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Delivering
the Goods

When his top rival bought his largest
customer, Instacart’s Apoorva Mehta
cheered. It turns out he wasn’t crazy.

BY BIZ CARSON

s the obits piled up, Apoorva Mehta

couldn’t help but shake his head. It

wasn't his death that the press was

heralding, but that of his startup, In-
stacart, a five-year-old grocery and retail deliv-
ery service valued at $3.4 billion. That morning
in mid-June, Amazon stunned the world by an-
nouncing its purchase of Whole Foods for
$13.7 billion. As shares of grocery chains
plunged, many in the tech press noted that few
had more to lose than Instacart. Whole Foods
was not only an Instacart investor but also its
biggest customer at the time, accounting for
nearly 10% of sales.

Even as pundits turned on him, Mehta, 31,
says he felt nothing but vindication. For years
he'd been telling grocery chains they should pre-
pare for an all-out assault from Amazon. Services
like AmazonFresh and a plan for its own futur-
istic brick-and-mortar grocery store were only
the beginning, he warned. While Mehta hadn’t
expected the Whole Foods purchase—no one
had, it seems—that only made his pitch more ur-
gent. As Whole Foods executives broke the deal
news to Mehta and Instacart’s chief business offi-
cer, Nilam Ganenthiran, in a 6 a.m. call, the two
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messaged each other with thumbs-up emojis.

As if on cue, Mehtas and Ganenthiran’s
phones began ringing and lighting up with text
messages shortly after—and they didn’t stop all
day. It was execs from grocery chains, including
some of the ones whose stocks were cratering,
calling to talk business. “Every major grocery re-
tailer in the country was calling us,” Mehta says.
That morning in San Francisco, he stood in front
of Instacart’s 300 employees and told them it was
time for war.

Within months, Costco announced that it
was deepening its partnership with Instacart and
would offer delivery directly from the Costco
.com website. After discussions that spanned four
years, grocery giant Kroger inked a deal for Insta-
cart to deliver from its Ralphs subsidiary. Several
smaller chains also signed up, bringing Instacart’s
partner count to more than 165. “It really was like
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CEO Apoorva Mehta
bet Instacart could
help grocers fend off
Amazon. Now he must
prove he was right.
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THE ROBOT GROCER

ONLINE PIONEER OCADO IS FURTHER AHEAD THAN ANYONE ELSE IN
FIGURING OUT HOW TO FULLY AUTOMATE GROCERY SHOPPING AND DELIVERY.

Less than 2 feet below the roof beams
of a warehouse in Andover, in the
southwest of England, hundreds of ro-
bots are swarming above a giant block
that’s as wide as a football field and
three stories high. It’s a hive of grocer-
ies—thousands of plastic boxes, many
layers deep—stocked with everything
from grapes to shampoo to cat food.

Ocado built and runs this hive, and
it could make one for you, too, if you're
game.

With about $1.4 billion in 2016
sales, the British e-commerce firm is
the world’s largest online-only gro-
cery chain. Founded in 2000, some 12
years before Instacart, it has since in-
novated its way through brutally com-
plex logistical problems. “We’re deal-
ing with 50,000 kinds of products,
three temperature regimes, products
that have to be segregated,” says CTO
Paul Clarke. Machine-learning soft-
ware calculates all these aspects of the
giant block—and in four dimensions
when it factors in the time cucumbers
go out of date. “We’re bumping up
against Moore’s Law,” he adds, which
is why Ocado plans to eventually use
a quantum computer to power the
algorithms.

Ocado’s robots zoom around the
top of the block like rooks on a chess-
board, sometimes within half a cen-
timeter of each other. If one needs
to reach a box four levels below, oth-

ers shift the ones on top
within seconds. The bot
then zooms down to a
picking station to meet a
rare commodity here: a
human.

Ocado’s employees
still have a role putting
the groceries into plastic
bags. But that’ll change
soon enough. Ocado’s
engineers are working
on a robot hand that can
carefully handle different
types of fruit. They’ll be
installed in Ocado’s new
plant, opening in south
London next year, set to
be three times the size
of its warehouse in An-
dover. In nearby Green-
wich, Ocado is test-
ing driverless delivery
trucks. Ocado’s cofound-

-

,1\

Ocado seeks to eliminate humans entirely from its highly

automated warehouses.

er and CEO, Tim Steiner,
recently told analysts who had toured
the Andover warehouse that “every
human touch point is designed to one
day be replaced by a robotic solution.”
The analysts ate it up. “Ocado could
even become lower cost than a cus-
tomer doing their own shopping in
stores,” gushed Credit Suisse’s Stuart
McGuire to his clients.
Ocado is part of the reason why
people in the U.K. purchase more of

their groceries online than those in any
other country besides South Korea.
Small delivery trucks bearing the
Ocado logo often trundle through Brit-
ain’s suburbs, along with those from ri-
vals Tesco, Sainsbury’s and Morrisons.
The latter is the first chain that plans to
use Ocado’s hive. Clarke says “multiple
deals” will follow soon. “We're talking
to retailers in every continent except
Antarctica.” —Parmy Olson

a thermonuclear bomb against the entire grocery
industry;” Mehta says of the Amazon deal. “When
we look back, that may have been a turning point
for Instacart”

Instacart has more than 500,000 customers
and approximately $2 billion in revenue, accord-
ing to Forbes estimates. (The company, which
counts the full price of customer orders as reve-
nue, declined to comment.) Though it started out
as a service that catered to affluent big-city dwell-
ers, the company is seeing increasing success in
smaller regional markets like Buffalo, New York.
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Today the average Instacart shopper uses it twice
a month and spends $95 per order. Instacart Ex-
press customers, who pay an annual fee of $149
for free deliveries, end up spending $5,000 a year
on Instacart and order at double the frequency of
its average customers.

