Supply risk mitigation
Our credentials

A retailer’s nightmare …
The opportunity cost for any delay in store opening would have exceeded £1m per store, per day

What happens when you’re a national supermarket chain and your primary
supplier of refrigeration, display and checkout equipment fails?
When the supplier entered administration in March 2011, the Deloitte
team had to work quickly to stabilise the business, manage the key supplier
relationships and rapidly develop a trading strategy that was in the best
interests of all creditors.
Unfortunately, whilst the issues with the supplier had been known for a
period by the supermarket, fully evolved contingency plans had not been
prepared.
This incurred substantial additional costs in the administration that had
to be funded by the supermarket (as the main customer). This degree of
uncertainty over a core supplier was a topic for discussion at Board level,
an uncomfortable situation for the Supply Chain function.
Deloitte provided practical and logistical support to the supermarket
in negotiating alternative terms of trade and for the continuation of
equipment warranties in the best interests of the Company’s creditors.
So why was this issue not spotted? Surely a large corporate has an early
warning system for this situation? Phil Reynolds: ‘the company was holding
large amounts of stock as it tried to balance the lead times involved in
outsourced manufacturing in order to meet customer requirements that
could change at short notice. The balance sheet therefore looked strong,
but this stock was becoming obsolete and was not being converted into
revenue, leading to a rapid escalation in distress.’
With our assistance, the installation programme for the year was
completed, with no disruption to the store opening roll out. All ongoing
requirements were then successfully transitioned to an alternative supplier.

“When you place heavy reliance on one supplier, with no
contingency plan, you potentially risk your own business failing,
even overnight.”
Angela Lloyd‑Taylor

An innovative supply chain structure …
… resulted in consolidation, removal of duplication, improved transparency, cost savings and
increased flexibility
“An average of 31 cards are purchased by each person a year at
an average price per card of £1.42. Improved performance in
the supply chain could enable supermarkets to lower card prices
to compete with online offerings.”

The UK boasts the most successful greetings card industry in the world
with £1.37 billion spent in 2013. A portion of this market provides a
significant revenue stream for the major multiples.
One major supermarket, took the opportunity to re‑examine an existing
contract which was due to expire and sought to use this leverage to better
understand the supply chain costs and improve product performance.
Deloitte were engaged to undertake a financial review of the key supplier.

Martin Barron
From our initial observations, the supermarket had no visibility of costs
within the supply chain and there was a concern over stock quality, given
the supplier was in full control of replenishment and merchandising.
In addition, the supermarket was being charged higher supply costs
than quoted by a third party and were absorbing a higher proportion of
overheads, due to the supplier losing a number of key customers.
Our analysis showed that significant savings could be generated in the
supply chain by consolidating a number of tasks currently undertaken by
the supplier to a single third party.
We recommended that a subsidiary of the supplier should be established to
remove duplication of roles, improve pricing transparency, facilitate supply
chain savings and increase flexibility over sourcing and stock control.
From the findings of our initial review, the supermarket immediately
focused on new key objectives including cost transparency and reduction,
improved stock management and differentiation of product offering which
enhanced visibility of supplier performance.

Can your customer deliver?
Our in depth knowledge of the sector, combined with insight from private equity specialists
enabled us to provide a unique insight
Companies entering into significant contracts often require greater assurance over a customer’s financial and
operational stability than an online credit check will provide.
How can a Company achieve this without the target customer being aware they are under review? Deloitte were
engaged by “Barbican”, a Company operating in the Oil & Gas sector, to assist in determining the financial strength
of a potential customer over the next five years, prior to their submission of a tender.
The Deloitte lead partner John Reid highlighted some of the challenges they faced: “We did not have any access to
the Company and could only use publicly available information which was limited as the target customer was PE backed”.
There were initial concerns that the customer was highly geared and therefore a high risk. We consulted with
Deloitte’s Petroleum Services Group (PSG) to identify that the Company had invested in a number of gas fields and
oil wells which were not currently operational, however, these would provide significant future revenue pipelines
based on the forecast number of barrels of oil. This insight was invaluable to the Company, providing greater
assurance over the customer’s future ability to perform.”
In addition to being able to complete financial analysis on the publicly available information, we engaged with our
Corporate Finance teams to provide an insight into the PE house’s medium term strategy. Given our knowledge of
the PE house, their current level of investment in the customer and their intentions of investing in the sector, we
advised Barbican that the customer was unlikely to lose support over the next five years.

“A three pronged approach to determine customer viability was employed based on: recent financial
performance, current bench marking in the Oil & Gas sector and market understanding of the drivers of
the PE backer.”
John Reid

Fit for Purpose?
Government sponsorship working with private companies, investing in supply chain best practice

The UK aerospace industry is forecast to double in size over the next
10 years. How does the UK aerospace sector maximise these growth
opportunities and sustain their position in the global market?
Sharing in Growth is a Government funded initiative to deliver a £110m
programme by investing in the industry supply chain to improve delivery in
competitive performance.
Rolls Royce is a key sponsor of the programme and asked Deloitte to
analyse and investigate applicants to SiG, as part of their overall appraisal
process to select 55 participants.
We organised a dedicated secondee to deliver the programme and were
able to use our expertise to enhance the process to include monitoring
of debt expiration, funder used metrics (net debt to EBITDA) and current
market intelligence.

