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the debate

‘rom top fo boftom

Restructuring your business need not be a last resort.
Matt Farquharson explains how it can help firms
come out on top after the recession

n Washington DC, a phrase has
been gaining popularity among the

political elite: “Never let a good
crisis go to waste.” It was born out
of the current global downturn, and
applies to businesses from Stockport to
Shanghai. Downturns force everyone to
review how they work, and the smartest
firms will emerge more flexible and
ready to take advantage of the upturn.

Recent research from Tenon
Recovery has suggested that companies
that have been operating for between
five and nine years are best placed to
benefit from the downturn. From a
sample of over 1,200 private sector
senior managers, those in companies
aged from five to nine years old were the
most optimistic. Nearly two in five
(37%) in this category confirmed that
the economic crisis has provided
opportunities for their business,
compared to 29% across the board.

Carl Jackson, head of Tenon
Recovery, says: “Established firms have
the experience but often lack the
flexibility to make significant changes or
system overhauls. Younger firms lack
overall experience, making it difficult to
judge which changes to implement.”

In essence, these “adolescent” firms
are small enough to react quickly, but
not so small that change cannot produce
rewards. One example comes from the
UK architectural firm Archial, recently
rebranded and previously known as
SMC Group. AIM listed in 2004, the
firm then went on an acquisition spree,
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buying up a dozen competitors over a
period of a few years. Then, with the
construction industry being one of the
first hit by the economic downturn, it
soon became clear that some fairly
serious restructuring was required.

Jon Lovitt, partner in the Corporate
Department at Rosenblatt, which was
brought in to manage the restructuring,
explains: “It became apparent that to
have many different operating
companies was onerous and financially
and managerially burdensome.”

A simple process of consolidation
could ensure greater efficiencies, fewer
reporting obligations and a more nimble
organisation. As Lovitt says: “There
were 14 businesses, some of which had
three or four different offices.
Sometimes as a result of the acquisition
the Group would have two offices in the
same town, and they’d just not be
working together because they were
originally different businesses.”

Archial’s operating companies were
pulled together under one corporate
entity and reorganised along geographic
lines. In a situation like this, reductions
of fixed costs — such as rent, back office
costs and eradicating duplicated roles —
help the balance sheet, while greater
flexibility helps the business.

But it is important to maintain
perspective. Knee-jerk reactions can see
units with promise cut away alongside
those that are a cash burden. In Archial’s
case, the restructuring, which happened
through 2008, was in line with a
longer-term vision. “The management
team began work on a strategic five-year
plan in 2007. There was a certain
amount of trimming [in 2008], but the
restructuring of the group flowed from
the strategic review,” says Lovitt.

Growing pains

All ambitious firms experience growing
pains, but knowing how and when to
restructure — and when you are
becoming inflexible — is vital.

Wayne O’Neil is a partner in
Rosenblatt’s Corporate and Finance
department. “Most FDs we work with
have a very good understanding of how
their business operates and they will
know the better performing assets from
the lesser performing ones,” he explains.

But, he emphasises: “In these times,
FDs should be looking at this not on a
quarterly basis, when most testing is
done, but on a month-by-month basis.”

In most restructuring processes, bank
support is vital. And in these nervous
times, financial institutions want clear
proof that a restructure is in their
interest. As Lovitt says, in reference to a
recently restructured client. “If you’ve
got to persuade a bank that a company
with a hundred operating units would

“Very rarely do
we find that
clients think their
business is going
down the pan”

be more profitable if it sold a third of
them — essentially that less would be
better — that takes an awful lot of
financial diligence.”

Banks are willing to listen, however,
as O’Neil points out. “If you have one
subsidiary that trades apples, one that
trades oranges, and a third subsidiary
that trades both apples and oranges, you
might use a restructuring to split up the
subsidiary trading in both apples and
oranges so that all of the apple trading
expertise is moved into only one
company and all of the orange trading
expertise into another company.”

“From a bank’s perspective that
would mean that in the event they
enforce their security, they would have a
discrete group of companies within the

larger group that they could potentially
realise more value from.”

From a company’s perspective,
perhaps the greatest benefit is that this
can free up working capital — a cherished
commodity in these credit-crunching
times. These are issues that affect firms
of all sizes and ages, and particularly
those in industries that are more
susceptible to hard times.

