FOCUS ON
INNOVATION NOT
JUST COST CUTTING

It’s a fact of retail — your brand
is either on the up or in decline.
Much like a rollercoaster, this
cycle rolls around regularly, and
consumers will tell you with
their wallets if you've got your
product offering right or wrong,

While there’s been
underwhelming growth in retail
sales in recent years, there are a
greater number of competitors
jostling for a slice of the pie —
international brands, overseas
online consumers and auction
sites like eBay.

In 2016, the global retail influx
will continue, with many
analysts advising that the wave
of international market entrants
is yet to peak (confirmed
retailers hunting for spaces
include Marks and Spencer,
Reiss and All Saints, to name
just a few).
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OLLERCOASTER

WHY ALL RETAILERS NEED TO
RESTRUCTURE THEIR BUSINESS

WORDS GAYLE DICKERSON
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Even high performing retail businesses shouldn’t take strong results for granted. For example
Lovisa, one of the best performing small-cap retail businesses in Australia, is hurting from
the devaluation in the dollar which looks set to remain around 70c for the foreseeable period.
This decrease in value has made an Australian retailer’s typical cost of goods some 15-20 per
cent higher than it was a couple of years ago when prices were at parity. With the dollar likely
to hover around 70c, this year looks set to be a tough one for many Australian brands.

So if you're a retailer just about to tip over the summit on Space Mountain or worse, already
in free fall, we offer some insight here to help you make the right decisions.

Acknowledge that your business is under-performing and the reasons why (the

1 ‘critical point). It can be difficult to see the wood for the trees when it’s your business,

so dedicate some time to do a business review or bring in independent experts to

help you while you focus on ‘business as usual’. The review should cover finance, strategy,

management, operations and stakeholders (including customers and financiers). Be sure to

identify where your business sits on the business life cycle, as this determines the options

available to you. As you would expect, the further down the decline curve you are, the fewer
options available. Early intervention is therefore critical.

IDENTIFY THE CRITICAL POINT
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“TOO OFTEN BUSINESSES WITH
CASH FLOW CRISES PUT THEIR
HEAD IN THE SAND AND AVOID
TALKING. THIS IS THE TIME TO
OVER-COMMUNICATE TO KEEP
CREDITORS, EMPLOYEES AND
STAKEHOLDERS SUPPORTIVE.”

WELL-KNOWN BRANDS APPLE
AND DOMINO'S HAVE BEEN ABLE
TO RESURRECT THEMSELVES
FROM NEAR COLLAPSE.
WITH HINDSIGHT AND IN
CONTRAST, IT'S OBVIOUS
WHY BORDERS AND KODAK
WERE UNABLE TO TURN
AROUND THEIR BUSINESSES
AT THE CRITICAL POINT AND
WERE DOOMED TO FAIL, WITH
THE INEXORABLE RISE OF
AMAZON AND ONLINE SALES,
AND THE RAPID TAKE-UP OF
SMARTPHONES AND DIGITAL
CAMERAS.




Document your findings and
2turnaround plan. Too often

information remains in the head
of the business owner and is rarely
documented. Once down on paper it
provides a platform for discussion and
communication to the business’s wider

stakeholders.

For a successful turnaround there

usually needs to be a financial

restructuring that centres on
reducing debt and restoring the balance
sheet to good health; also operational
restructuring that focuses on gross margin
and improving earnings.

The immediate focus needs to be on
developing operational measures to ensure
immediate viability; i.e. making sure the
company is a solvent, going concern. The
second stage is to develop a model for the
restructured company that ensures its
ongoing viability.

“THE PROBLEM MAY BE
ANYTHING FROM BRAND
CONFUSION TO POOR
PRODUCTS TO INEFFICIENT
SYSTEMS TO UNRULY COSTS OR
UNPROFITABLE STORES. UNTIL
YOU HAVE DIAGNOSED THE
PROBLEM, YOU WON'T BE ABLE
TO FIX IT.”
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Some key areas to consider in a turnaround plan are:

RENT
¢ Rent is one of the largest expenses in a retail business. Understand how your lease
works, how your rent is calculated and how it stacks up against other tenants’ rents.

¢ Don't be afraid to negotiate for a fairer deal with your landlord, but if you do, have
a clear plan.

MANAGE WORKING CAPITAL - INVENTORY & DISCOUNTING SUPPLY CHAIN
e Fastidious management of inventory is crucial to unlocking cash and maximising
L working capital. Reporting needs to be at the level of understanding SKU level
o e margins and stock turn.

¢ Discounting is the norm today — figure out how you can extract full price for your
product.

¢ |nvest in the cost-efficient cloud technologies now widely available to bolt on to
incumbent systems and help manage inventory, supply chain and working capital.

CLOSE UNDER-PERFORMING STORES/REDUCE OVERHEADS

_r__ e One of the biggest reasons for retail failure is not stemming losses from under-

performing stores quickly enough. Also, as consumers increasingly spend online,
there will need to be some store closures to realign the business model.

e Qver the last few years, there have been a number of specialist entrants into the
market who provide support in closing stores. This allows management to focus on
profitable stores and potentially provide a guaranteed upfront cash return.

e We've seen numerous examples where overheads (including head office) increase
over time, as ‘this is just the way things have always been done’. There are many
opportunities, in areas like payroll and human resources, to outsource costs to help
better manage expenses.

DEBT/EQUITY

¢ |t may be possible to source debt or equity into the business providing a clear
turnaround plan can be presented. Or it may be that the current financing facilities
aren't appropriate for the business and can be restructured to support the
turnaround. There are niche equity players to retail who can provide rapid feedback
on your business and the feasibility of a turnaround.

