Case study: Torex Retail plc

Contents


Background

The reality

Uncertainty of staffing requirements

Computer systems
The acquisition strategy and its impact on the integration strategy
Culture

Conclusion
If you need my Home page or Site map
Background
This AIM-listed company has only been going since about 2003, but during that time it had made numerous acquisitions of large and small competitors in its market, IT supply to retailers. My role was set out to integrate these finance functions of these acquisitions – systems, reporting and processing.

I was not acting near the top of the table and the comments that I have made are based on “as I’ve found” rather than as a result of specific decision making and based on comments made by senior people. At the time of writing (July 2007) the plc is under investigation by the SFO and City of London police whilst the operating businesses have been sold to the US private equity firm, Cerberus. The SFO investigation was still on-going at December 2009.
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The reality

Once in the business, the real job became apparent:

· Implement credit control procedures to rescue the cashflow of the business. In fact, rather than implement credit management, this was simply a case of getting the money in whatever the consequences. Whilst this may appear to be a turnaround scenario, there was an air of desperation about the work.

· The finance function for the original Torex Retail business was to be relocated from Witney to Banbury together with perhaps the largest of the acquisitions’ finance functions, Anker Systems, from Bolton.

· Once Torex and Anker were combined, there was a further group that would be relocated to Banbury, almost immediately, from Luton.

· Since the business had cashflow problems, there was also a problem in paying suppliers. Since there was no business planning or forecasting in place, it compounded the difficulties in dealing with issue.

· Payroll processing remained at Witney. This process was the only process that acted as a consolidated process across the whole of the Torex Retail plc group. Even through structurally it was part of Finance, there was a significant (negative) HR input to the process that caused difficulties in the integration process and further difficulties once in steady state.
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Uncertainty of staffing requirements

The relocation of the Bolton function was perhaps the easiest as it was almost certain that the staff would not relocate. Although there were certain people at Witney who would not relocate, there were individuals who were allowed to relocate on a trial basis and this caused a certain amount of uncertainty in the staffing requirements.

Compounding this issue was a problem that the business had overall and that was an incapability to plan change in time to predict with certainty of the success of that change. The relocation from Bolton was well flagged to the people concerned, however the Witney side was given just 10 working days. Since the processing staff involved were unlikely to move, this left virtually no time to: 

a) Employ replacements to take on their work at Banbury (together with the relocated work from Bolton) and 

b) Trained them up in the procedures used at Witney and the different procedures at Bolton
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Computer systems

There was much wrong with computer systems used at Witney (Pegasus Opera) and there was a lot right with those used at Bolton (Tetra CS3) although neither could be described as modern systems. The decision was made (rightly) to unify the accounting records onto the Bolton system, however the timing was inappropriate – it was to be done at the same time as the relocation.

This was added to the general difficulties with installing a new network in a new office, as that always takes time to bed down. It meant that with a new system on a new network with new people operating unfamiliar systems in an unfamiliar business, the difficulties that would ensue would not be easy to track down.

This is an object lesson in how not to do change – overall there were too many things being done in too short a time. Some of this was done well but some of it was not and this would lead to problems going forward where staff, systems and computers had been integrated with different levels of competence.
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The acquisition strategy and its impact on the integration strategy
Although my task was to integrate businesses, I was not informed of the integration strategy or the processes that the business went through in making its acquisitions (see Acquisition of SME's). However, in the short time I was with the company (about 3 months) a number of issues arose that lead me to believe that very little due diligence of any nature was carried out. Examples include:

· The CEO of the business was of a particularly strong character. He made it clear in my discussions that I had with him that his intention was to build a monopolistic business. This called into question whether the acquisitions were being done for the right reasons or because it was the ego and kudos of the company or simply the expectations of the market. 

· Again, my discussions with the CEO suggested that he cared little for customers and suppliers, and by their subsequent treatment, staff. This would suggest that any HR due diligence would be at best cursory and at worst non-existent.