Sometimes a restructuring isn’t the
result of dramatic financial need, but
comes about as part of a longer-term
view. “Sometimes a company has to ask
itself”, says Lovitt, ““how are we going
to build a more successful company?”
And the answer is, ‘before we do that,
we need to get rid of what we consider
to be non-core or non-profitable.””

This can be a complex process,
involving setting up new divisions and
subsidiaries to buy out parts of the old
group that the company wants to keep,
and selling on the rest. But invariably it
will result in a new more streamlined
group able to focus on its core or more
profitable businesses.

The impetus for restructuring need
not be dire straits, but simply the
realisation that the best businesses
evolve as they expand. “Very rarely do
we find that clients think their business
is going down the pan,” says O’Neil.
“They simply want to emerge from this
recession in a stronger and more efficient
position than when they entered it.”

Take the retailer Asda. In 1991, in
the midst of a recession, a new chief
executive, Archie Norman, arrived at the
near-bankrupt supermarket chain, and
over the next decade turned it into the
second largest supermarket firm in the
UK. Speaking to the Financial Times
recently about the current crisis, he said:
“Do the hard things first... don’t wait
and hope something will come along in
six months’ time — it probably won’t.”

No one can predict the end of this
current crisis. In the meantime, smart
firms will take full advantage. |
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Man of momentum

Steve Parish, head of design and production business Tag Worldwide, tells
about his 20-year journey from scanner operator to chief executive
—and how recession is a catalyst for change

' he offices of Tag Worldwide
on London’s trendy
Clerkenwell Road are a
reflection of the company’s
chief executive Steve Parish:
fashionable, functional, and with an
air of unflappable purpose.

Parish began working at Tag two
decades ago as a scanner operator,
taking the helm as owner in 2001. He
has since built the international design
and production agency into a
significant business, with 900
employees and annual sales of £100m.

Part of his success is down to his
affable nature — a fact reflected not just
in the sales figures, but also in the
relationships that he has made and
kept in the advertising industry. “We
are looking for long-term relationships
with our clients,” he says. “For us it is
about keeping the ones we have got
and gaining new ones.”

Those clients are an impressive mix
of the world’s top creative agencies
and leading brands. Tag is able to
produce advertising material across a
whole range of media from print to
broadcast and internet.

With Parish at the helm, Tag has
gone global and diversified its

§ offering, adding broadcast and

£ interactive to its pre-press capabilities.
Now he is eyeing up the next area of
opportunity. “Our ambition is to
continue to grow internationally and
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-jh-‘:q._.“é_ky_‘adding services such as mobile,” he

 says. He cites potential in the US and

Asia, as well as in growing economies.
Tag’s acquisition strategy has been
based on a mix of bolstering areas
where the company was already
strong and buying companies that
could expand its capabilities (see box).
Purchasing companies and
navigating the complex world of
advertising deals has been helped

through Tag’s relationship with
Rosenblatt, which began five years
ago. “They are fantastic for us,” says
Parish. “The senior partners are
accessible and always answer calls.”
Rosenblatt has worked on numerous
aspects of Tag’s business, from
commercial and HR to property deals.

“One of the changes in the industry is
that we didn’t have a contract with
anyone at the start; now legal
paperwork is essential for every aspect
of the business,” explains Parish.

But Tag’s legal needs are more than
basic contract work. “Some of the
things we are doing are quite cutting
edge,” says Parish. “For instance, if
we deliver a technology platform, a
global ad delivery system or have to
culturally adapt work — the client will
expect a contract. There are lots of
pitfalls and problems and there is

often not a blueprint for it. Rosenblatt
has been key to putting those
structures in place.” And Parish is
confident there will be more
opportunities. “We are in a niche, so
there is no one business that is
competition. Over the long term it is
about how we exploit that.”

Tag’s distinguishing feature has

always been its technological ability
— it was on the front line of the
advances in ad production in print,
which sped up the turnaround time
for producing an advert. A similar
revolution is now underway in
production of broadcast ads, and Tag
is again at the forefront.