PEOPLE, LEADERSHIP & COMMUNICATION

- e Assess who has the capability to deliver the turnaround. Skills required to deliver
w leadership in a distressed scenario are different to business as usual.
e Cutting employees may be necessary, but needs to be properly managed to not

impact client service and, ultimately, sales.

e Engagement of your team in the future strategy and their roles needs to be
communicated sensitively for it to be successful. With any restructure people
become nervous — make sure your best people are locked in.

REPORTING; DATA & TECHNOLOGY

¢ Financial data, not just daily sales reports, need to be in real time. Relatively
inexpensive tools are now available to augment your financial and point-of-sale
systems and provide dashboard reporting.

PRODUCT/BRAND/CUSTOMER ENGAGEMENT
¢ |t may be time to re-brand, sell or give up on a brand/product that isn't working. This
can be hard to accept when it's your ‘baby’.

¢ Have you really engaged with the new millennial consumer? From teens to pensioners
we're all changing the way we engage with retail — predominantly through Australia
being one of the highest adopters of smart phones.
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successful you need to ensure:

i Implementing the turnaround. For your plan to be

* A clear strategy is first defined, and then the detail worked on.

* Actions are defined by whom; when; level of importance; priority
and how you’ll measure success. Sounds simple, but motherhood
statements without direct accountability for action frequently fail.

e Stress-test your plan and make sure it’s realistic. Model some
sensitivities to provide headroom should things not go exactly
according to plan. This is critical, as failure to achieve documented
milestones — particularly with a debt or equity provider — can
see a loss of credibility. Contingency planning and flexibility is
important.

* Provide regular updates to your stakeholders. Give them both the
good and bad news but provide an action plan to mitigate the bad
and forecast any future risks.

“LET INNOVATION DRIVE THE RESTRUCTURE - FOCUS
ON WHAT YOU ARE DOING TODAY THAT COULD BE
DONE BETTER; AND WHAT YOU SHOULD START AND
STOP DOING.

MAKE ROOM FOR NEW IDEAS AND EFFICIENCIES, AND
REVITALISE YOUR BUSINESS TO SUCCEED IN THE
LONG TERM.

COST SAVINGS FOR THE SAKE OF COST SAVINGS
AREN'T USUALLY A DRIVER OF LONG-TERM
SUCCESS”.

“DUE TO A COMPLEX STRUCTURE, WE HAD BEEN
OVER-REPORTING REVENUE AND PROFIT: THIS
NEARLY CRUSHED OUR BUSINESS. WE INTRODUCED
A SIMPLE, 3 WAY FORECAST MODEL WHICH ENABLED
US TO MANAGE CASH-FLOW BUT ALSO REGAIN
CREDIBILITY WITH THE BANK.”

MD, MID-SIZE RETAIL/WHOLESALER

WHILE NOT AN APPEALING TOPIC FOR ANY ENTREPRENEUR,
IT'S IMPORTANT TO UNDERSTAND WHEN THERE IS NO
ALTERNATIVE FOR SURVIVAL OUTSIDE OF FORMAL INSOLVENCY.
WE’'VE SADLY SEEN BUSINESS OWNERS SELL UP THE FAMILY
HOUSE AND INJECT FUNDS INTO A FAILING BUSINESS WITHOUT
A CREDIBLE TURNAROUND PLAN OR FULLY UNDERSTANDING
THEIR OPTIONS, ONLY FOR IT TO SHORTLY COLLAPSE INTO
LIQUIDATION - ‘THROWING GOOD MONEY AFTER BAD’. OVER
THE LAST 12 MONTHS HOUSEHOLD NAMES HAVE COLLAPSED -
DICK SMITH, KOKO BLACK, JOSH GOOT, MY BABY WAREHOUSE
AND HOMEART, TO NAME A FEW. COULD THEY HAVE AVOIDED
THIS SITUATION BY ACTING EARLIER?

SKILLED RESTRUCTURING MANAGEMENT REQUIRES THE
SKILLS TO GET THINGS DONE (AND QUICKLY). THESE INCLUDE
ENSURING THE MEASURES IN THE PLAN ARE UNDERTAKEN,
INVOLVE ALL STAKEHOLDERS, ARE TRANSPARENT AND MAINTAIN
TRUST. THESE SKILLS AREN'T ALWAYS READILY AVAILABLE IN
A BUSINESS SO CONSIDER BRINGING IN DEDICATED SUPPORT.
THE ROI ON THE RIGHT ADVISOR SHOULD BE QUICK, AND
ALLOWS MANAGEMENT TO FOCUS ON BUSINESS-AS-USUAL.
THIS ALSO PROVIDES COMFORT TO STAKEHOLDERS THAT THERE
ARE THE RIGHT RESOURCES AND INDEPENDENT THINKING.

BUSINESSES CONSIDERING A RESTRUCTURE SHOULD TRY TO
APPLY AN INNOVATIVE APPROACH RATHER THAN THINKING
ABOUT MATTERS SOLELY IN TERMS OF COST CUTTING. A
FORMAL INSOLVENCY APPOINTMENT IS, OF COURSE, A LAST
RESORT; HOWEVER, EARLY PLANNING AND STAKEHOLDER
ENGAGEMENT CAN PROVIDE THE BEST OPPORTUNITY TO
ENSURE BUSINESS SURVIVAL.

TO REMAIN RIDING THE ROLLERCOASTER YOU NEED TO
UNDERSTAND THE REALISSUES AT WORKIN THE BUSINESS, SEEK
HELP EARLY AND COMMUNICATE WITH YOUR STAKEHOLDERS.

This article first appeared in Insights: the Innovation Issue (2016). A Grant Thornton Australia publication for the consumer products and retail industry.
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