· Although I was not an insider, my perspective was that of the strong personality of the CEO appeared to create a semi-circle of senior managers who simply reflected his ideas back at him. There appeared to be little or no push-back on ideas that would highlight defective strategy. A key aspect of the post-acquisition integration would be to integrate these businesses as quickly as possible to ensure that the strategy of the plc would remain in tact and not be distracted. This speedy integration was not effected and my discussions with the senior managers at plc level suggested that they were unaware of the activity of some of these businesses that were not integrated.

· In its short life, the company had a history of canning its products with little notice to its customers (more of the first point) that would certainly impact on the business. If it did this with its own products in a short history, over what time scale would it do the same to the products of its newly acquired competitors? This would suggest that the technical due diligence would be at best cursory and at worst non-existent.

· Problems were coming out of one of the sales ledgers of one of the largest acquisitions (not Anker). This suggested that the previous owners did not employ proper sales order management of their sales and resulted in:

· Forwarding invoicing of customers

· Overcharging customers on an invoice compared to a customer purchase order

· Extended terms to customers without authorisation

· Failure to deliver all or part of orders

· Incorrect billing addresses caused collection problems

· Quality failures

The estimate of the credit controller on this ledger suggest that approximately half of the £11m on the ledger was collectible under less than acceptable credit terms or not collectible at all. This was evidence that the financial due diligence on this business was either poorly carried out or not done at all.

· The business with the suspect sales ledger had another problem. Immediately after the acquisition, it was decided to switch off the database holding the customer data that supported the invoicing of service maintenance contracts and the 4 staff maintaining it were made redundant. The effect was that, in time, invoicing would be wrong either because customers had reduced the size of their maintained estate so wouldn’t pay an invoice that was incorrectly high or the company would be maintaining equipment without being paid for it as the customer had increased the size of the estate. There was evidence for the latter scenario in the attempts to collect debts. This is indicative of a lack of understanding of the structure of the business following acquisition that should have come out of the due diligence process.
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Culture

Please refer to a sociological approach to culture for an explanation of this.

At the plc level, my view is that this is the only organisation that I have worked in that had a negative culture and almost certainly it showed signs of a mercenary culture. Perhaps the only aspect of a mercenary culture that was not evident was that the executive board members seemed to want to avoid performance measurement reports at all costs – management information systems were notable by their absence – implying that the plc Board was managing the business blind.

At the operating business level, culture was probably less of an issue. The Anker business showed signs of both high sociability (people genuinely cared for each other) as well as high solidarity - unlike plc, there was a strong focus on performance measurement. Since many of the Witney part of the business chose to take redundancy, it would be unfair to say that there were cultural hurdles to overcome.
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Conclusion

This was not a satisfying role to take on. My attempts to make progress with the integration work (along with the permanent staff of the business) were hampered by lack of direction by the plc senior management who were also closed to ideas coming in from outside (for example, a suggestion for short-term cash forecasting was refused!). Because I had a hospital appointment, I would be unable to complete the contract from a certain date and would not be able to take it up again until sometime later, so the company took the option not to renew.

As can be surmised from this insight to the management of this business, there were a number of problems that could or would not be solved and I’m sure that this is only scratching at the surface. What happened was that a new CEO was appointed and unlike the FD’s that had gone before, this one blew the whistle on the accounting practices that were employed to paper the cracks. The SFO and City of London Police are investigating, the plc has been put into receivership and the individual trading businesses sold off to a private equity fund, Cerberus.

The demise of Torex Retail plc and the accounting consequences is a classic example of business failure that in various forms has been repeated in the past (Enron, Colorol, Atlantic Computers, Polypeck etc):

· A “charismatic” CEO who uses his personal power as positional power in a negative context

· An acquisition trail of frequent purchases in a short time

· Lack of business reasoning for acquisitions may have led to poor strategic decisions and the company may have overpaid for acquisitions

· Expectations of the market may lead to forward-looking statements by the company that are hard to meet, and this will have led to “bending” accounting rules
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