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Louis Borders was an innovator.  He began his career in the book business, and started to delve into other domains after he sold Borders Books in 1992.  In 1996, Borders had a vision for revolutionizing the grocery industry.  He dreamt of creating a web-based firm that delivered any product to the consumer's front door within a thirty-minute time frame.  This was the inception of Webvan.  Borders was aware of the risks involved in such a venture, and predicted that Webvan would either turn into a huge success or a dismal failure.  

Grocery Shopping 

At the time, in the United States, consumers spent about $650 billion annually on groceries.1  Most of these groceries were purchased at local supermarkets.  In fact, a study conducted by Supermarket Guru.com found that 83% of grocery products were bought at a supermarket.2  The average American household made two trips to the supermarket per week and spent approximately eighty-six dollars on groceries each week.3  
Grocery shopping behavior was considered a routinized choice behavior, requiring little thought, effort, and decision making.  Most routinized choice behaviors consisted of merely carrying out an existing decision plan.4  Consistent with this, consumers reported that most of their supermarket purchases were pre-planned.5  As such, consumers often considered grocery shopping part of their weekly chores.  

Almost fourteen percent of the adult population in the United States stated that they "hate" shopping for groceries.  Women, ages thirty-five to forty-nine years old, were the most likely group to dislike grocery shopping, a fact attributed to time and family constraints.6  Even those consumers who did not necessarily hate grocery shopping, reported that their supermarket shopping experiences were time consuming and inconvenient.7  In fact, forty-two percent of consumers were looking for ways to reduce the amount of time spent on grocery shopping.8 
The Rise of Louis Borders and Webvan
In 1971 Louis Borders and his brother started a "counter-culture" bookstore in Ann Arbor, Michigan.  The business was expanded into a successful, national bookstore chain, Borders Books.  During his ownership of Borders Books, Louis Borders had success in implementing an innovative inventory management software.  Each bookstore had its own customized stock list that automatically adjusted inventory selections based on reader preferences.9  Hence, Louis Borders had success in utilizing technology to streamline business operations.

In 1992, Borders Books was sold to K-Mart Corporation for two-hundred million dollars. By 2002, Borders Books was the second most popular bookstore chain in the United States, though Louis Borders no longer owned any shares in the corporation.10
In 1996, Louis Borders was at home opening a package of Japanese spices that he had ordered from a catalogue, when he realized that Internet based commerce would not take off until someone figured out a way to deliver goods to people’s homes simply and inexpensively.11  This was the inception of Webvan.  Borders envisioned revolutionizing the grocery business.  ''Intuitively, I knew I'd have a great financial model if I could eliminate store costs,'' Borders stated.12
Borders had a math degree from the University of Michigan, and did graduate work in the subject at Massachusetts Institute of Technology.  He had strong analytical skills that he applied to his vision for his online grocery business.  The concept of Webvan was based on the idea of delivering any product to the customer's doorstep.   Borders believed that the key to implementing his vision was efficient management of logistics, an important strategy in the book business.  In his planning for Webvan, Borders devised more efficient ways to assemble customer orders, store them while in transit, and deliver them to homes within a thirty-minute time frame.13  With this vision, Borders founded his e-commerce startup, Intelligent Systems for Retail, in December 1996.  From 1997 to the summer of 1999, the company developed its own web store front and equipped its first highly automated distribution center in Oakland, California, to serve the San Francisco Bay area.  In April 1999, the company changed its name to Webvan and began selling products online two months later.14 

The Management Team

The management team for Webvan was rumored to be a “Dream Team.” The team comprised of management professionals from various backgrounds, all purposely chosen for their ability to contribute to the vision of efficiently and inexpensively delivering products to the customer's door step.  Figure 1 presents the Management Team and a brief description of their backgrounds.  Figure 2 presents the Board of Directors. 

The most notable hire was the CEO, George T. Shaheen, who had served as the CEO and managing partner of Arthur Andersen.  Shaheen had been with Andersen consulting for over thirty years, and as CEO was responsible for the growth of the firm from a value of $1.3 billion to $8.3 billion.15  In the last five years of his leadership, Shaheen grew the firm’s revenues at an amazing twenty percent per year.16  Hence, when Borders hired Shaheen in 1999, he was one of the top performing executives at the time. 

Shaheen took over as the President and CEO of Webvan, replacing Borders who retained his position as Chairman of the Board of Directors.  As part of his compensation, Shaheen's salary was fixed to a sum of $500,000, plus a fifty percent bonus.  In his stock option plan, Shaheen was granted 15,000,000 shares of Webvan stock at $8.00 per share with a vesting of twenty percent (3,000,000 shares) effective on September 19, 1999.  In addition, Shaheen negotiated a $375,000 annual payment on retirement, which he would receive until his death.17
Venture Capital
Borders knew that his vision required a significant amount of investment capital for start-up.  Fortunately, in 1998, venture capital was flowing to Internet startup entities. Hoping to discover another Amazon, Yahoo, or eBay, venture capitalists invested more than $26 billion in high tech firms that were predicted to have fast growth and significant returns.  The average return in 1998 from venture funds earmarked for early Internet startup firms was more than twenty-five percent; the leading firms were returning in excess of one hundred percent.  However, most opportunities chosen by venture capitalists were cash burning companies with little experience and few customers.18 
Borders past success with his book business and his well-designed inventory systems for Webvan, allowed his firm to become a model for venture capital funding in Silicon Valley.  In 1998, Webvan attracted $400 million from several venture capital firms, including Softbank, Benchmark Capital, Goldman Sachs, Sequoia Capital, CBS Corporation, and Knight Ridder Company.19  Softbank had also funded other successful e-commerce firms, such as Yahoo and E*Trade.20  Benchmark Capital had invested $85 million in 1997 in then little-known Internet auction house, eBay.21  CBS Corporation and Knight Ridder were investment firms who were also highly reputable in financial circles.
By July of 1999, Webvan had collected about $700 million in venture capital, which was a remarkably lofty level considering that the company had not even begun selling products to consumers.  Most of this venture capital was spent on building the firm's 330,000 square foot Oakland, California warehouse.  Also part of Webvan's financing strategy, Morgan Stanley Dean Witter & Company assisted the firm in underwriting a junk-bond offering of about $300 to $400 million in the latter half of 1999.  Webvan then planned for a larger bond offering and IPO in subsequent months.22
The Initial Public Offering
Publicity was an advantage and a key promotional tool for Webvan.  The firm was often featured in the press because of the large amount of venture capital it had raised.  In addition, the hiring of George Shaheen was also heavily publicized.  Finally, Webvan received a lot of press when it contracted with Bechtel to build twenty-six warehouses across twenty U.S. markets.  This publicity increased excitement among prospective investors before the launch of the firm's IPO.

