


Prepared by Mr. Steven Andrew Pang
 (
SAP Consultants Limited
2018
Next Station: Milan
Consultancy Report
 SAP Consultants Limited 10/F., Cent
r
al Building, 1 Central Road, Hong Kong.  
Tel: (852) 2123-4567  Fax: (852) 2123-0000
 Website: https://www.sap.com.hk  Email: office@sap.com.hk
)



Content


Executive Summary 	3


Symptom 	6


Development Review 	8


2017 Performance Evaluation 	10


SWOT Analysis 	11


Major Factors Causing Revenue Slides 	14


10 Alternative Solutions Derived 	18


Recommendation 	24


References 	27





 


EXECUTIVE SUMMARY

This consultancy report was commissioned to examine why MILAN STATION has been suffering continuous revenue slides since hers listing on the Stock Exchange of Hong Kong in 2011 and to give a recommendation of increasing her revenue.

The research draws attention to the fact that comparing 2017 with her initiates listed in 2011, the Revenue has been plummeted 62.5%, the Gross Profit has been tumbled 69.5%, the Gross Profit Margin has been dropped 15.7%, and ultimately the Profit has been slide down a massive of 269.8%; as it should be, the share price of Milan has been toppled too, only HK$0.172 as at the closing on the last day of Dec in 2017…. devalued 93%. By employing the BCG model to review Milan Station her milestones from 2001 inception till now at the stage of “Dog”, both the market share and growth are in great retrogression. By lending the SWOT to identify the strengths of Milan Station, she is a trusted brand and enjoying a goodwill in the market, on the other side, her weaknesses found on the arenas of IT and e-commence; externally, IT and e-commence are increasing impacts on purchasing especially in specialty fashion products retailing, goes online means reaching more customers with less number of shops in physical form, since the industry has no entry barrier, new entrants such like Brands Off (online with physical shops) and Collector Square (online with no physical shops) attracted to the market by low cost and high profit as perceived . Further investigations reveal that the trend has been changed dramatically, the customer mix from 70% local customers & 30% Chinese Mainlanders + Overseas Visitors to 30% local customers + Overseas Visitors & 70% Chinese Mainlanders; the market shrinkage coincided with the change of buying behavior of luxury products of Chinese Mainlanders, they prefer to acquire new products rather than second-hands’, and to acquire luxury items directly in the originated countries, also their desires for purchasing luxury products in Hong Kong have not been so vigorous, and now they come to Hong Kong mostly buying more practical products, such as milk powder, food supplement, cosmetic and skin care products and all that. Moreover, technology advancement and e-commerce give more perfect knowledge to customers, such like where to buy, what to buy, how to buy and how much or what is money-worth, hence the bargaining power of customers become much stronger. On the other side, there is no entry barrier of the market, as time moves on, there are more and more resellers joining the fray in both digital and physical forms, the increases of new entrants and substitutes, such like eBay, Brands Off, Carousell and Collector Square force, the intensity of competitive rivalry becomes far fiercer than it was when Milan incorporated in 2001.

To extend the inspirational story of Milan Station, this report evaluates and concludes 10 alternative solutions: 1) Shops; 2) Salesmen; 3) Sales Bonuses; 4) IT Department; 5) E-commerce; 6) Advertisements; 7) Discounts; 8) Loyalty Schemes; 9) Prices; and 10) Products.


It is recommended:
The formula is Shops + IT Department + E-commerce + Loyalty Schemes.
· Terminate all (negative profits) shops/businesses outside Hong Kong;
· Reduce the number of shops in Hong Kong to 1;
· Change the style of shop from a small traditional boutique store to a mega outlet shop;
· Change the venture of shop from shopping malls or high streets to Industrial-commercial buildings;
· Increase functional areas: Items Collection & Testing, Restaurant & Food court, Auctioning Hall, Child Care Centre, Packing Section, and Club for Members only;
· Merge the sales and the marketing departments to the IT Department, and make the IT Department the heart of Operations;
· Develop a professional website with shopping cart function;
· Develop a sophisticated purchasing app for mobile phones; and
· Develop a member Club for Milan Fans. 










SYMPTOM

Mr. Hu Bo, the new CEO of Milan Station, points out that Milan Station has been suffering a continuous revenue slide since 2011, he is discontented with the performance of the Company and wants a third party recommendation. In November 2017, we, SAP Consultants Limited, are much honored to reach an agreement with Mr. Hu to conduct the Consultancy Report for Milan Station.


