Webvan: Groceries on the Internet

(Note:  this write-up focuses on the discussion questions.  The case is pretty easy to skim.)

Discussion Questions

1.How would you segment the potential market for “groceries on the web”?  What are the needs of shoppers in this market?  You may want to think separately about their needs from the shopping process and their needs from the goods they buy; keep in mind both physical and psychological needs.

One way to segment the market and target the customer base:

The shopping process

a. People who enjoy grocery shopping

b. People who hate grocery shopping

Interest in Technology

a. People who enjoy using computers/internet

b. People who are not comfortable using technology

Time and Convenience

a. People who are time-starved

b. People who have free time

Necessity

a. People who need to have food brought to them

b. People who are able to get it themselves

Geography

a. People living in densely populated areas

b. People living in sparsely populated areas

The matrix below shows the desirability of different segments.  Ranking assumes all other things equal. 

	
	Shop +
	Shop -
	Tech +
	Tech -
	Time
	No Time
	Need
	No Need

	Tech +
	Med/Low
	High
	
	
	
	
	
	

	Tech -
	Low
	Med/High
	
	
	
	
	
	

	HaveTime
	Low
	Medium
	Medium
	Low
	
	
	
	

	No Time
	Medium
	High
	High
	Med/High
	
	
	
	

	Need
	High
	High
	High
	Med/Low
	High
	High
	
	

	Don’tNeed
	Low
	Med/High
	Med/High
	Med/Low
	Low
	Med/High
	
	

	PopHigh
	Low
	High
	High
	Med/Low
	Medium
	High
	High
	Med/High

	PopLow
	Low
	Low
	Low
	Low
	Low
	Low
	Low
	Low


2. Which segment or segments should Webvan target?  Why?  Would your answer be the same for Peapod, Albertson’s, and Streamline?

Webvan should target people who have no time and need convenience, who don’t gain pleasure from shopping, who live in relatively densely populated areas, who have access to and are not afraid of using technology, who are not looking for esoteric items, and/or who are unable to go to the store.  Examples are: busy urban/close suburban professionals, moms, and students, all of who are comfortable buying over the Internet and for whom the convenience is more important than the shopping experience.  While the homebound may seem like a perfect market segment, the question of access to and comfort with computers and shopping over the Internet is a big one and makes them a less appealing market.  

Webvan’s segments are the same as the one’s Peapod, Albertson’s, and Steam line are targeting with a few exceptions:  Streamline focuses exclusively on suburban families and Albertson’s does not carry perishables.

3. What will it take for the Webvan business model to become profitable?  Does Webvan have a competitive advantage to sustain its position if the market does take off?

The table below looks at the P&L of a Webvan hub under ideal conditions.  Depreciation assumes that they pay $30 million to build the hub (midpoint of the $25-$30 M range given), that they can sell it for $5 million, and that it has a life of 20 years.  COGS is based on the COGS margin for a normal supermarket that is 73.8%.  The cost of labor for drivers is included in the cost for the trucks.  The labor cost for the packers is based on $40,000 income per worker (number from case) times the number of workers.  The number of workers was calculated by estimating the number of items per day and dividing by the number of items a worker can pack in an hour and dividing by the number of hours in a shift to get workers.

This scenario looks at the ideal situation where the hub is making $300 M a year.  If the average order size is $103, Webvan only needs 1,976 customers to breakeven.  If you drop these tables into Excel, you can the assumptions and test sensitivities.  For example, if Webvan customers ordered as infrequently as PeaPod customers in 1998 (5.2 orders/year), Webvan would need 20,552 customers to breakeven and 560,000 customers at one hub alone to reach capacity and its $300 million target. 

Webvan’s competitive advantage is supposed to be the speed and efficiency of its hub distribution centers.  At capacity it can handle 50,000 SKUs and 2,920,000 orders per year.

	
	Webvan Hub P& L

	
	
	

	
	Ideal Scenario
	

	
	Assumptions
	

	
	# of Customers
	56,012

	
	Avg. Order Size
	$103

	
	Orders/Yr/Cust
	52

	
	Orders/Yr
	2,912,621

	
	Items/avg order
	27

	
	# hours in shift
	8

	
	Cost of worker
	$40,000

	
	
	

	
	($ in thousands)
	

	Total Revenue
	$300,000

	Costs
	

	
	Depreciation*
	$1,250

	
	Large Trucks
	$5,825

	
	Small Trucks
	$34,951

	
	COGS**
	$221,400

	
	Packing Labor
	$2,394

	
	Profit 
	$34,179

	
	Profit Margin
	11.4%

	
	
	



This is the same table the one on the left, but shows the formulas in each cell.

	
	B
	C

	
	Webvan Hub P& L
	

	
	
	

	
	Ideal Scenario
	

	6
	Assumptions
	

	7
	# of Customers
	=(D16/D8/D9)*1000

	8
	Avg. Order Size
	103

	9
	Orders/Yr/Cust
	52

	10
	Orders/Yr
	=D9*D7

	11
	Items/avg order
	27

	12
	# hours in shift
	8

	13
	Cost of worker
	40000

	14
	
	

	15
	($ in thousands)
	

	16
	Total Revenue
	300000

	17
	Costs
	

	18
	Depreciation*
	=(30000-5000)/20

	19
	Large Trucks
	=((D9*D7)/50000)*100

	20
	Small Trucks
	=((D7*D9/5000)*60)

	21
	COGS**
	=D16*0.738

	22
	Packing Labor
	=D10*D11/365/450/D12*40

	23
	Profit ***
	=D16-D18-D19-D20-D21-D22

	24
	Profit Margin
	=D23/D16


4. Estimate the lifetime value of a Webvan customer.

The present value of the annuity stream of payments depends on the assumptions.  The annuity equation is:

PV=C[(1/r)-(1/(r(1+r)^t)]  see page 84 in the finance book.

Assuming a customer makes 50 orders a year at $103 an order and Webvan has a profit margin of 12% (stated goal on pg 7 of case), Webvan makes $618 a year on that customer.  Assuming Webvan keeps the customer for 5 years, and that the interest rate is 8%, that customer is worth $2,467 to Webvan.