Webvan went public in a stock offering co-underwritten by some of Wall Street's most lucrative investment banks: Goldman Sachs, Merrill Lynch, BancBoston Robertson Stephens, Bear Stearns and Salomon Smith Barney.23  Webvan planned its IPO for the first week of October, 1999.24  However the IPO was delayed because the firm was under investigation by the Securities and Exchange Commission.  The SEC maintained that Webvan, which planned to raise as much as $325 million from its IPO, violated its required quiet period by speaking to the press about sales information that was not included in the firm’s prospectus.  As a result, Webvan was forced postpone its IPO.25  

On November 4, 1999 the IPO for WBVN opened with shares priced at $15.  Webvan issued 25 million shares, raising $375 million, which was $42 million more than the largest IPO in 1998.26, 27  During the first day of trading, Webvan's stock went as high as $34 before falling back to $24-7/8.  This was a gain of sixty-six percent from its IPO price, generating a market capitalization of about $8 billion for the firm.28  
The Online Grocery Market
In 1998, sixty-three million consumers used the Internet in the United States.  This number was expected to grow to approximately one-hundred and seventy-seven million by 2004.29  Also in 1998, consumers purchased $12.4 billion dollars of products and services via the Internet.  This number was predicted to increase to $75.0 billion by 2002.  In contrast, consumers spent $235 million purchasing groceries via the Internet in 1998.  Within five years, this number was expected to grow to $10.8 billion, an amount that would make groceries the largest e-commerce retailing category.30  And yet that number would only capture two percent of overall grocery sales in the United States.31  
Online grocery store shopping involved seven simple steps.  1) Consumers logged onto an online grocer’s web page.  2) They selected various goods, 3) and placed them in a virtual shopping cart.  4) The consumers proceeded to checkout and 5) designated a method of payment.  6) Finally, they typed in a delivery location and 7) selected a delivery time.  Consumers liked the twenty-four hour convenience of online grocery shopping.  Other consumer benefits included saving time, experiencing novelty while grocery shopping, and avoiding long check out lines.  

Online grocery shopping also had potential drawbacks for consumers.  Factors such as high delivery costs, improper order fulfillment, taking time to place an order, delays in delivery, potential low quality grocery products, and difficulty paying online were possible constraints on consumer preferences for purchasing groceries online.32 

Compared to physical grocery retailing, the online grocery business could lower overhead costs related to retail and/or warehouse property, labor, and inventory expenses.  For example, a single warehouse with a smaller labor force could cover multiple trading areas.  

Despite the potential benefits for consumers and reduced business expenses, analysts argued that the online grocery business would have a difficult time competing with physical grocery stores.  The barriers faced by the industry included substantial capital investments to reach customers, low consumer acceptance, low product margins, and well dispersed, intense competition.  In addition the online grocery business faced potential problems with delivery (e.g., consumers not home to receive frozen goods) and limited repeat sales.
In the past, traditional, physical grocery stores that attempted to enter the delivery market faced problems with acquiring start-up capital, gaining market share, and fluctuating gasoline prices.  In fact, analysts predicted that to penetrate the online grocery delivery market would require more than $25 million in venture capital, a cost that did not include marketing expenses related to customer acquisition.  The majority of these costs were estimated for building warehouses.  With this high cost to entry, even existing grocery store chains that had well established customer bases would have a difficult time entering the online grocery business.33
The Online Competition 

By 1998, over thirty online grocery firms were in existence.  Most of these firms were small independent online grocery stores. However, several firms had established themselves as formidable competitors in the online grocery shopping market.  Three prominent firms were Peapod, HomeGrocer and Streamline.  The strategy employed was simple: each grocer catered to a particular geographical area.  

Peapod 

“Smart shopping for busy people”

Peapod was founded in 1989 by two brothers, Andrew and Thomas Parkinson, in Boston, Massachusetts.34  Peapod’s initial business model required that consumers pay a monthly membership fee of $5.35  Once a member, a consumer could phone or fax their groceries requests to the firm.  Peapod would then send employees to the nearby market, select the items from the shelf, pay for them, and deliver them at cost.36  The only added-on charge was the delivery fee, which was five percent of the value of the order.37  Peapod's average order cost the consumer $120.38
But as its business grew, Peapod's business model began to fail.  Some supermarkets did not like having Peapod employees in their stores, as they competed with off-the-street customers for items.  Peapod shoppers frequently emptied store shelves in one shopping trip.39  Peapod sought a more efficient method of obtaining groceries and getting them to the customer.  The firm created an alliance with Safeway Foods, who would complete the back end of the order process, including selecting the items from the shelf and delivering them to customers.  After finding that the alliance with Safeway was not efficient, Peapod began to develop its own distribution centers.40
Peapod was backed by venture capital from Tribune Ventures and Ameritech.41  In the summer of 1997 Peapod had an IPO at $16 per share.  By 1999 Peapod was considered the leading online grocery store, serving ninety-two thousand households in eight major cities (Austin, Boston, Chicago, Columbus, Dallas, Houston, Long Island, and San Francisco).  In 1998, Peapod accounted for nearly half of all online grocery purchases and boasted a customer repeat purchase rate of ninety percent.42
Peapod’s website was user friendly.  It simulated a supermarket with electronic aisles, through which customers could browse and click on the groceries.  Peapod's web site also had a feature wherein the customer could make a list of frequently purchased items that could be recalled when visiting the site.  The site would automatically place these items in the consumer's shopping cart, facilitating repeat purchase.43  Peapod offered approximately 15,000 stock keep units on its website.44  A customer would place an order, and he/she could select delivery during any two-hour time slot, following a twelve hour lead time.  Orders were delivered Tuesday through Friday between 9:30 a.m. and 9 p.m., and from 9:30 a.m. to 2 p.m. on weekends.  As part of its revised business model, Peapod customers could either pay a monthly fee or incur an individual delivery charge on each order. With this new business model, Peapod reduced its delivery fee to an average of $15 per order.45
Peapod intentionally sought limited growth.  The firm found that expanding into its various markets was a difficult task, even without building large-scale warehouses.  However, separate from the logistics, Peapod was also not growing in sales.  Once the firm entered its eighth metropolitan market, sales and customer accounts began to drop.46 

After ten years of experience with well-established operations in eight major metropolitan areas, Peapod was considered the "first-mover" in the Internet grocery business.  By 1998, Peapod had the most prominent online grocery brand name, fifty percent market share, and a ninety percent repeat purchase rate.47  Realizing that its business model limited it from expanding nationally, Peapod launched a national purchasing program, called “Peapod Packages,” in 1999.  In this program anyone across the forty-eight states could order non-perishable items and have them shipped via UPS for a flat rate of $7.95 per order.48
HomeGrocer.com