Comparing 2017 with her initiates listed in 2011, the Revenue has been plummeted 62.5%, the Gross Profit has been tumbled 69.5%, the Gross Profit Margin has been dropped by 15.7%, and ultimately the Profit has been slide down a massive of 269.8%.
[image: ]
An overview of the company’s share price form from launch to 2017 Source: (Yahoo Finance ,2018)
And as it should be, the share price of Milan has been toppled too, only HK$0.172 as at the closing on the last day of Dec in 2017…. devalued 93%.








DEVELOPMENT REVIEW

	Year
	Event

	2001
	Inception by the founder, Mr. Yiu

	2007
	    Preparation for listing in the Hong Kong Stock Market

	2008
	    Set up standalone retail shops in Macau and Shanghai

	2011
	    Successful public listing in the Hong Kong Stock Market

	2013
	    Grand opening in Singapore

	2015
	    Termination of Singapore business; and
    Closure of standalone retail shop in Macau and Shanghai

	2016
	    The major share holder reduced his shares to 13%

	2017
	    New CEO, Mr. HU Bo
[bookmark: _Toc534501241]    Being listed in The Enigma Network: 50 stocks not to be
    owned by David Webb (Webb, 2017)


The Milestones of Milan Station since her inception in 2001
[image: BCG Matrix Diagram - Boston Growth Matrix graphic]
Employing the Boston Growth Matrix to illustrate the path Milan Station going through :

2001
Milan Station is founded by Mr. Yiu, at that time there was no other brand in the Hong Kong market, hence no one certain the business could be survive and profitable; the Company being the phase of Question Marks, required lots of resources to kick start the market growth to let customers know about the Company and the Industry and market shares started to grow, encountered lots of uncertainties.

2002-2007
The founder drove Milan Station rapidly to the phase of Stars by heavy investment in advertising and promotion. At the time Milan Station was very popular, no one would not know her in Hong Kong, with little to no direct competitors that Milan Station expand freely knowing she had the entire market. With repetitive turnovers, huge revenues, high profit margin and bottom line… Milan Station was prepared to go public.

2008-2011
Milan Station went into her brilliant phase of Cash Cow, smashing records of the Company profit year after year and successfully listed in the Hong Kong stock market, however with the rise of e-commerce and with increasing competition; shadows are starting to emerge and overhauling the future of the company.

2012-2017
Milan Station went into the phase of Dogs, revenue tumbled losing money year after year. The founder is also the major shareholder, who showing signs of losing faith in the company’s future; he left the director board and sold many shares to lowering his ownership massively.
Milan Station is on the verge of dying, drastic changes or transformations are necessity to bring her back on hers feet.

2017 PERFORMANCE EVALUATION

The down-hill trend persists, comparing to last fiscal year, the Gross Profit and Gross Profit Margin stays relatively unchanged at HK$64.974 million and 20.4% respectively, but the Net Profit /(Loss) Margin increased to (25.6%) from (23.1%) and the revenue dipping even lower to a record of HK$318.6 million. Ultimately, the continuous falling breaks the bottom line and the loss of the year increased by 9.4% to HK$81.436 million.

The above figures explicitly explain the revenue is too minimal to support the whole operation, increase sales is crucial; an hundred million dollars revenue is needed and reduce costs by 10% at the other end which help the Company to a breakeven situation.

Externally, the recent event in the share market was no better, the impact of being listed in one of the fifty stocks which not to be owned by David Webb (Webb, 2017), along with the news the founder retiring from the directors board, which sent Milan Station’s stock plummeting to 0.172 HKD as at 31st of Dec 2017, comparing that to the launch date’s on the 29th of May 2011, which has been evaporated 93.1%






SWOT ANALYSIS

SWOT Analysis (Mindtools.com. 2016)

Strengths

Even a few fake second-hand handbag rumors, Milan Station is still one of the most trusted brands in the market with a very positive public image. The trust factor is a very valuable asset especially when it comes to second-hand trading, either selling or buying of second-hand item requires customers to trust the Company, for fair pricing or ensuring the item is legit, and matching the expectations of the customers. The inspirational story of the founder still relishes many people and motivates lots of youth, this is why her public image is so positive, and makes her a very goodwill.