The company says it’s prioritizing growth over
profits for now. But Instacart says it has reached
gross-margin profitability—a measure that ex-
cludes costs like headquarters, employees and
marketing—in over 80% of its markets. The com-
pany has raised $675 million from storied inves-
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tors like Khosla Ventures and Sequoia Capital, in
addition to Whole Foods. It still has more than
$500 million in the bank, suggesting a relatively
low burn rate.

Mebhta’s idea for Instacart was sparked by bad
memories of grocery shopping as a kid. Growing
up in Canada, he hated having to take the bus in
winter to pick up groceries and lug them back
home. After studying engineering at the Univer-
sity of Waterloo, near Toronto, he worked in ful-
fillment logistics at Amazon. Two years later
Mehta moved to San Francisco to try his hand
at entrepreneurship. After two years of hashing
out ideas, he settled on a personal shopper that
would go to the store, purchase what you want
and deliver it to your door.

Mehta launched the service in 2012 and ap-
plied to Y Combinator, the prestigious Silicon
Valley accelerator that hatched giants like Airbnb
and Dropbox. He was rejected because the appli-
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One way to play the upheaval in retail groceries is to
consider suppliers like SuperValu, which operates a large
wholesale distribution businesses serving independent
and regional supermarket chains. The roughly $300 per
year that AmazonFresh charges for its delivery service
may be fine with higher-income, Whole Foods-type
shoppers, but it’s a stiff bill for the families making $60,000 a year who
tend to shop at the chains that SuperValu supplies. SuperValu has been
reducing its retail footprint and building out its faster-growing wholesal-
ing operations, which now represent 72% of sales. The stock sells at just

seven times expected 2017 earnings.

a floppy disk with Webvan's business plan on it,
telling him to study it. Mehta says he never found
a floppy drive to read it.

While both Webvan and Instacart were built
on a popular idea, their business models never
had much in common, says Sequoia’s Michael
Moritz, who invested in both. “Consumers, given
the option of being able to order groceries online
very easily and very simply, will flock to it,” he
says. Unlike Webvan, Instacart never built mas-
sive warehouses or operated fleets of cold-stor-
age vans. Adopting an asset-light model, Mehta
first built an app that let customers shop from
established retailers—charging a delivery fee and,
at least initially, a slight markup. Instacart kept a
cut for itself and paid the shopper.

It wasn’t until after the company launched in
Chicago that a grocer first approached Instacart
to talk about its business. At one point the re-
tailer asked Mehta how much it would have to
pay to be featured on Instacart.
Mehta hadn’t realized that there
was extra profit to be made
from partnerships.

Four years later those part-
nerships make up a significant
percentage of revenue. More
than 80% of orders are placed
with partners, up from less
than 20% three years ago. In-
stacart hit upon a new revenue
stream last year, with coupons
and free samples from con-

Taesik Yoon is editor of Forbes Special Situation Survey and

Forbes Investor.

cation deadline had passed. Undeterred, Mehta
used Instacart to deliver a six-pack of [PAstoa Y
Combinator partner. Within 30 minutes, he was
asked to come in for an interview and the next
day was accepted into the program. Shortly after,
he closed a seed investment round.

Even as a Y Combinator graduate and with
some financing under his belt, Mehta faced lots
of skepticism. Silicon Valley hadn't forgotten
about Webvan—perhaps the biggest blowout of
the first dot-com era. In its attempt to build a
giant grocery-delivery business, Webvan became
a symbol of internet hubris, burning through
more than $800 million on its way to bankruptcy.
In one pitch meeting, an investor handed Mehta

sumer-packaged-goods compa-

nies looking to advertise to its

customers.

There should be plenty of

room for Instacart to continue growing. Only 7%
of Americans buy groceries online, according
to NPD Group. Following the Amazon-Whole
Foods deal, the $850 billion grocery market’s
shift to online is certain to accelerate, says For-
rester analyst Ananda Chakravarty. “You're going
to see a lot more grocers not just getting into un-
derstanding the online space but also getting to
understand their customers better.”

For his part, Mehta seems keenly aware that
success can quickly turn to defeat when compet-
ing with Amazon. “What keeps me up at night is
that I don't want us to squander this opportuni-
ty, Mehta says. After all, he doesn’t want those
obits to have been prophetic. 3¢

FINAL THOUGHT

& “What seem to us bitter trials are often blessings in disguise; this seems
to me a blessing of an extremely obvious kind.” —0SCAR WILDE
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DATA UP
YOUR SLEEVE

The next frontier
in wearable tech is
deceptively simple—and
much more comfortable
than a scratchy wool
sweater with a selfie
stick woven through
it. Researchers at
the University of
Washington’s Paul
G. Allen School of
Computer Science
& Engineering are
developing magnetized
fabric capable of storing
small amounts of data
(a pass code to a locked
office door, say) that’s
readable by nothing
more sophisticated
than the magnetometer
already in your phone.
Low durability has
been the bugbear
of earliest-gen tech
fabrics, but the UW
crew’s finely threaded
version withstands
washing, drying and
even ironing. They’re
eyeing applications in
necklaces, bracelets and
more. Now if only they’d
invent a lapel flower
that squirts.
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