"Here comes the grocery store"
In 1998, HomeGrocer was founded by Terry Drayton in Seattle, Washington.  The idea originally came from Drayton's wife, who, stuck inside their Toronto, Canada home on a cold and snowy day, began to long for a grocery delivery service.  Drayton decided to open the business in Seattle because of its retail history and entrepreneurial culture.49 

Because of the Internet bubble, financing was easy to come by for Drayton.  The firm raised an initial $6 million in September, 1998 and another $52.5 million in May, 1999 from numerous investors, including Amazon.com, Kleiner Perkins Caufield & Byers, Hummer Winblad and the Barksdale Group (Jim Barksdale was the former CEO of Netscape).50  

Rapid growth was part of HomeGrocer's strategy.  The firm increased its staff from 600 to 6,000 within its first year of operation, because it planned to expand from one to fifteen distribution facilities nationwide.51  To raise further capital, necessary for growth, HomeGrocer issued its IPO on March 10, 2000.  Twenty-two million shares were issued at $12 per share, for a total of $264 million.52
HomeGrocer stocked more than 14,000 grocery items in its own private distribution facilities and delivered the products, using refrigerated trucks, directly to the customer's home within a ninety minute time frame.53  (Each facility cost approximately $5 million to build.54)  Orders were filled on the day following order placement on the website.  HomeGrocer sought to offer customers name brand products, fresh produce, meat, seafood, dairy products and specialty foods, such as ethnic, natural and organic items.  The firm even produced its own organic brand of milk.55  Delivery was free for orders of more than $75 and otherwise carried a cost of $9.95. The cost of the average order was $110, and the firm catered to 50,000 customers.56 

Homegrocer's first center of operation was Seattle, Washington.  By June 2000, Homegrocer had opened distribution centers in Portland, Oregon; Los Angeles, San Diego, and Orange County, California; and Dallas, Texas.  By the end of the third quarter of 2000, HomeGrocer anticipated expanding into at least eight more markets, including Atlanta, Georgia; Chicago, Illinois; and Washington, D.C., within the following year.57 

Streamline

“Streamline your shopping. Streamline your life”

Streamline, a Boston based startup, was an online grocery firm founded by Timothy Demello in 1993.  Streamline received funds of $23 million from Nordstrom, Incorporated in September of 1998, when it decided to expand operations.58  Approximately eight months later, after establishing a successful growth rate and strong market share, Streamline acquired another $10 million in venture captial from numerous firms, including Intel, SAP (a German IT business solutions firm), and GE Capital.59  In June, 1999 Streamline had an IPO at $10 per share, raising and additional $45 million for the firm.60 

Streamline began by delivering groceries to the Boston area.  It operated its own distribution center wherein its groceries were stocked.  Streamline's strategy was to convince customers that they can get fresh food delivered on a convenient schedule.  The firm offered more than 10,000 stock keeping units.  In addition, Streamline partnered with other businesses to expand its services beyond groceries to include dry cleaning, film processing, shoe repair, video rental, precooked meals, flowers, package delivery, and other household services.61
Streamline's business model was based on installing a refrigerator in the consumer's garage, and drivers would use a keypad lock to make deliveries when the consumer was not at home.  For a $30 monthly fee, Streamline customers received access to the refrigerator and delivery services.   The grocer built small warehouses catering to a maximum of 11,000 households within a twenty-five minute drive.  The average consumer spent $119 a week at Streamline.com, and the typical household placed orders 42 weeks out of the year.62 

Streamline intentionally targeted the high end grocery shopping market, and the firm believed that many of these target customers lived in the North East United States.63  Hence, Streamline expanded from Boston into the Washington D.C. area.  The firm planned to enter the New Jersey and Chicago markets in the year 2000.64  
Webvan

“The world’s market at your doorstep”
Webvan began its operations in the San Francisco Bay area on June 2, 1999.  The firm positioned itself as an online grocer and drugstore, selling dry goods, fresh produce, prepared meals, and medicine.  It also promoted the idea that its prices were five percent less than the average, traditional supermarket.65  Products were delivered within thirty-minutes of the order being placed on the web site.66  Orders were delivered on Webvan's own fleet of vans within a sixty mile radius of the distribution center.67  If the total order amount exceeded $50, then delivery was free; otherwise Webvan charged $5.  Deliveries were made from 7 a.m. to 10 p.m. during the week, and from 10 a.m. to 5 p.m. on the weekends.68    
Though Webvan faced strong competition, it planned to capitalize on the idea that “bigger is better."  Webvan planned to build distribution centers three times the size of its rivals in every major city.  The management team new that it would be an expensive and slow way to win customers; however, the firm raised a significant amount of venture capital to back its strategy.  

Webvan intended to gain a strong foothold in the grocery business by investing in high tech infrastructure for storage and processing of orders, thereby achieving higher customer satisfaction.  The firm started out with its first distribution center, designed by Louis Borders, in Oakland, California.69  This facility comprised of 330,000 square feet of warehousing space that contained 18,000 stock keeping units within different temperature zones.  The distribution center was segmented into ambient, refrigerated and frozen areas that store grocery items at optimal temperatures.  The large size of the distribution center allowed Webvan to stock specialty items like live lobsters, premium wines, cigars, office products, and precooked meals.  In addition, each distribution center had 125,000 square feet of space devoted to an order fulfillment center.70  

Within the distribution facility, the firm's intricate order management system automatically pushed items needed for each order in plastic totes (identified for each order via bar-coded license plates) to stations via four and a half miles of conveyor belt.  At the stations, pickers received the correct items and placed them in the plastic totes to fill the order.  To meet performance goals, each picker had to place more than one hundred items per hour.  If everything ran smoothly, one worker could pick sixteen orders simultaneously.  When pick rates lagged for a particular product, a team went online and modified the placement of the product in the distribution center.71
Borders knew that delivering the goods to the customer in a timely manner was a necessity because of potential product perishability.  Webvan delivered products on its own fleet of trucks, making the logistics of order fulfillment even more complex.  Webvan's managers choreographed every step in the value chain.  Computer applications automated the process beginning from the receipt of goods from suppliers, to directing merchandise to the picker's station, to the automatic planning of routes for company truck drivers in local neighborhoods.