Weaknesses

Nowadays, almost everyone has the access to the internet and relies it on communicating and searching or gathering information; it is totally unacceptable that the information on her website is extremely outdated and the interactive part is downed or crashed, explicitly, there is low resources invested in I.T.. Such standards, how to develop her e-commerce?

E-commerce is the future! Only an account opened in eBay for trading second-hand bags, but it seems to be not been using for quite a long time. Moreover, members are vital to revenue, members are treasure to the business but they have yet been well-handling.


Opportunities

E-commerce is the way to go, with the online segment of the fashion sector in Hong Kong hitting a revenue of HK$7,780 million in 2017 and still strongly growing (Statista, 2018), this market is crucial and becomes a common battlefield which cannot be underestimated.

There will be 2 new major infrastructures accomplished in few months, the High Speed Railway and the Hong Kong-Zhuhai-Macau Bridge, the former will link Hong Kong to the mainland’s high speed railway network and the later will provide an alternative route travelling around the 3 areas, these 2 accomplishments will definitely attract more visitors and more business.


Threats

Without any market entry barriers, no ways stops other competitors, leaving Milan vulnerable to competition and taking away her precious market shares.

There is also the risk of market size shrinking because of changing buying behaviours and desires. The population in the region popularly sees second-hand products as lesser items; as the GDP growths being wealthier, people more likely to purchase fewer second-hand items. Plus the I.T. advancement, people enjoy more perfect knowledge conveniently on internet, some of them switch to purchase online. Moreover, along with wealthier living, more spending money, more people go aboard travelling, they prefer to buy new luxury products in the originated countries, such like Italy, France, UK, Spain and USA.








MAJOR FACTORS CAUSING REVENUE SLIDES




There are 4 culprits directly cause the revenue slides in these years.

1) Change in Trends
Before 2003, Milan Station mainly relied on local customers for her revenue; after SARs, as at 28/7/2003 the PRC Government released an Individual Visitors Scheme that allows the Mainlanders come to Hong Kong by themselves individually, and few years ago the Government has further upgraded the Scheme by increasing the times per year of visiting Hong Kong, which benefited lots to the Company and push her revenue rocket high in 2011. However, the establishments in the Mainland China, Macau and Singapore recorded losses, the Mainlanders and the Southeast Asian visitors feel less confident and comfortable to buy outside Hong Kong. The success of Milan Station relies heavily on the trust factor and without Hong Kong, the branding on her own is insufficient to persuade customers to believe the authenticity of products offered. You may not difficult to notice that in those years, even though opened in the said places, more and more Mainlanders still came to Hong Kong shops to purchase. The change of the customer mix from 70% of being local people in 2011 to 70% being mainland visitor in 2017, the original strategy of store line up on only street side or in shopping centres, small boutiques are not working as well as they had been in the past and fail to impress the current majors segment of the customers. Most of the Mainlanders travel in small groups and they like to carrying suitcases to place their purchases, so logically they will need a bigger area to stay and a small boutique simply cannot facilitate that. With the current approach, Milan are simply pushing away possible customers and handing them to her competitors.

2) Change in behaviours
The GDPPC of the PRC grows remarkably, from RMB 36K to RMB 60K in just 7 years, it drives up the visitor numbers of Mainlanders to Hong Kong, from 22.7 million in 2010 to 40.6 million in 2017 ( Data.stats.gov.cn. 2018). Due to their affordability, the Mainlanders prefer to acquire new items rather than pre-owned, and to acquire luxury items directly in the originated countries. Also their desires for purchasing luxury products in Hong Kong have not been so vigorous, and now they come to Hong Kong mostly buying more practical products, such as milk powder, food supplement, cosmetic and skin care product. This is reflected in the handbag/wallet/belt category from the Government statistics shows sales gradually dropping from 17% in 2011 to 11% in 2017 (Securepartnernet.hktb.com. 2018).

3) Technical Advancement and E-commerce
Technology has advanced massively over the last decade, smart phone is a very good example, smart phone was expensive elite item and now basically everyone has one, and which drastically evolving the way we purchase, purchasing fashion items online and ditching the traditional high street purchasing model. In Hong Kong, the revenue of the online fashion sector hits HK$7,780 million and forecasted to be at HK$13,080.76 million by 2022 (Statista, 2018).

