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“The acquisition plan was
always hidden in plain sight”.
“It’s just about feeding public
market investors something

7 “Its a long-term bet on
the hyperiocal economy.”

“A Hail Mary forsurvival.”

ast week, refrains like
Lthese could be heard
from venture -capital
investors, analysts and hyper-
local experts as they waxed elo-
quent about Zomato’s plan to
swallow up quick commerce
player Blinkit in a heady
$750-800 million deal.
Although the food delivery
major is yet to publicly state its
intention to acquire the erst-
while Grofers, company insiders
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Blinkit may give Zomato
digestion problems

ACROSS THE AISLE

Zomato

Delivers over1.5 mn
orders perday
Market capitalisation
of$8 bn

Blin

Delivers more than1mn orders
perweek

Valuation 0f$800 mn
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critical is the contribution mar-
gin. Asaverage order sizes could
take a hit, it remains to be seen
how Zomato manages to still
make money on a per order
basis. The Street will not like it
if orders become contribution
margin negative,” he said.

In e-commerce, contribu-
tion marginis calculated as rev-
enue from fulfilling an order
minus the variable costs
attached with it.

Sreedhar Prasad, a manage-
ment consultant who advises
technology companies and
start-ups, said that the variable
expenses will come down fur-
ther asdelivery costs will reduce.
“When the distance reduces to
12 km, the delivery fleet’s utili-
sation will increase as riders will
deliver one order, go backto sta-
tion and immediately pick up

Around 300,000-strong 30,000 ground staff and around
delivery fleet 450 dark stores

15 mn-plus monthly Over 2 mn monthly
transacting users transacting users

$450 mn of annual gross
merchandise value run rate

said that a term sheet has been
finalised. “Some of Blinkit’s
employees have already started
working out of the Zomato
office, while several of the lat-
ter’s employees have moved to

another order. Whereas 80 per
cent of the trips made by deliv-
ery executives at presentare sin-
gle order deliveries and made
over distances as much as 5-7
km,” he explained.

the former,” said a source close
to developments.

“But it will take some time
for regulatory approvals to
come through. That’s why
Zomato is extending them a
loan of $150 million in tranches
to give them a lifeline in the
meanwhile,” he added.

According to several reports,
Blinkit has burned through
most of its cash since its pivot
to 10-minute deliveries of essen-
tials last year, around five per
cent of its workforce has been
laid off recently and it is trying
tosell some of its ground assets
for cheap.

To set things in context,
Zomato had already invested
$100 million in the company
for astake of around 10 per cent
last year. It had plans to write
another cheque of $500 million
and become a majority owner,
but those plans have not
materialised as technology
stocks around the world have
gotten hammered in the past
fewmonths.

But even as the follow-up
roadmap of a full-fledged acqui-
sition was being debated,
Zomato dropped another
bombshell earlier this week. It
announced a service that will
deliver food in 10 minutes.

“This makes things abun-
dantly clear. The market did not
take well to the purchase of a
tottering grocery delivery com-
pany and a new narrative was
needed. So, now the story being
sold is that Zomato will force fit
the Blinkit’s quick commerce
assets into its native food infra-
structure,” said a venture capital

Source: Companies, news reports

investor who does not want to
benamed.

Experts said Zomato has
done a poor job at communi-
cating its intentions to the mar-
ket — and for this reason, it will
beadifficult path to redemption
for its share prices, which have
been hovering around the 380-
mark for a while now, almost
half of its lifetime high of 155.

“The flurry of investments
and acquisitions reveal stress
marks. While thejury is stillout
on whether 10-minute deliver-
ies of grocery and food can be a
successful business proposition,
Zomato still needs to manage
shareholder expectations bet-
ter,” said Ankur

food delivery unicorn.

“When you extrapolate that
dataat ahyperlocal level to pre-
dict which 20 or 30 dishes
people from a 2-km radius
will order, it simply does not
work. Because your original data
is based on a situation where
people can order from thou-
sands of dishes,” he explained.

Several restaurants told
Business Standard that they
would not like to send pre-
cooked food to Zomato's hyper-
local kitchens as it would mean
giving up quality control and
might hurt their brand value.

Some experts also believe
that the bet on 10-minute service

— and Blinkit — is

Bisen, a veteran “How will Zomato essential to
management con- or Swiggy become  Zomato’s future
sultant in the con-  profitable? The since the future
sumer domain. answer lies of hyperlocal is
Zomato'sbidto  in nudging delivering every-
deliver food in 10 customers to order thing quickly.
minutes has come more and more” “How will

under intense pres-

surein the last few days. On one
hand, there are concerns that
such quick deliveries will put
pressure on delivery partners
and create road safety issues.
Butmore importantly, the com-
plexity of executing and making
money from such aservice has
cometo the fore.

“Wehavetried asimilar serv-
ice before and it did not work.
The data that Deepinder
(Goyal, Zomato CEO)is banking
on will not really help because
those statistics pertain to the
normal 30-40-minute deliver-
ies,” said a top executive of a

Zomato or Swiggy
become profitable? The answer
lies not in extracting a bigger
delivery fee from customers, but
nudging them to order more
and more. And when the deliv-
ery time is reduced to 10 min-
utes, the propensity to make
purchases will increase,” said
Sachin Dixit, an analyst who
tracks technology companies at
brokerage firm JM Financial.
He also cautions that integrat-
ing Blinkit’s assets into Zomato
and repurposing them for food
deliveries will need a very well
chalked out execution plan.

“One number that will be

Yet, the larger narrative
seems to be the one that says
the odds are stacked
against Zomato.

“Thereis alot of social angst
against this service on the
grounds of delivery workers’
and traffic safety. Moreover, the
Blinkit deal will take time to be
digested — and the cash burn

rate will increase,” said
Ambareesh Baliga, an equity
investment expert.

“And again,” he added, “with
Zomato already having a45 per
cent market share of food deliv-
eries, how much value accretive
will Blinkit be in terms of addi-
tional customers for the price
they are paying — $800 million
— and a fleet of gig workers and
dark stores?”

To explain what the 10-
minute service intends to
accomplish and assuage stake-
holder concerns, the company
has laid out some details of its
execution on social media. It
has said that delivery workers
would not be incentivised or
penalised on the basis of their
delivery speed. Moreover, the
quick commerce set-up would
require delivery executives to
travel at the same average
speed of 20 km per hour as they
do now — as the distances
between the delivery hubs and
customer doorsteps will be min-
imised to 1-2 km.

The food delivery company
believes that the cost to the end
customer may reduce by up
to 50 per cent — without hurt-
ingrestaurant and delivery part-
ner earnings — if things go
according to plan.