While planning for its IPO, Webvan signed a $1 billion contract with the global engineering, construction, development, and management company Bechtel to replicate the design of the Oakland distribution center and construct twenty-six distribution centers in twenty major markets across the United States.72, 73  Each distribution center would be built at a cost of $25 to $35 million.  In contrast, Peapod spent $1.5 million and HomeGrocer spent $5 million building each of their distribution centers.74  Table 1 presents a comparison of Webvan and its competitors.  
After establishing its first distribution center in Oakland, Webvan entered into the Suwannee, Georgia (serving Atlanta) and Carol Stream, Illinois (serving Chicago) markets.75  These distribution centers were based on a hub and spoke system.  For example, Webvan had one large warehouse in Atlanta that had nine satellite stations scattered strategically throughout the city.  Orders taken online were processed at the main warehouse, loaded onto trucks, taken to the appropriate satellite station, and then transferred to a Webvan delivery van for the final leg of the trip.76, 77  
Smaller distribution centers were constructed in areas such as Los Angeles and San Diego.78  After the HomeGrocer acquisition, Webvan had operations in Renton, Washington; Wilsonville, Oregon (catering to Seattle and Portland), Fullerton and Carson, California that served in conjunction with facilities in Azusa and Irvine, California, the greater Los Angeles, Orange County, and San Diego, California markets.79
Webvan estimated that each of its distribution centers would generate about the same amount of revenue as eighteen grocery stores at substantially lower labor and real estate costs.  It promoted its strategy to investors by stating that one distribution center would generate about $300 million in annual revenue.  Each facility would require only nine hundred employees including delivery personnel, compared to twenty-seven hundred employees that would be needed to run eighteen supermarkets.  Real estate costs would be less than one percent of revenue, compared to six percent for traditional, physical grocery stores.  Based on these assumptions, Webvan forecast a margin of twelve percent, compared to four percent for the typical supermarket.80  Venture capitalists liked Webvan’s strategy and believed that the high tech warehouses would allow the firm to outperform its competitors that were manually picking their groceries off the shelves of conventional neighborhood supermarkets.81 

The Web Store
Webvan's website served not only as the retail store front but also as a key promotional tool for the firm.  The website had an easily accessible store directory that allowed customers to navigate through a wide selection of items.  Each screen on the website contained a picture of the shopping cart, and as items were selected, the total price of the order would be automatically calculated for the customer.  To promote brand loyalty and repeat purchase, the web store contained a feature in which each customer's shopping list could be saved so that he/she could automatically input the same items on future orders.23  
Though the web store was intended to be easy-to-use, consumer surveys on epinions.com showed that a number of Webvan's customers were dissatisfied with the service because they claimed that their groceries were never delivered.  In researching the problem, Webvan found that most of the customers completed their shopping spree but failed to schedule a delivery time.  Additionally, customers' orders were not processed if they did not sign out at the end of the website.  Finally, Webvan found that customers rarely utilized the aspect of the website in which they could save their shopping list and recall it for future purchases.83  Hence, most consumers who visited the site found that the service did not reduce their shopping time.  
In the process of merging with HomeGrocer, Webvan decided to revamp its website with the intent of improving its usability.  The new web store showcased Webvan's new logo and featured eleven key product categories, including electronics, specialty items, books, CDs, videos, pet supplies, household furnishings, fresh market goods, baby products, children's items, and pharmaceuticals.  According to George Shaheen, “The search and sort functions have been expanded; reducing even further the time it takes to find specific brands and products.”84  Also navigation thorough the site was quicker and did not require clicking the "refresh" button to update the site's content.  
Marketing Communication

Webvan believed that it needed an innovative marketing communication strategy.  The primary objective for the firm's marketing communication was to change the mind set of the consumer so that he/she will prefer to shop online for any product.  To achieve this objective, Webvan realized that it had to: 1) change buying trends from the traditional method to purchasing online and 2) achieve 8,000 orders per day at $103 per order.85  In its early marketing communication Webvan utilized its grocery bag logo (See Figure 3), which was painted on their delivery vans and stitched on the uniforms of the employees. 

To increase brand awareness in September of 1999, Webvan hired Publis & Hal Riney, the San Francisco-based advertising agency, to implement an aggressive advertising campaign.  The initial budget for the campaign was $50 million.86  As part of the campaign, Webvan used various media to reach consumers and communicate that Webvan should be part of their everyday lives. For example, they launched a series of television commercials, which highlighted the convenience of using Webvan's service.87  One spot, called “The Pledge,” focused on a friendly crew of Webvan drivers making deliveries to the homes of various customers.  As the drivers went about their business, an official-sounding voice intoned with a "bill of rights," declaring that customers had the right "to a weekend" and "impeccable produce."88  Commercials from this campaign were telecast during popular events and shows like the Academy Awards, The Practice, Who Wants to be a Millionaire, and Felicity.89 

In March 2000, Webvan signed a three-year contract to sponsor the San Francisco Giants new stadium at Pacific Bell Park.  As a part of the agreement, Webvan’s advertising and brand logos were to appear on home plate and club-level rotating signs, back-lighted concourse signs, directional signs, and beverage cup holders located throughout the ballpark.  The company also agreed to sponsor a minimum of five in-stadium promotions during each regular season.90  

In April 2000, the firm began to push itself more aggressively as the most convenient way for consumers to get groceries delivered to their home.  The firm created alliances with various major package companies like Nabisco, Clorox, and Kimberly–Clark to it current list of partners that included Kellogg's, Quaker Oats, Pillsbury, and General Mills.  With these alliances, Webvan hoped to be able to challenge the giant retailer, Wal-Mart, which was then in its initial stages of moving its sales online.  In addition to these alliances, Webvan created agreements with other major firms, including The Girl Scouts to sell its cookies on the site, Gymboree to sell children's games on the site, and Old Navy to sell Fourth of July T-shirts and other apparel on the site.91
The company also ran a cross promotion with several dot-com firms, like Allrecipies.com. Seattle-based Allrecipes.com, a meal planning and food community site, offered people who lived in select Webvan service areas, a one-time $15 discount for becoming a new Webvan customer through the link on Allrecipes.com's web site.92  Webvan also created a successful alliance with Houston based Ashford.com, a luxury goods site.  The two companies, which were targeting a similar, upscale clientele, ran a promotion in November 2000.  Any Ashford.com customer who purchased $115 on Webvan's site using the online Holiday promotion code would receive a $50 gift certificate from Ashford.com.  Ashford.com also offered free gift-wrap and overnight delivery with the purchase that was made using the gift certificate.93
In its second advertising campaign, Webvan used the idea of creating advertisements that "rebelled" against the traditional grocery shopping experience in order to gain consumer awareness.  In April 2000, Publis & Hal Riney created a campaign which consisted of a series of TV spots tagged “Same groceries, no store. Webvan: you may never go again.”  One of the advertisements in this campaign showed a customer pulling a dog on top of a pile of nectarines while another customer is taking a bit of one, only to put it back.  Another advertisement (which cost the firm $10-$15 million) showed a grocery clerk having trouble getting the store scanner to work.  These advertisements were first telecast in San Francisco and subsequently run in Atlanta, Chicago, and Seattle.94  