“Advertising is driven by
technology,” says Parish, and this is
where his own roots lie. “When I
came to this industry 25 years ago,

I had computer studies A-Level and
that put me 20 light years ahead,” he
says. His quantum leap came when
the company — then called The Ad
Plates Group — bought a piece of
German technology and set up
another company to sell the software,
which Parish ran. “I learnt about P&L
and we ended up making more money
in that company buying and selling
the platform. It gave me confidence.”

So much confidence that he

1y

TAG M&A TIMELIME

2001 buys World-Writers; to"hélp
clients-adapt workto local ' markets

2003-buys-post-production_house
Smoke & Mirrofs

2005 buys Red-Post Production.and
merges it with Smoke & Mirrors

2005-buys-Vertis PRS-and Admagic
from-\fertis

2007 sells Turning-Point Technologies
(TPT) to-NCS Integratéd Solutions

i

2007-buys_Lightbox_Creative
- Services



http://www.rosenblatt-law.co.uk

www.rosenblatt-law.co.uk

approached the then owners and said
he would set up his own company
unless he could buy into Ad Plates.
They sold him a 25% stake and Parish
put his house on the line to fund it.

“The business was tiny — just £4m
[sales].” But the financial gamble paid
off; Parish eventually bought out the
original owners, shortened the name
to Tag, and “things just snowballed”.

Parish lives in Orpington, Kent, with
his wife and two children where he
indulges his passion for motor racing
and watches Crystal Palace Football
Club, which Tag sponsors. He remains
refreshingly down to earth and brings
common sense to his business dealings.
Even in the recession, which is
affecting advertising and marketing, he
can see where opportunity might lie.
“People want more efficient ways of
working and that is where we come in.
A recession is a catalyst for change.”

Traditional ways of thinking have

been turned on their head and
marketing is no longer being squeezed
in quite the same way as before.
“Marketing has changed from other
recessions. It is no longer a secondary
activity. You have to have some
marketing — all that happens if you
don’t is that you sell less,” says Parish.

Parish claims not to have a long-term
strategy. He says that the company has
to be in a position to react to what is
happening in the broader industry. “It
is an ever-evolving, fluid strategy rather
than fixed,” he says. “You could
post-rationalise what we have done
and look clever. But we have been here
for 20 years and most of what we did
originally was just to survive. In the
medium term we know roughly where
things are going and are looking for
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the hot sector

opportunities and trying to be ready
when we see things taking off.”

Parish remains hands on — though it
is getting harder as the company grows
and as his management team
strengthens. “I will only interfere if it is
clear it will go wrong otherwise,” he
says. “There is a fine line between
interference and neglect. I would not be
a good manager if I didn’t get involved.
You go to where the problems are.”

Tag has a talented senior
management team that Parish can
delegate to and rely on, and they are
rewarded with shares in the business.

“You define culture of a business
by: who you hire; training, which is
important when you get a bigger
business; and having the right
incentive packages in place,” says
Parish. “And of course it is important
to be in a business that is doing well
and to maintain that momentum.”

Nale now on

Scour the racks and there are M&A bargains to be had in
the retail sector — especially for those thinking on their

feet, says Jo Russell

hen a recession bites and
consumer confidence
falters, the retail sector is

one of the hardest to be
hit. On average, more than seven

retailers went to the wall per day in
the three months to March 2009,
according to figures from
PricewaterhouseCoopers.

The flip side of the coin is that,
from an investment point of view,
there are bargains to be had. Part of
the sector’s appeal is that there are
some very good, enduring brands
which can be picked up cheaply at
present. Opportunistic buyers
scooping up distressed companies are
dominating the M&A landscape, with
data from Mergermarket showing that
in the 12 months up to May 2009, 31
deals were completed in the mid-
market retail sector of which 70%
were distress-related.

