, “our proximity
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to Silicon Valley gives us access to a lot of the
state’s digital players and tech startups,” Laugh-
ton said. “They’re a constant source of inspiration,
and our team is definitely highly engaged with the
surrounding environment.”

The approach appears to be paying off. In the
first quarter of 2017, parent company LVMH’s se-
lective retailing organic revenue, which Sephora

is a part of, grew 11%.

The future of the beauty
industry

The beauty industry began exploring digital
technologies earlier than many other consumer
product sectors, due to all of the possibilities to
enhance front-end interaction with clients, said
Gianni Giacomelli, senior vice president and busi-
ness leader for digital solutions at Genpact. “Sim-
ple applications end up creating a really good
customer experience for clients, and providing a

value-added service,” Giacomelli said. “It's not just

Sephora’s
Moisture Meter
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a pretty promotional front end.” The data points
that cosmetic companies can gather about their
customers are also key for digital transformation,
he added.

While other retailers have suffered
financially in recent years due to on-

line shopping, prestige beauty sales in

can measure the

level of moisture
in customers’
skin to help them
choose products
that are right for

the US rose 6% from February 2016 to
February 2017, reaching $17 billion, ac-
cording to The NPD Group. And four

out of every five dollars earned in pres-

their skin type.

tige beauty stemmed from makeup, the
group found.

The beauty industry will likely be-
come more and more personalized in
the coming years, Aarabi said. “If you
walk into a Sephora five or ten years

from now, every aspect of your experi-


https://www.lvmh.com/news-documents/press-releases/revenue-growth-in-2017-first-quarter/
http://www.genpact.com/
https://www.npd.com/wps/portal/npd/us/news/press-releases/2017/us-prestige-beauty-industry-adds-1-billion-in-sales-grows-6-percent-in-2016/

ence, from what you see to the products you are
recommended will be customized based on your
face shape, your sales history, and your prefer-
ences,” Aarabi said. “That personalization will re-
ally make life easier for shoppers. But it’s also bet-
ter for beauty brands, because they can increase
conversions by making sure their products are
relevantto each shopper on a personalized level”

Many companies in non-technical spheres are
becoming digitally aware and proficient, said Bri-
an Solis, an analyst at Altimeter. However, most
are advancing very slowly.

“Sephora is among the most advanced and
advancing retailer and beauty companies that I've
studied over the years,” Solis said. And the actual
technology is only part of this approach.

“Sephora is also diversifying its approach to

digital transformation by focusing on the areas

¢ Sephora is also

diversifying its
approach to digital
transformation by

focusing on the
areas where other
companies are
struggling.”

BRIAN SOLIS, ANALYST AT ALTIMETER

where other companies are struggling,” Solis said.
“Specifically, the company has studied digital cus-
tomers to understand her needs and beauty and
social aspirations, how she feels and shops, and
more, so they adapted models, processes, and
resources internally to compete with purpose.”

The company has also recognized that its cus-
tomers are not done evolving, Solis said; hence,
the importance of the Innovation Lab to keep up
on the latest consumer trends and technolog-
ical innovations. The lab sponsors a Think Tank
program, which grooms the next generation of
leaders in the company and allows them to de-
velop ideas and pitch them to the management
team. It also oversees Idea Central, a program
that sources ideas from employees nationwide in
both stores and headquarters to get new ideas
for ways to make the shopping experience better.

“We're trying to foster a lot of innovation with-
in the company as a whole,” Laughton said. “We
definitely want people with different perspectives
and backgrounds.”

Consumer expectations are driving the suc-
cess or failure of organizations today, said For-
rester analyst Brendan Witcher. “They’re the ones
determining, ‘| want to buy where | want, when |
want, pay the price | want, get the information |
want, and get it delivered to me in the form and
format that | want. If you don’t, I'll find someone
who does,” Witcher said. “And we have never had
that before, because we’ve never had so much
technology in the customer’s hands.”

Sephora has digitized its entire business strat-
egy, Witcher said, with its in-store, in-app, and

online solutions all providing value. “Sephora is



still one of the few companies that has an actu-
al dedicated part of their website where you can
go in and personalize the experience for your-
self,” Witcher said. “They are creating dialogues
with customers, not monologues. And those di-
alogues--whether it be in store, on the app, or
online--are what helps Sephora understand their
customers better, and then deliver the kinds of ex-
periences that not only meet but exceed custom-

er expectations.”

Digital transformation advice
Many retailers today understand that they need
to transform, but face difficulties creating a vision
and a plan for doing so to improve business prac-
tices, Witcher said.

“The biggest takeaway from Sephora as a
case study is to understand that your customers
have pain points in their journey, and you need
to solve those specific pain points,” Witcher said.
Other non-technical companies with successful
digital transformation projects have done this as
well. For example, Starbucks’ payment app and
order-ahead feature cut down time customers

spent waiting in line.

“Focusing on a key problem and solving it well
is extremely important,” Aarabi said. “If you try to
do too many things, it's hard to do everything well.
So focusing on one technical challenge and really
getting all the experts in and doing it well usually
leads to the best outcomes.”

Whatever digital project you choose to under-
go, the customer’s needs must be considered first
and foremost, Solis said. “I highly recommend that
companies understand how consumer behaviors,
preferences, expectations, and values are chang-
ing as digital impacts their life and work,” he add-
ed. “ also recommend plugging into technology
and societal trends to understand what’s possible
and impactful in practice.”

Executives must also empower their employ-
ees to lead digital transformation work, and es-
calate this work to the C-suite, so that companies
can innovate instead of just respond to market
trends, Solis said.

‘Above all, remain focused on your consumer
and their needs,” Laughton said. “If what you're
building doesn’t make their shopping experience
faster or easier or more fun, it’s probably not worth

the investment”

B B BB



\’:, TechRepubilic.

TechRepublic is a multiplatform publication that empowers
the people of business and technology. It provides analysis,
tips, best practices, and case studies to help leaders make
better decisions about tech.

Copyright ©2018 by CBS Interactive Inc. All rights reserved.
TechRepublic and its logo are trademarks of CBS Interac-
tive Inc.

All other product names or services identified throughout
this article are trademarks or registered trademarks of their

respective companies.

Published by TechRepublic, February 2018

Credits

Global Editor in Chief
Jason Hiner

Editor in Chief, EMEA
Steve Ranger

Editor in Chief, APAC
Chris Duckett

Managing Editor
Bill Detwiler

Senior Features Editors
Jody Gilbert
Mary Weilage

Senior Editor
Conner Forrest

Chief Reporter
Nick Heath

Senior Writers
Teena Maddox

Dan Patterson

Staff Writer

Alison DeNisco Rayome

Multiplatform Producer

Derek Poore

Associate Editor
Amy Talbott

Associate Social Media Editor

Leah Brown

Multiplatform Reporter
Olivia Krauth

Graphic Designer
Kimberly Kalisik