As part of an aggressive push to gain customers, Webvan launched Webvan@work in the summer of 2000.  This service was targeted at small to mid-sized businesses as an alternative for procuring basic office supplies, cleaning materials, and replenishment products (such as snacks and beverages, stamps, fresh flowers and first-aid goods).   The service also proved an easy way for busy professionals to complete their grocery shopping during their lunch break.95
In June 2000, Webvan acquired rival HomeGrocer.com for a sum of $1.2 billion.  With the merger, the firm decided to revise its marketing communication strategy.  The firm began by redesigning its logo around the letter "W" (See Figure 3) and revamping the web store (See Figure 4).  Speaking about the logo, George Shaheen said: "The change in our logo sends a strong message that we are more than just an online grocer. It is also symbolic internally, as we complete the process of integrating the brands of two great companies, Webvan and HomeGrocer, into one stronger and larger brand.”  All the Webvan equipment, including vans, uniforms, and packaging material were updated to feature the new "W" logo.96
After the merger with HomeGrocer was complete in 2001, Webvan implemented a new multimedia campaign that included print, TV, e-mail and direct mail.  The campaign was designed to promote the merger, focusing on customer acquisition and retention.  One of the promotional offers of the campaign was to deliver groceries within a 60-minute time slot.97  (HomeGrocer previously had a ninety-minute delivery window, in contrast to Webvan's thirty-minute time frame.98)  The television campaign included several spots featuring a cartoon like background with Webvan’s new blue and green "W" logo in the center.  In these spots, a Webvan delivery man walked towards the camera while a voice over indicated, “Do what you want.  We’ll do what you need.  Webvan.”  Then the ad showed a choreographed version of vans entering a city and delivery men dancing with grocery crates.99 

Radio ads released by Webvan in March 2001, portrayed local couriers from each market giving tips on how consumers could spend their free time, since they no longer had to go to the store because they could rely on Webvan.  Each spot was tagged with a message touting Webvan's value, quality and selection.100  Additionally, Webvan teamed up with Telocity Incorporated to launch a promotion that offered customers several months of free high-speed Internet access when making a purchase on Webvan.101
Financials
The year 1999 was significant for Webvan.  The firm launched its IPO, and its stock peaked at $34 per share on the first day of trading.102  Webvan reported revenues of $13.3 million and a loss of $144.6 million that year.103  Figure 5 tracks the stock price of Webvan over time, and Figure 6 presents the financial statements for the firm.      

In the second quarter of 2000, Webvan posted a $57.1 million net loss (the first quarter loss was $38.7 million).  Revenues in the second quarter were $28.3 million (the first quarter revenues were $16.3 million).  Webvan showed a remarkable increase in total customers at 160,000 during the second quarter, compared to its 87,000 customers at the end of the first quarter.104  The loss incurred by the company in 2000 was attributed to infrastructure expenditures.  

Webvan's rapid growth strategy caused it to burn through its venture capital at a tremendous rate.  Webvan argued that it had to maintain its pace of growth because of intense competition among online grocers.  Webvan's primary rival turned out to be HomeGrocer.com, as this firm targeted similar markets.  HomeGrocer became a serious threat when it opened its distribution center in Southern California, and at this point Webvan decided to purchase its competitor.105
In June 2000, Webvan bought HomeGrocer in a stock swap worth $1.2 billion.  (Figure 2 presents Webvan's Board of Directors after the merger with HomeGrocer.)  Under the terms of the deal, HomeGrocer shareholders got 1.08 shares of Webvan common stock.106  Chief Financial Officer, Robert Swan, also announced that the combined companies were expected to have revenues of $300 to $325 million by the end of 2000.  Despite the expected growth in revenue, after the merger the stock price of Webvan fell to a low of $5.25 from its 52 week high of $34.107    
Webvan saw two advantages to purchasing HomeGrocer.  First, Webvan hoped to gain access to Homegrocer's customer base.  Second, management knew that Webvan was growing too quickly to be supported by sales from their existing markets.  Webvan's cash reserves were dwindling and yet their strategy called for expansion into new markets, such as New Jersey.  By merging with HomeGrocer, Webvan estimated that it could save $20 to $30 million on its marketing and administration costs and $200 million in operating costs, while still allowing the firm to expand during the years 2000 and 2001.108 
In the third quarter of 2000, Webvan opened a distribution center in Illinois that served the Chicago market.  It then announced that it planned to delay its entry into the South Bronx and Bergen County, New Jersey markets, though investments in the plans for the distribution centers were already underway.109  The reason for the delay was that cash reserves were being depleted even more quickly due to unanticipated restructuring costs around the acquisition of HomeGrocer.  Restructuring, due to the merger, cost the firm $40.8 million.  (Another $919 million was to be amortized over the next 5 years.)110  Because of these expenses, Webvan planned to concentrate its resources on making its existing distribution centers profitable before proceeding with further expansion.  

After the merger, Webvan became the largest online grocer with the biggest customer base.  Its active accounts totaled 524,000; the average order size during the third quarter was $103; repeat orders accounted for 75% of total orders.111  Despite these encouraging numbers, third quarter results showed further losses amounting to $120.2 million with revenues of $82.3 million.112 Before the end of the third quarter of 2000, Louis Borders stepped down as Chairman of the Board and George Shaheen assumed the position.113  Webvan's stock was now trading at below $1. 

