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Executive summary

The retailer, Stationery Box (SB) was a chain of 130 stores averaging 1,500 sq ft in size. It had been sold under a highly geared capital structure to an MBI team with ambitious plans for expansion, merger and acquisition and possible floatation. A combination of an over risky expansion and inadequate management information and control took it into a loss of £3m on under £50m turnover. In mid 2001, the bank and venture capitalists brought in an interim team of chief executive, commercial director and (later) HR specialist.

The chief executive was Alan Gaynor a turn round specialist with successes at Underwoods, Barker Shoes, Owen & Robinson, Motor World and Motor Cycle City under his belt. I have worked with him for 15 years both on these projects and as commercial director to his MBI team.
The challenges set were not only to identify and implement the short term improvements necessary to give SB a breathing space and stave off the issue of trading while insolvent but also to identify whether SB had a long term future that would justify refinancing: or was it “throwing good money after bad”. It was in no position to attract a new management team so any plan had to be based broadly on enhancing the capability, motivation and ownership of the best of the existing team. Furthermore the time and finance constraints demanded that implementation be taking place at the same time as the strategy was being developed and refined. A key step was the development with the management team of a broadly sketched strategic plan able to pass a rigorous due diligence.

This aim was successful and a refinancing negotiated. The key outputs were a turnaround in performance from a loss of £3m to a profit of £1m within a year on 25% less working capital. 
Introduction

· The retailer, Stationery Box (SB) was a chain in the Midlands and North trading from about 1,000 to 1,500sq ft in secondary locations with about 2,000 stock keeping units of stationery for children, students, the household and small businesses. It had been a family firm where in the mid 90s the owners sold to a management buy in team and the venture was financed under a highly geared venture capital structure.  
Situation
· It was expanded rapidly from about 70 shops to 130 in 3 years and moved into loss. In 2001, the Bank and the venture capitalists lost confidence in the management and needed an interim chief executive and commercial director able to make immediate operating improvements and produce a recovery plan justifying further investment. 

Tasks assigned 

We agreed three specific roles for an interim commercial director to complete in the initial three month period. 

· To assist the management in producing a recovery plan that would pass a due diligence process and convince the investors.  

· To help negotiate the re-financing and corporate finance structure: and, above all:

· To play an active part in the team building and change management process, to satisfy the investors that team plus senior managers recruited were of the capability and commitment to take the business forward.  

· This was extended a further 2 months to cover detailed implementation

Actions Taken

· A series of recovery workshops covering each area of the business.  The objectives of these were to decide how much of a map of the industry SB had, whether they’ve clearly identified the mistakes of the past three years, and which managers had the ideas and commitment to move the business forward.  These workshops were a great success in identifying the positive middle managers and those willing to discard irrelevant ideas.  

· Agreeing the issues. The workshops also identified the following capability issues: lack of understanding of the customer base, new locations inappropriate to that base, inconsistent ranging and space allocation, no priorities set for new ranges, lines or deletions and no formal working capital controls

· Market research and information. As commercial director I gathered as much of this information together as possible and undertook desk research and telephone interviews with key suppliers on the market.  There was no money for a more formal process.
· Production of a strategic plan to investors. We were able to produce a recovery plan with five key actions covering control of working capital, branch closures, buying priorities, new ranges and staff training.  

· Quick Hits. While this had been going on I worked closely with the chief executive on immediate quick hits discussed below.  

Issues faced

The issues revolved around the chronic cash shortage and the fact that the plan had to be produced and taken through due diligence in a 7 week period. Furthermore the results during that period had to show immediate improvement or the company would be trading while insolvent. The existing management had to be motivated to change operating practices rapidly while knowing that a considerable number would unfortunately have to go. While this was happening outside suppliers needed reassurance on the future of the company. Furthermore cash and banking relations needed daily management. 

Results

This strategic plan passed the due diligence process with flying colours. This was largely because they could see not only a return to profitability through the actions already taken but also they were convinced that the change in marketing strategy being implemented would provide sustained profitability. On this basis, the venture capitalist and the clearing bank decided to invest in the future of Stationery Box and made available new funds both of them undertaking a debt to equity swap. The chief executive, Alan Gaynor accepted a permanent offer with a major equity stake and I remained for a further 2 months working on implementing the plan. 

The following was achieved within 1 year in line with the plan

· Working capital reduction of 25%

· Head office reduction of 25%

· Relocation of head office and warehouse to smaller purpose built site

· Closure of 10 loss making branches

· Reduction of stock keeping units on existing ranges by 25%

· New ranges (notably computer consumables) introduced accounting for over 10% of turnover within 6 months of introduction
· As a consequence, the business has moved from a loss of £3m to a profit of over £1m within one year.  

· The plan forecasts have been met and the business is safely within its banking covenants on both profitability and cash.  

· The market research undertaken has borne out our hypothesis of who the customers are and the business has moved back to its core of serving the family and the small business user from secondary retail sites with a high foot fall.

I have retained my relationship with Stationery Box ever since on an ad hoc basis, undertaking projects on site location, a detailed branch manning schedule, training issues, ranging, market and pricing analyses, open-to-buy and working capital control.  It is a relationship, which gives me considerable satisfaction as the rate of improvement is maintained.  

