FINANCIAL TECHNIQUES FOR NON-FINANCIAL CATALOGUE MANAGERS: 

Part Ten: Long Term Plans for Catalogue Businesses

It is rare for the catalogue owner or manager to have the time to sit and reflect on the future.   More likely, he is overwhelmed by the mass of things he has to do today.   However, all that frenetic energy is wasted if the long term viability of the company is in doubt.

Long term viability means the construction of a  business that is profitable, sustainable and that meets the objectives of the owners.

The only way to answer the question of business viability is to take all your assumptions about the business and construct a Long Term Plan.  “Long Term” will be at least 3 years, possibly as much as 5 years of projections.

Common Objections to a Long Term Plan

“It is bound to be wrong”

This may be so, after all, if you could forecast accurately 5 years ahead you would make far more money picking shares or horses than being in the catalogue business.   The point is that it gives you a benchmark to compare all your actual results.   This exercise is valuable because you can then see where you are over achieving and where you are falling short.  If you do not know this, how can you take corrective action?

“We don’t have the time or money”

Yes, a long term plan will take time to develop, whether you do everything in-house or use an outside consultant to help.   However, if you do not plan ahead, how will you know if you have enough cash to fund next Spring’s catalogue printing and stock purchases?   How will you know if your warehouse will hold the stock necessary to meet next Winter’s sales?

Most importantly, the plan is necessary to confirm that the activity  and assumptions produce an outcome that meets the objectives of the owners and ensures adequate funding.   

“We don’t know what assumptions to use”

New catalogues always have this problem and sometimes even existing catalogue companies are unsure as to what assumptions to make about response rates, average order values, cost ratios  etc.   Here you must draw upon direct experience of the catalogue market, either from your own team or from outside consultants. 

Elements of a Long Term Plan
The plan we describe here is primarily financial.  However, it is obvious that it should be translated into units, orders, parcels, calls, space, staff etc. for proper operational planning.   This is not covered here but it sounds like a good topic for a future article from one of the operations contributors  to this journal.

· Proposed Activities
The ultimate driver of sales and costs is the amount of merchandise that you intend to present to the customer.   This determines how big your book will be and how many separate catalogues you will produce each year.   For example, you may start out with just two catalogues a year - Spring and Autumn, both 28 pages in size.  In year 2  you might add a Winter catalogue and increase Spring to 36 pages.  In year 3 a Winter Sale catalogue might be added followed by a Summer catalogue.

I find it useful to produce a mailing activity schedule showing when each catalogue mailing will land in home.   This is essential in order to phase your final plan by month.

· Circulation Plans
For each catalogue you must plan the number of books in each mailing segment - Rental Lists, Previous Buyers, Previous Enquirers etc.   More detail is required in the buyer segment because the difference in performance between a 0-6 month buyer (someone who bought from you in the last 6 months) and a 25-36 month buyer is significant.   The Buyer File must be projected for each catalogue’s circulation plan based on performance to date of each segment.

For rental lists you need not plan individual lists at this stage, although it is best to check with your list broker that they can find sufficient good quality lists to meet your plan.

For each circulation segment plan the Demand £/book, Average Order Value and Response Rate.   Those of you have followed this series of articles will know that you only have to plan two of these parameters to determine the third.

Multiplying the number of catalogues by the Demand £/book will give you Demand sales for each segment.   Applying level of service (the proportion of demand actually met), returns rates assumptions  and deducting VAT will produce Net Sales for each catalogue.

· Margins

You should build up gross margin plans based on the mix of products and product category margins.  Make allowances for markdown, stock losses and other margin adjustments.

· Stock

Stock planning is vital because it will determine how much of the demand generated is actually met and the surplus stock will affect your final achieved margin when you come to mark it down to clear it.   Stock intake has a major impact on cash because you will probably have to pay for your stock before you sell it.

· Fulfilment Costs

You will need to translate the sales into volumetric measures so you can calculate staffing costs, parcel delivery charges, post and packing received etc.   We find it best to break fulfilment costs into variable and fixed.   Fixed costs are planned on a time basis e.g. 12 months rental of the warehouse.   Variable costs are planned by multiplying a volumetric  by a price e.g. 3,000 parcels x £2.00 parcel delivery charge.

· Catalogue Costs

Your circulation and activity plans will drive the catalogue costs.  Calculate for each catalogue the fixed costs (based on the number of pages) and the variable costs (based on the number of books and the size of the book).

· Marketing Costs

If you plan to support the mailings by advertising for catalogue requests, PR or other marketing activity, plan it in here, along with your assumptions about cost per name.

· General & Administration Costs

This will primarily be the cost of your management team.   This will grow year by year but hopefully at a slower rate than your sales!

Plan Output

For each option under consideration the essential output is the following:

· Key Strategic Milestones

These should signpost the major events in the plan period and indicate when they should 

occur.   For example, “October 1998 - first Winter catalogue launched”, “July 1999 - 

move to new warehouse”.

· Annual Profit and Loss Accounts

     These will show the development year by year of the key sales and costs lines. Although 

     constructed from the mass of detail above, keep the final output very simple, highlighting 

     the key measures - Sales, Margin, Costs, Profit.

· Monthly Cash Flow

     This will determine your funding requirement.   It is not the same as the Profit and Loss

     because it takes into account the flow of funds into assets (primarily stock) as well 

     as trading losses.   Those of you in the start-up phase of your catalogue will be watching 

     your cash pile reduce as you make losses acquiring customers and build up stocks and 

     fixed assets.   Fixed assets should increase at a much slower rate than sales but stock will 

     probably be rising as you grow the business.   Constant monitoring of stock - particularly

     old stock, is vital if you are to make the most of your supply of cash.

An Iterative Process

The planning process is iterative.  Having evaluated a number of options you will want to go back and change activities and assumptions.   Once the plan is agreed you will be examining all the actual results to determine the accuracy of your assumptions.   If they are wrong you will need to assess the impact on the future, taking corrective action if necessary.   So, maybe it is time to take out your last plan, dust it off and compare what happened!

I hope that you are still on track and wish everyone success with their next campaign.
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