Webvan's management realized that it needed to restructure the firm's strategy to minimize its losses.  So the firm began to lay off employees and cutback on its marketing expenses.  Marketing costs were reduced by 21%.  Despite reductions in expenses, the fourth quarter financial results showed a $167 million loss.114  Much of this loss was attributed to the restructuring of firm during the merger.  
By the end of 2000, Webvan's yearly losses had totaled $525.4 million; revenues were $178.5 million.115  In February 2001, Louis Borders severed ties with the firm for personal reasons, though he still remained the largest shareholder of the company.116  Webvan's management team implemented massive cuts in spending to conserve their cash reserves, which were estimated to be around $85 million on March 31.117  The firm closed its newest and most competitive distribution center in Dallas, Texas.  This move laid off 220 workers.118  In spite of the cutbacks, Deloitte and Touche, Webvan's auditor, noted that the firm had suffered recurring losses and negative cash flows from operations that raised substantial doubt about its ability to continue into the future.119  
In the second week of April 2001, with few signs of recovery, Shaheen resigned.120  Robert Swan, Chief Financial Officer, temporarily took over as CEO, until the Board of Directors was able to hire a new person for the job.  At the end of April, Webvan announced its strategy to recover from looming bankruptcy.  The Board of Directors voted to close its operations in Atlanta, one of its most prestigious markets.  Prior to closing its Atlanta distribution center, Webvan had ceased operations in Sacramento.  Since the stock faced delisting because it was trading at 23 cents per share on NASDAQ, the Board authorized a 25 to 1 reverse stock split of Webvan's 470 million outstanding shares.  With the stockholders voting in favor of the split, 470 million shares were reduced to 19 million shares.121 

Legal Issues

In addition to its financial troubles, Webvan had its share of legal woes.  The first lawsuit was filed by SRG Foothill Ranch, LLC on August 17, 2000 in the Superior Court of the State of California for the County of Orange.  SRG claimed that Webvan breached its Orange County lease with the firm and wanted to recover damages in excess of $6 million.122
Another suit was filed by real estate agents, Reliance Hamilton Associates, LLC on December 18, 2000.  They alleged that HomeGrocer and Webvan breached their contracts when they terminated their lease agreements and sought an amount of approximately $163,000.123 

Amazon.com filed a lawsuit against Webvan on February 7, 2001, after Webvan's merger with HomeGrocer.  Amazon claimed in the suit that HomeGrocer had violated their advertising agreement and sought $6.25 million in compensation, attorneys’ fees, and other expenses.124  

In February 2001, the local chapter of the United Food and Commercial Workers (a leading union for online grocery retailing workers) and the Teamsters Local 70 (representing grocery warehouse workers and truck drivers) filed charges with the National Relations Board against Webvan.  These charges stated that the firm’s policies stifled unionization efforts at its Oakland distribution center.  The unions claimed that Webvan illegally prohibited workers' free association to gather and discuss issues or seek support of a union; Webvan illegally prohibited workers' right to solicit support for a union; and Webvan instituted an electronic communication policy that violates employees' right to protected speech.125
The Defeat
Despite its attempt to reduce expenses and increase sales, Webvan filed for Chapter 11 bankruptcy protection from creditors on July 9, 2001, making it one of the most expensive dotcom failures in the history of the Internet bubble.  Webvan closed all of its operations, laying off approximately 2000 employees.  At its bankruptcy, the firm carried $1.2 billion in assets and $106 billion in debt.  On July 16, 2001, shareholders filed a lawsuit against Webvan alleging that the firm violated U.S. securities law because its IPO contained materially false and misleading information.126
By the end of 2001, Borders had moved on from Webvan and was working on the strategic plan for another dot com venture.  Borders determined that Webvan had failed on several fronts.  Specifically, he wanted to list those failures, identify the factors that contributed to those failures, determine what could have been done to avoid those problems, and learn some key lessons so that the failures are not repeated with his next e-commerce endeavor.  

Epilogue

Ever the entrepreneur, in 2001, Borders partnered with the former Vice President of Webvan, Doug Herrington, to co found another Internet start-up company, KeepMedia.  The newly minted firm was to be a media content service provider that stored current and archived articles from over one-hundred and forty popular magazines and newspapers on a single web site.  For $4.95 a month, consumers could search the firm's archives, receive personalized article clippings based on their interests, and create self-organizing libraries.    
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Table 1:  A Comparison of Webvan and its Primary Competitors


	
	Peapod


	HomeGrocer
	Streamline
	Webvan

	Year Founded


	1989
	1998
	1993
	1996

	Headquarters


	Skokie, IL
	Seattle, WA
	Boston, MA
	Foster City, CA

	Number of Markets


	8
	6, 8 planned
	2, 2 planned
	1, 20 planned

	IPO date/ Share
	$ 16/ June ‘97
	$ 12/ March ‘00
	$ 10 / June ‘99
	$ 15 / Nov ‘99

	Capital raised at IPO


	$ 64 million
	$ 264 million
	$ 56 million
	$ 375 million

	Number of Households served*

	11,500
	10,000
	11,000
	20,000

	Average cost of each order


	$ 120
	$110
	$ 119
	$ 71

	Method of delivery


	Delivery vans
	Delivery vans
	Refrigerated trucks
	Delivery vans

	Delivery Charge
	$15 for non-members; or           

$4.95 per month, plus 5% of order cost

 
	$9.95 on orders under $75
	$30 for storage box with 4 free deliveries
	$5 on orders under $50

	Delivery time (window)


	120 minutes
	90 minutes
	None
	30 minutes

	Cost of                Distribution Centers**
	$2 million
	$5 million
	N/A
	$25 million



*approximate number of households served in an individual market

** approximate values

Figure 1: Webvan's Management Team 

Louis Borders, Founder and Director of Webvan

Borders served as chairman of the board and CEO from December 1996 to September 1999. He Founded Borders Books in 1971 and was also the co-founder of Synergy Software, a software consulting company.

George Shaheen, CEO and Chairman of the Board 
Shaheen served as the CEO of Andersen Consulting prior to joining Webvan in 1999 and had been there since 1967 before the consulting arm became independent
Kevin Czinger, Senior vice President of Finance & Corporate Operations 
Before joining Webvan in July 1997, Czinger had been in the media and telecommunications group at Merrill Lynch and had also served as the CEO of Volcano Entertainment, a record and music publishing company he founded. Czinger also spent time at Goldman Sachs as the executive director and head of its media banking group in the early 1990s.

Arvind Peter Relan, Senior Vice President of Technology 
Before joining Webvan in 1998, Relan served as vice president of Internet Server Products at Oracle Corporation, a division which he had founded.  He had also worked at Hewlett Packard as a principal technologist.
Mark Zaleski, Vice President of Operations
Zaleski was recruited in July 1999 from a position at federal express, Europe, where he had spent 9 years. He had also held management positions in hub, ground operations in sales before serving as senior vice president and group managing director of central Europe. Just prior to joining Webvan he had held various executive management positions for AC Nielsen.

Gary Dahl, Vice President of Distribution
Dahl had served as senior vice president of logistics at American Stores Company, a retail food and drug company prior to joining Webvan in April 1997.  He was also employed at Lucky Stores as vice president of warehousing and distribution.

Leo Farley, Vice President of Food Production
Farley had served as vice president of culinary research and development for Sodexho Marriott Services and had also held various management executive positions in finance, strategic planning and marketing with Marriott Management Services prior to joining Webvan in July 1999.