“Sharing in Growth has proved an immensely popular initiative
within the UK aviation sector. We are proud to be involved with
identifying and selecting key manufacturers and distributors
crucial to the continuance of the aviation production line.”
Dominic Wong

Ten year lock in
Would you enter into a multi‑million pound long‑term supplier relationship without ensuring your
contract partner is robust and resilient to global downturns?
“Deloitte’s team included restructuring
experts to look at the financial robustness
of the supplier, debt advisory experts
considering the exposure to the bond
markets and ability to roll over bonds
due for renewal, operational experts to
look at the commercial risks involved in
building a new production facility and
insolvency experts to look at contingency
planning options, in the event the
supplier failed.”
Julian Heathcote

That was the question facing our client who was looking at entering
a 10 year supply agreement for bespoke packaging for their premium,
best‑selling product. The contract would allow the supplier to invest in
a new dedicated production facility that would ensure guaranteed and
continued supply in a market dominated by a few global players who could
exert significant leverage over their customers.
Given the restricted supply and powerful producers, it is not surprising that
our client wanted to lock in to a guaranteed supply. However, the new
bespoke facility would place major capital demands on the supplier who
was already highly leveraged and had significant exposure on the global
bond market.
These concerns led to a Deloitte team being asked to assess the financial
stability of the proposed contract party and also the operational
implications and risks of the ten year contract.
Our work provided the client with a clear view on the credibility of the
supplier, the risks facing it and our view on its global strategy. We provided
a monitoring approach to allow our client to identify any future financial
difficulties for the supplier, ensuring they were always aware of any
potential issues.
We also provided a number of suggestions for inclusion in the operational
contract including recommendations around step‑in rights, key man
retentions and security.

Bringing all parties to the table
Fast growth led to unintended supply chain consequences

“Fast growth businesses often experience challenges in financing
their working capital requirements. These issues can arise very
quickly and can cause major supply chain challenges.”
Chris Edwards
Our client was a UK based FTSE company which had signed an exclusive
agreement to supply heating components to a PE backed customer.
The customer was growing very quickly, driven by Government incentives
targeted at low income households for the installation of energy efficient
heating products in domestic premises. Our client was unable to obtain
adequate credit insurance against its exposure with the customer.
Our client was under significant internal pressure to put the customer on
stop, which would have caused the customer to default on commitments
to their end users and may have caused irreparable, reputational damage.
We assessed the operating model, financial structure and financial forecasts
of the customer, to quantify the risk to our client of trading with the
customer partially uninsured. We developed a series of options to mitigate
our client’s exposure.
We helped the customer explain their operational and financial model to
our client and their credit insurer, which provided comfort in relation to
their financial exposure. We also facilitated a negotiation between the
customer, our client and their credit insurer regarding ongoing trading terms.

Contacts

Dominic Wong
Tel: +44 (0) 121 696 8585
Mob: +44 (0) 7973 722282
Email: domwong@deloitte.co.uk

Angela Lloyd-Taylor
Tel: +44 (0) 20 7007 2516
Mob: +44 (0) 7786 748413
Email: alloydtaylor@deloitte.co.uk

Omar Mirza
Tel: +44 (0) 121 695 5355
Mob: +44 (0) 7917 070346
Email: omirza@deloitte.co.uk

Fiona Watson
Tel: +44 (0) 20 7007 9328
Mob: +44 (0) 7824 343462
Email: fwatson@deloitte.co.uk

John Reid
Tel: +44 (0) 131 535 7432
Mob: +44 (0) 7831 862950
Email: joreid@deloitte.co.uk

Michelle Elliot
Tel: +44 (0) 141 314 5959
Mob: +44 (0) 7740 675803
Email: mielliot@deloitte.co.uk

Adrian Berry
Tel: +44 (0) 113 292 1748
Mob: +44 (0) 7768 752273
Email: aberry@deloitte.co.uk

Martin Barron
Tel: +44 (0) 113 292 1488
Mob: +44 (0) 7879 430400
Email: mabarron@deloitte.co.uk

Daniel Smith
Tel: +44 (0) 161 455 6923
Mob: +44 (0) 7884 234932
Email: danieljmsmith@deloitte.co.uk

Julian Heathcote
Tel: +44 (0) 161 455 8761
Mob: +44 (0) 7979 350010
Email: jheathcote@deloitte.co.uk

Richard Hawes
Tel: +44 (0) 29 2026 4307
Mob: +44 (0) 7748 333869
Email: rhawes@deloitte.co.uk

Louise Durkan
Tel: +44 (0) 117 984 2850
Mob: +44 (0) 7920 594508
Email: ldurkan@deloitte.co.uk

Lyndsay Cox
Tel: +44 (0) 161 455 6456
Mob: +44 (0) 7971 608836
Email: lyncox@deloitte.co.uk

Phil Reynolds
Tel: +44 (0) 20 7007 2535
Mob: +44 (0) 7970 061066
Email: pxreynolds@deloitte.co.uk

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited (“DTTL”), a UK private company limited by guarantee, and its network of member firms, each of which is a legally separate and
independent entity. Please see www.deloitte.co.uk/about for a detailed description of the legal structure of DTTL and its member firms.
Deloitte LLP is the United Kingdom member firm of DTTL.
This publication has been written in general terms and therefore cannot be relied on to cover specific situations; application of the principles set out will depend upon the particular circumstances
involved and we recommend that you obtain professional advice before acting or refraining from acting on any of the contents of this publication. Deloitte LLP would be pleased to advise readers
on how to apply the principles set out in this publication to their specific circumstances. Deloitte LLP accepts no duty of care or liability for any loss occasioned to any person acting or refraining
from action as a result of any material in this publication.
© 2014 Deloitte LLP. All rights reserved.
Deloitte LLP is a limited liability partnership registered in England and Wales with registered number OC303675 and its registered office at 2 New Street Square, London EC4A 3BZ, United Kingdom.
Tel: +44 (0) 20 7936 3000 Fax: +44 (0) 20 7583 1198.
Designed and produced by The Creative Studio at Deloitte, London. 37074A