[image: ]
Statista, 2018

Milan Station did notice this trend and respond accordingly, opened a shop on eBay at the time eBay launching in Hong Kong, while she did follow the later movement and create a selling website of her own. However, due to the early phase of ecommerce not showing promising results, the determination has been weaken and investment

stopped. Her website has been down for a long time, losing valuable market share to other online sellers.

4) Increase in competition
No barrier of entry to the fashion retailing market, anyone can set up one’s own shop. Milan Station was the only one in the industry; as time goes on, there are many resellers joining the fray in both digital and physical forms. On the digital side, we have eBay, Carousell, and Collector Square etc., and on the physical side we have Brand off. The market is far fiercer than it has been before. (South China Morning Post, 2016)

[image: Porter's Five Forces Diagram]Using the Porter’s 5-forces model to demonstrate the massive competitive rivalry of the industry, in the second-hand market, there is no barrier of entry plus a customer can be a buyer or a supplier in a transaction; giving a customer a great bargaining power and lead to a great risk of substitution.. 
   Porter’s 5 forces model (Mindtools.com, 2016)

10 ALTERNATIVE SOLUTIONS DERIVED





The market is not very erratic, is predictable; SAP Consultants have derived 10 alternatives for Milan Station’s future, namely: 1) Shops, 2) Salesmen, 3) Sales Bonus, 4) IT Department, 5) E-commerce, 6) Advisement, 7) Discounts, 8) Loyalty, 9) Prices, and 10) Products. These solutions can be used individually or in combinations.

Shops
Nowadays, shopping is no longer only about the product offered, the shopping experience is also very important, too. Retailing does not necessarily need a physical shop, when shopping is treated as a social activity rather than pure acquiring a product, shops still have the position in retailing. Most population in the region much prefer to shop in a mega outlet style shop with many products offered and save the hassle of moving around different small boutiques shops. The days of small boutique style fashion shops in Hong Kong are counting down.

Salesmen
The number of salesmen directly correlates with sales. A good salesman should be knowledgeable about the products and be very persuasive. Moreover, the key task of a salesman is to create sales, all other extra work load will divert the attention of salesman and lowering his or hers sales efficiency.



Sales Bonus
Introducing the sales bonus scheme can motivate the staff, increases their enthusiasm on their job, ultimately increasing staff’s loyalty.  This can be done in multiple formats, not only commission a singleton, it can also be in the forms of traveling bonus, birthday party, and some social events certainly having greater motivations.

IT Department
It is the era of internet, IT is at the heart of everything, from stock taking, logistic, advertising and so forth, the importance of an IT department is higher than ever. It is no longer just there to maintain a company website or to set up one’s computer. Along with the traditional role of the IT department, the marketing functions such like online advertisements, the logistic functions such like a tracking system of products, the HR functions such like staff trainings, and all these should be well equipped with the IT Department. Also, working with the store staff to implement automatic system to improve the retailing experience for both customer and staff.

E-commerce 
Ecommerce is heading to be the future of retailing, where most of the revenue will be. Setting up an E shop is a necessity, and the faster the better, as not having E shops will become a disadvantage as time progress, people will only become more reliant on 

E commerce. Online shops gaining new customers will becomes harder and harder, because once people used to a site/platform, they rarely swap; that’s why online shops create more returning customers comparing to physical shops, in other words,  as time goes on the market will be saturated. 

One of your major competitors, Collector Square, they use the internet to combine stocks from around the world, increasing the product line up. The customer service can be contacted via Whatsapp, and with delivery to the door step, the customer don’t have to physically go to a shop anymore, that’s why they don’t even have a physical shop. (South China Morning Post, 2016)

Advertisement
Advertisement is no longer just about setting up pop-up stand nor having massive signs everywhere. Social media are playing an increasing part in most people’s life with 78% of the population, 5.8 million people being active users of social media in Hong Kong (digital devotee, 2018). Being the talk of the town/ hot story has always been the best way to gain attention and promoting your business, and with social media representing a massive market and publicity, it becomes the best place to do it.




Discounts
“Discounts” is a powerful and attractive word in retailing. In sales, it is often down to the salesman rather than the pure numbers, however it is the most useful tool the salesman can wish for, if the sales bonus serves as a motivator to the staffs, discount serves as a motivator to the customers, but unlike sales bonus, often how big the discounts doesn’t affect the attractiveness of the discounts. 
Like sales bonus can be in many forms, discounts can be from a simple cash discount on purchase over certain amount, to a more sophisticated daily discount on rotation of items being discounted.