Mark J. Holtzman, Vice President and Controller (since March 1999)
From July 1997 to March 1999, Holtzman had acted as CFO of the company. Before his joining Webvan, Holzman served as Group Controller at Microage, a distributor and reseller of computer products and services.

Gregory Beutler, Vice President of Merchandising
Prior to joining the company in august 1999, Beutler worked as General Manager, Worldwide Sourcing for GE lighting.  He had also been a management consultant at Symmetrix Inc., a management consulting firm.

Vivek Joshi, Vice President of Program Management
Prior to joining Webvan in August 1999, Joshi held several positions at GE.  He had also been a management consultant at Booz Allen & Hamilton and worked as a manufacturing team leader at Johnson & Johnson Advanced Materials Company.

Christian Manella, Vice President of Marketing
He had also served as vice president of sales and service at MCI WorldCom prior to joining Webvan in December 1998. He has also served as vice president of brand marketing for the same company.

David S. Rock, Vice President of Real Estate (since May 1999)
From January 1997 to May 1999, he served as the company vice president of retail and had previously owned and operated a business brokerage firm specializing in the sale and acquisition of food and beverage retail businesses.
Robert Swan, Chief Operating Officer
Prior to joining Webvan in October 1999, Swan was the vice-president & Chief Financial Officer at GE lighting. He also served as vice president and CFO of GE Lighting and prior to that as Vice President of GE Medical Systems in Europe.


Source: Webvan SEC filings, S-1/A filed on October 12, 1999.
Figure 2:  Webvan's Board of Directors 

Board of Directors (before the merger in June, 2000)
Louis Borders


Chairman of the Board

George T. Shaheen                 Chief Executive Officer

David M. Beirne

Director (General Partner of Benchmark Capital)

Christos M. Costakos

Director (Chairman & CEO of E*Trade Group)

Tim Koogle


Director (Chairman & CEO of Yahoo! Inc.)

Micheal J. Moritz

Director (General Partner of Sequoia Capital)

Board of Directors (after the merger in June, 2000)
George T. Shaheen                 
Chairman of the Board and Chief Executive Officer

Louis Borders


Director

James Barksdale                     
Director (Barksdale Group) 

David M. Beirne

Director (General Partner of Benchmark Capital)

Christos M. Costakos

Director (Chairman & CEO of E*Trade Group)

Tim Koogle


Director (Chairman & CEO of Yahoo! Inc.)

Mary Alice Taylor

Director (Former Chairman & CEO of HomeGrocer.com)

Micheal J. Moritz

Director (General Partner of Sequoia Capital)


Source: Webvan SEC filings
Figure 3:  Webvan's Logos 
Webvan's grocery bag logo (before the merger in June, 2000)
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Webvan's W logo (after the merger in June, 2000)
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Figure 4:  Webvan's Home Page after the Merger with HomeGrocer in June, 2000
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Figure 5:  Webvan's Daily Stock Prices
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Figure 6: Webvan's Financial Statements
	Annual Income Statement
	12/31/2000
	
	12/31/1999
	
	12/31/1998
	
	12/31/1997
	1

	Currency
	USD
	
	USD
	
	USD
	
	USD
	 

	Auditor Status
	Qualified
	
	Not Qualified
	
	Not Qualified
	
	Not Qualified
	 

	Scale
	Thousands
	
	Thousands
	
	Thousands
	
	Thousands
	 

	
	
	
	
	
	
	
	
	

	Total Revenues
	178,456
	 
	13,305
	 
	-
	 
	-
	 

	Cost of Revenues
	131,239
	 
	11,289
	 
	-
	 
	-
	 

	
	
	
	
	
	
	
	
	

	Selling, General & Administrative
	341,455
	 
	104,152
	 
	8,825
	 
	2,612
	 

	Depreciation & Amortization
	118,627
	 
	36,520
	 
	1,060
	 
	-
	 

	Research & Development
	25,516
	 
	15,237
	 
	3,010
	 
	244
	 

	Total Indirect Expenses
	526,408
	 
	155,909
	 
	12,895
	 
	2,856
	 

	Interest Income
	27,550
	 
	11,480
	 
	923
	 
	85
	 

	Interest Expense
	1,648
	 
	2,156
	 
	32
	 
	69
	 

	Other Income (Expense), net
	25,902
	 
	9,324
	 
	891
	 
	16
	 

	Income From Continuing Operations
	(453,289)
	 
	(144,569)
	 
	(12,004)
	 
	(2,840)
	 

	
	
	
	
	
	
	
	
	

	Net Income
	(453,289)
	 
	(144,569)
	 
	(12,004)
	 
	(2,840)
	 

	Average Shares (Basic)
	374,124
	 
	101,044
	 
	67,114
	 
	37,407
	 

	Average Shares (Diluted)
	374,124
	 
	101,044
	 
	67,114
	 
	37,407
	 

	Outstanding Shares
	476,746
	 
	78,590
	 
	78,590
	 
	64,394
	 

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Earnings per share - Net Income (Basic)
	(1.21)
	 
	(1.43)
	 
	(0.18)
	 
	(0.08)
	 

	Earnings per share - Net Income (Diluted)
	(1.21)
	 
	(1.43)
	 
	(0.18)
	 
	(0.08)
	 

	
	
	
	
	
	
	
	
	

	1 Excludes stock-based compensation - Cost of revenue:$37,000

	Source: Mergent Online, Financial Statement
	
	
	
	
	
	
	
	
	
	
	
	
	
	


	Annual Balance Sheet
	12/31/2000
	
	12/31/1999
	
	12/31/1998
	
	12/31/1997
	1

	Currency
	USD
	
	USD
	
	USD
	
	USD
	 

	Auditor Status
	Qualified
	
	Not Qualified
	
	Not Qualified
	
	Not Qualified
	 

	Scale
	Thousands
	
	Thousands
	
	Thousands
	
	Thousands
	 

	
	
	
	
	
	
	
	
	

	Cash & Cash Equivalents
	211,849
	 
	638,781
	 
	21,567
	 
	7,978
	 

	Receivables
	48
	 
	320
	 
	-
	 
	-
	 

	Inventories
	13,804
	 
	1,508
	 
	-
	 
	-
	 

	
	
	
	
	
	
	
	
	

	Total Current Assets
	234,919
	 
	644,287
	 
	21,681
	 
	7,983
	 

	
	
	
	
	
	
	
	
	

	Investments and Advances
	-
	 
	-
	 
	518
	 
	-
	 

	Loans and Lease Financing
	-
	 
	-
	 
	2,000
	 
	-
	 

	
	
	
	
	
	
	
	
	

