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Interchange alert

Retail: more consolidation to come

Rigorous and disciplined restructuring tactics that focus on significant cost controls have
strengthened many retailers' balance sheets in the past two years — allowing them to survive and
in some cases even thrive in this protracted recession. That's no small feat in an environment of
continuing economic uncertainty, weak demand, margin erosion and ongoing scarcity of capital.
In fact, some cash-generating retailers are beginning to build up war chests that will likely be used
to make small, targeted strategic acquisitions.

Their prey will be those retailers that either have not kept up with consumer trends or have not
established a strong online presence. Many industry watchers expected more of a shakeout this
past year and foresee continued consolidation over the next six to 12 months.

Cost cutters

The emerging alpha retailers draw their strength from stringent cost-control and cash
management actions they have taken — and continue to take — to optimize and preserve liquidity.
These businesses are keeping an extremely tight leash on inventory. By buying 5% to 20% less
inventory than last year, they won't need to deeply discount merchandise to move it out of the
stores. They are also continuing to hold back on all capital expenditures, delaying store openings
and remodeling, as well as updating information technology and closing underperforming stores.

In addition, these retailers are keeping advertising, marketing and store payroll costs down.
Finally, they are continuing to improve the sourcing of product through private label sales which
helps to control margin erosion. Overall, the last 18 months has seen the well-positioned retailers
create the necessary flexibility to monitor risk, streamline their businesses and become much
more focused on the execution of their operations.

Still not out of the woods are the high-end retailers and consumer product apparel companies.
While they have also benefitted from cost-cutting measures, consumers have yet to return to
luxury brands in the numbers that would signal a bottoming of their business cycle.
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Building war chests

Though credit is still scarce, the surviving mass
merchandisers, mid-tier and specialty retailers
are building significant cash war chests. How?
Through the prudent positioning and reshaping
of their businesses to align with an extended
downturn, fragile recovery and what looks to
be a long-term shift in consumer demand.

As value-conscious consumers purchase the
higher-margin private label store brands, it is
these retailers that are generating cash. What's
more, when competitors filed for bankruptcy
last year, their sales and market share were
picked up by the survivors. These trends are
pushing up some store sales by a modest 1% to
3% increase over last year.

With their balance sheets shored up, such
businesses are in a position to make growth
buys as the economy slowly improves. Rather
than purchase the larger chains facing
bankruptcy, they are likely to focus on their
core strategies, adding complimentary brands
that expand their footprint and support
existing business.
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Other trends

Other players that may take advantage of
continuing flux in this sector are the private
equity (PE) funds. Some PE firms are acquiring
select small retailers and “orphaned” models
such as the catalog business. PEs also are
quietly beginning to shop their retail holdings
in an effort to monetize them.

Another area of growth is the trend for
retailers to enhance their web presence. Those
retailers with strong web distribution channel
are doing better and will continue to see strong
growth as consumers increasingly migrate
online.

To be sure, as retailers adapt to the “new
normal,” they need to continue to manage
their capital agenda and keep operations
nimble and flexible in order to maintain their
competitive advantage as the economy
recovers.
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Our Transaction Advisory Services team
works with some of the world's largest
organizations, fastest growing companies and
private equity firms on some of the biggest
and most complex cross-border deals in the
global market. We can help you achieve the
growth, performance improvement and
returns your stakeholders expect.

We offer integrated, objective advisory
services that are designed to help you evaluate
opportunities, make your transactions more
efficient and achieve your strategic goals. We
have an extensive global reach, with 8,700
transaction professionals worldwide, and the
experience of thousands of transactions across
all markets and industry sectors. We can bring
together the people you need, wherever you
need them, to focus on helping you achieve
success throughout the transaction lifecycle —
and beyond. Whether it's a merger, acquisition,
strategic alliance, divestment, equity offering or
restructuring, we offer you the advice you need
to help you make the right deal at the right
price at the right time. It's how Ernst & Young
makes a difference.

© 2009 EYGM Limited.
All Rights Reserved.
EYG No. CE0640
0912-1114742NY

This news release has been issued by

Ernst & Young LLP, a member firm of Ernst & Young
Global Limited located in the US. This publication
contains information in summary form and is
therefore intended for general guidance only. It is not
intended to be a substitute or detailed research or
the exercise of professional judgment. Neither EYGM
Limited nor any other member of the global Ernst &
Young organization can accept any responsibility for
loss occasioned to any person acting or refraining
from action as a result of any material in this
publication. On any specific matter, reference should
be made to the appropriate advisor.