Loyalty
Customer loyalty is one of the most key aspects in retailing, maintaining loyalty can be a hassle but it will worth the effort, often returning customers supply most of the revenue. Customers like to go to where they are respected, where they find interesting, and most of all where they find money well-worth spent. There are many ways to achieve those three goals and keep customer loyal; which can be returning- customer bonus, members program and/or promotion discounts.

Prices
Price is the balance between sales volume and sales value, having a good balance between the two will increase revenue, the most difficult part is to find that balance 

point. To adjust this balance, the price can either up or down, going up lowers the volume and increase the value, and vice versa.

Products
There are multiple branches to this solution; they fell in two categories, horizontal and vertical. Both expand outwards and to certain degrees, requires the company to sail on unknown water. The horizontal approach: design a new product line – own label OEM, or bring in some new and promising brands. The vertical approach: expand the second-hand business to other items, such like evening gowns, furniture, silverwares, and jewels etc.












Recommendation

The following is a future plan for Milan focusing on the above solution:

The formula of success = Shops + IT Department + E-commerce + Loyalty.

Terminate all unprofitable businesses outside Hong Kong, and reduce the number of shops to ONE in Hong Kong. The flagship shop is in a mega outlet and resort style setting, the flagship will feature : Showrooms, to display elite items specially picked by the Company. An Auction Hall where some elite or high value items will be sold here thru auction style. A Milan Station Fans Club where members can enjoy some quality time, such like having a drink and gossip. A Collection & Testing Section where customers whom order online can opt to come in person to collect, test or check the item before making the ultimate decision. A Restaurant & a Food Court to provide a variety of food and beverages. A Child Sector where children playfield and childcare services available, giving customers ease of mind and let the customers focus on purchasing. Some Packing areas for customers whom need more rooms to sort out their purchases. All these features are there to provide an enjoyable and unique shopping experience, making customer more likely to revisit and increasing their loyalty.

To along with the Flagship Shop, an online purchase/auction platform will be well-developed to facilitate the whole purchasing process done online and collect in store or by couriers. 

To further make use of e-commerce, there will be an app for mobile users, and a web base interactive shopping centre. Within the process of purchasing online the customer will be offered an option to check the item at the Flagship Shop before buying. Along with the checking option, in order to increase the incentives to go to the mega store, there will be a coupon given to people who ordered online and collect the item in person.

The IT Department will be at the heart of the operation, it will merge with sales and marketing teams and provide support to logistics. They will be responsible for updating the app and website/platform, updating the products information, developing online advertisement campaigns, setting up the payment gateway/systems both online and in the mega store, setting up the systems for online bidding in the auction, and tracking products to ensure they will be delivered to the customer on time.

The technology advancement also offered an easier way to reach to the potential customers, increasing the chance sealing a deal with providing timely value adding service and saving the hassle for the customers. An online customer service 24/7 giving advices or answers, handling a complaint or even a return item. All this previously would need to be done in person, going to the shop, wasting valuable time and potentially become a set back or a deal breaker for a possible retuning customer. With customer not relying on going to a physical shop to make a purchase, there goes 

the needs for most of the shops, reducing the selling cost, increase rooms for discounts, hence attracts more customers and increase customer loyalty.

The present data of members should be well-managed and used to generate more revenue by giving more benefits and promoting “1+1” Loyalty Scheme, any members who introduce one to be a successful member, has a chance to a grand draw, and the first prize is the round trip air tickets of 2 persons to Milan etc… to attract more members at the same time boost the revenue.
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Profit/Loss
Profit/Loss (Million HKD)	2011	2012	2013	2014	2015	2016	2017	48	-13.9	-38	-53.4	-47.8	-73.8	-81.400000000000006	Gross Profit
Gross Profit (Million HKD)	2011	2012	2013	2014	2015	2016	2017	213.3	143.9	153.30000000000001	133.5	91.7	66.599999999999994	65	Revenues
revenue (millions HKD)	2011	2012	2013	2014	2015	2016	2017	880	676	698	616	400	319	319	SAP Consultants Limited : 10th Floor, Central Building, 1 Central Road, Hong Kong. Tel: (852) 2123-4567 Fax: (852) 2123-000 https: www.sap.com.hk  Email: office@sap.com.hk
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