Stumbling blocks

Although the deals are there to be
done, two hurdles are raising finance
when banks are not lending, and
securing an accurate valuation of a
business in uncertain times. When
Indian retailer Fabindia was looking to
take a stake in fashion chain East, the
issue was getting a fair deal for both
sides. “We came up with an interesting
structure,” explains Tom Ferns, a
corporate partner at Rosenblatt.
“Fabindia took a 25.1% minority
interest in East with an option to buy

out shareholders over three years. It
was a good way for Fabindia to get to
understand the UK market, while the
option to buy out over time was
attractive in terms of managing risk.

activity in the sector. Those that
appear to be most tempted to invest in
retail are corporates spotting synergies
and entrepreneurs spotting bargains,
according to Harsha Wickremasinghe,
retail analyst at Livingstone Partners:
“Corporates see an acquisition that
can be an additional bolt-on to their
business and help minimise costs as a
good opportunity.” Dune’s acquisition
of The Shoe Studio is one example. In
the entrepreneur category, he points to
Leo Caplan, who bought AIM-listed
Smallbone, the luxury kitchen maker,
in a distressed sale.

Yet despite the general gloom, there
are a number of attractive sub-sectors,

“If you are flexible in approach, good

deals that should happen, can happen’

“For a lot of companies this is a

difficult market. Banks are not lending
and it can be difficult to make deals
work. If you are flexible in approach,
good deals that should happen, can
happen. It is about being creative.”

The Rosenblatt team moved swiftly
from the Fabindia deal to advising on
the refinancing of young fashion chain
All Saints, reflecting heightened

b

online retailing in particular,
that are experiencing solid
growth. “The retail market is
£270bn, but online sales only
account for 7-8%,” says
Wickremasinghe. “With
broadband penetration to be
increased further, and a low-cost
business model, the mid to
long-term prospects are very
good,” he continues.

Other attractive sub-sectors

include outdoor and leisure
sectors, and value-related retail
operations, such as Poundland.
Less appealing are housing-
related markets — with The Pier,
Land of Leather, Rosebys, Sofa
Workshop, MFI and ScS Upholstery
all having gone into administration.
But regardless of sub-sector, investors
are paying far more attention to the
books. “People are looking to see how
well capitalised businesses are, the
strength of their balance sheets and
their cost structures,” says
Wickremasinghe. Even if the brand is
strong, it’s cash that is king. |
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Cross-stitching, home-baking, piano
playing... the hobby is back, says Alex Elliott

t might have seemed enviable a
couple of years ago, but these days
announcing plans for a Bank
Holiday weekend in New York or
splashing out on a £600 handbag is
liable to relegate you to pariah status.
For the most part we can’t afford
expensive, short-lived treats, but even
if you’ve remained relatively unscathed
by the financial chaos, rampant
consumption is just no longer cool.
Fortunately, we’ve cottoned on to the
fact that it isn’t that much fun either,
not by comparison with the satisfaction
of mastering something slow and
difficult. So, where once there was
dinner out, theatre trips and cocktails,
now there is baking, dressmaking and,

believe it or not, cross-stitching.

If the mention of cross-stitching
calls to mind twee Home Sweet Home
signs in pastel shades, it’s time to lay
aside your preconceptions. Today’s
cross-stitcher is best characterised on
websites such as Interior Anarchist
(www.random-monkey-design.com),
where you can find out how to stitch
your own Banksy reproduction; or Mr
X Stitch, (www.mrxstitch.com), where
the proud “manbroiderer” documents
the work of those who are “pushing
the boundaries of the threadiverse”.

The needlework revival has gone
from strength to strength in the 10
years since celebrities including
Winona Ryder and Hilary Swank

sharpened their knitting needles in
public. Devoted knitters meet weekly
in Britain’s craftshops, cafes and art
galleries. Events, choreographed by
groups such as Stitch n Bitch
(www.stitchnbitch.co.uk) and Cast Off
(www.castoff.info), range from goatee
knitting races to guerrilla knitting days,
where enthusiasts envelop anything in
their path with colourful knitted yarn.
If you aren’t out changing the world
one stitch at a time, your domestic zeal
may be finding expression in the
kitchen. The store cupboard mentality
is back and a new wave of domestic
gods and goddesses are emulating the
WWII generation in baking bread,
making condiments and cordials,
smoking sausages and pickling pears.
There’s a wealth of online resources
offering recipes, tips and techniques for
every conceivable culinary project.

Returning to pastimes

The craft revival is not all about end
products that you can dine on or dress
in either. Brits are rediscovering all
manner of traditional hobbies
including glass painting, pottery and
jewellery making.