	Buildings
	97,350
	 
	21,816
	 
	407
	 
	32
	 

	Machinery and Equipment
	176,914
	 
	40,962
	 
	4,597
	 
	233
	 

	Gross Property, Plant & Equipment
	406,197
	 
	107,238
	 
	32,934
	 
	265
	 

	Accumulated Depreciation & Amortization
	35,282
	 
	7,260
	 
	310
	 
	57
	 

	Net Property & Equipment
	370,915
	 
	99,978
	 
	32,624
	 
	208
	 

	Intangible Assets
	843,575
	 
	-
	 
	-
	 
	-
	 

	
	
	
	
	
	
	
	
	

	Total Assets
	1,521,536
	 
	757,793
	 
	60,009
	 
	8,279
	 

	Accounts Payable
	18,473
	 
	18,333
	 
	6,815
	 
	172
	 

	
	
	
	
	
	
	
	
	

	Accrued Expenses
	87,906
	 
	16,030
	 
	706
	 
	118
	 

	
	
	
	
	
	
	
	
	

	Current Portion of Long-term Debt
	13,930
	 
	4,306
	 
	3,237
	 
	-
	 

	Total Current Liabilities
	120,309
	 
	38,669
	 
	10,758
	 
	290
	 

	Long-term Debt
	42,210
	 
	12,147
	 
	14,230
	 
	-
	 

	
	
	
	
	
	
	
	
	

	Other Deferred Liabilities
	-
	 
	-
	 
	107
	 
	17
	 

	Deferred Liabilities
	-
	 
	-
	 
	107
	 
	17
	 

	Total Liabilities
	162,519
	 
	52,541
	 
	26,397
	 
	307
	 

	Preferred Stock
	-
	 
	-
	 
	45,582
	 
	10,754
	 

	Common Stock
	48
	 
	959,288
	 
	11,921
	 
	58
	 

	Additional Paid-In Capital
	2,011,041
	 
	5,280
	 
	1,686
	 
	-
	 

	Retained Earnings
	(612,702)
	 
	(159,413)
	 
	(14,844)
	 
	(2,840)
	 

	
	
	
	
	
	
	
	
	

	Stockholders' Equity
	1,359,017
	 
	705,252
	 
	33,612
	 
	7,972
	 

	Total Liabilities & Stockholders' Equity
	1,521,536
	 
	757,793
	 
	60,009
	 
	8,279
	 

	
	
	
	
	
	
	
	
	

	1 Excludes stock-based compensation - Cost of revenue:$37,000
Source: Mergent Online, Financial Statement


	Statement of Cash Flows
	12/31/2000
	12/31/1999
	12/31/1998
	12/31/1997

	Currency
	USD
	USD
	USD
	USD

	Auditor Status
	Qualified
	Not Qualified
	Not Qualified
	Not Qualified

	Scale
	Thousands
	Thousands
	Thousands
	Thousands

	Net income (loss)
	-453,289
	-144,569
	-12,004
	-2,840

	Depreciation & amortization
	94,312
	7,712
	263
	57

	Accretion on redeemable common stock
	29
	423
	1,242
	-

	Amortization of deferred compensation
	55,233
	36,520
	1,060
	-

	Restructuring charges
	38,289
	-
	-
	-

	Stock & stock options issued for services
	3,765
	29,020
	7
	95

	Provision for loss on notes receivable
	7,044
	-
	-
	-

	Issuance of warrants
	-
	2,173
	-
	-

	Inventories
	-4,995
	-1,508
	-
	-

	Undistributed income on short-term invests
	-
	-
	-
	-47

	Prepaid & other current assets
	4,573
	-3,684
	-109
	-5

	Accounts payable
	-3,925
	8,105
	6,643
	172

	Accrued liabilities
	-11,647
	6,499
	588
	118

	Other long term obligations
	7,531
	511
	90
	17

	Net cash used in operating activities
	-263,080
	-58,798
	-2,220
	-2,433

	Property, equip & lease improvements
	-259,755
	-64,253
	-32,669
	-265

	Cash acquired from merger 
	101,064
	-
	-
	-

	Sale of marketable securities
	615,743
	-
	-
	-

	Purchase of marketable securities
	-196,255
	-571,562
	-2,681
	-4,996

	Purchases of investments
	-2,000
	-482
	-518
	-

	Deposits & other assets
	-11,325
	-4,666
	-1,330
	88

	Restricted cash
	-
	-156
	-1,768
	-

	Net cash from investing activities
	247,472
	-641,119
	-38,966
	-5,349

	Sublease security deposit
	-
	26
	-
	-

	Proceeds from shareholder loans
	-
	-
	-
	2,038

	Payment of shareholder loans
	-
	-
	-
	-2,038

	Proceeds from long term debt
	-
	-
	17,168
	-

	Repayment of long term debt
	-4,542
	-3,221
	-471
	-

	Proceeds from capital lease financing
	1,251
	2,200
	794
	-

	Repayment of Capital lease obligations
	-1,876
	-511
	-32
	-

	Loan fees capitalized
	-
	-
	-323
	-

	Net proceeds from series A preferred stock
	-
	-
	5
	10,664

	Net proceeds from series B preferred stock
	-
	11
	34,823
	-

	Net proceeds from series C preferred stock
	-
	73,125
	-
	-

	Net proceeds from series D preferred stock
	-
	274,900
	-
	-

	Shareholder note receivable
	-2,517
	-4,783
	-
	-

	Proceeds from restricted common stock issued
	-4,486
	1,903
	78
	53

	Net proceeds from initial public offering
	-
	402,648
	-
	-

	Stock issuance costs
	-1,121
	-
	-
	-

	Proceeds from redeemable common stock issued
	-
	-
	48
	-

	Net cash from financing activities
	-4,319
	746,298
	52,090
	10,717

	Net increase(decrease) in cash & equivalents
	-19,927
	46,381
	10,904
	2,935

	Cash & equivalents, beginning of period
	60,220
	13,839
	2,935
	-

	Cash & equivalents, end of period
	40,293
	60,220
	13,839
	2,935

	Interest paid
	3,196
	2,436
	32
	69

	Income taxes paid
	-
	-
	1
	1


Source: Mergent Online, Financial Statement
Case Questions

1. Outline the four P’s as they pertain to Webvan.

2. How did Webvan position itself as unique from its primary competitors?  Was the firm's positioning strategy effective?

3. List Webvan's failures as a business venture.  What factors contributed to each specific failure?

4.  What lessons can be learned from the failures of Webvan and applied to another e-commerce start-up?

Number of shares traded (in millions)





Dollar Value





Months*





Source: Big Charts.com


*The IPO occurred in November, 1999 *Bankruptcy was declared in July, 2000
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