Hobbies Ltd (www.alwayshobbies.
com), based in Norfolk, has been in
business since 1895 and is currently
doing a roaring trade. Its most popular
items are ready-to-assemble kits for
making dolls houses, boats, aircraft
and steam engines — they require some
dedication but the results are
formidable. An Edwardian-style doll’s
house complete with wallpaper,
lighting and attic space, for example, is
quite a memento to pass down to
future generations.

Another classic antidote to the
instant gratification culture is learning
to play a musical instrument. Every
day people in their 20s, 30s, 40s and
beyond are discovering the self-
discipline they lacked as children and
dusting off abandoned guitars, flutes
and trumpets. Playing an instrument
relieves stress, improves concentration
and, arguably, boosts 1Q. But more
importantly, it’s a great excuse for
people to meet up and share an
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amicable afternoon or evening of
singing, strumming, piping or plucking.
Local music shops, libraries and
newspapers often advertise for stray
musicians looking to join an informal
session, and music teachers spend
much time giving refresher lessons to
lapsed players. If you don’t have an
instrument and are starting from
scratch, www.paythepiper.co.uk is full
of tips and resources for beginners.
Those who want something more
tangible to show for their creative
efforts might be among the ever-
swelling ranks of UK gardeners. As

income by selling your prize potatoes.
A market certainly exists for it; after all
there’s a whole new generation of
home bakers out there looking for
locally produced fruit and vegetables.

The National Farmers’ Retail &
Markets Association (FARMA) is
fielding more and more enquiries from
allotment-holders and small-scale
producers of home-grown or home-
baked goods. Its website,
www.farmersmarkets.net, lists the
registered UK farmers’ markets but
there are more than 500 in total, many
of which are advertised locally in

People with little or no green space
are being offered horticultural hope

people become
increasingly concerned about
their reliance on imported
food and the associated
carbon emissions, the
idea of wasting valuable green space on
a carefully manicured lawn is
becoming rather unpopular.

In London, people with little or no
green space at their disposal are being
offered horticultural hope through the
Mayor of London’s Capital Growth
scheme (www.capitalgrowth.org),
which matches would-be growers with
available ground. Failing that, digging
around online will turn up all the
information you need to grow your
vegetables in barrels, growbags and
disused bathroom suites. The
spectrum of endeavour is vast: the
BBC’s new Dig In project (www.bbc.
co.uk/digin) provides idiot-proof
animated videos demonstrating how
to plant a selection of vegetables,
while at the other end of the scale are
sites such as the epic www.allotment-
diary.co.uk, which documents one
Yorkshireman’s bid to beat his own
personal best of a 61b 100z onion.

If your gardening endeavours
are of a similar scale, you may
be tempted to start
generating a bit of extra

newspapers, shops and by
word of mouth.

The same goes for the
other fruits of your newfound
‘craftyness’: why not market your
knitted wares at a local car boot sale or
set up a website selling your jewellery?
Some sites offer both craft tips and
opportunities for selling; for example
www.folksy.com, where you can find
step-by-step instructions on how to
make your own silkscreen print or
wood engraving and be paired up with
online shoppers looking for a gift with
a difference. You might find you swiftly
save enough to justify that designer
handbag, but then again, you’d
probably rather weave your own. |

Alex Elliott writes about culture,
bealth, sustainability and community
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HANNU MIKKOLA
SOLICITOR
CORPORATE DEPARTMENT

Career | trained at Eversheds LLP,
and then worked at Mills & Reeve
LLP and Memery Crystal LLP before
joining Rosenblatt in 2008.

What was your last deal/case?
Acting. for SectorGuard plc on its
acquisition of Legion Group plc.

Who would be your ideal client?
A Finnish multinational company
such as Nokia:

If you could be any character in
fiction, who would you be?
Aragorn from Lord of the Rings.

Describe yourideal weekend.
[t would involve South African
sunshine, Finnish vodka and
Argentinian steak.

If you had to go on a TV game
show, which would it be?

A US TV game show. called The
Amazing Race.

What did you want to be when you
were 10 years old?

Marty McFly from the:Back to the
Future motion picture trilogy:

Which was the first record you
ever bought?
Slippery When Wet by Bon Jovi.

What’s the most dangerous thing
you’ve ever done?

Firing mortar rounds while in

the Army.
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