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The seemingly apocalyptic events of the past few

months have taken much of the world unaware. Our

24/7 hour news cycle has been gorging itself on the

morbid turn of events, only adding to our sense of

panic. However unlikely the current pandemic was,

we should have at least been prepared for such an

outbreak. A confluence of questionable food

chains, highly urbanised societies and globalisation

created the perfect storm for a global pandemic.

Our unpreparedness reflects much on our personal

arrogance as well as the failure of governments –

particularly those in Western Europe – to properly

prepare for the worst.

INTRODUCTION
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Where does this leave us? Well it

seems as though in the UK at

least, there is a magic money tree,

and the government has – quite

rightly – set forth a large scale

fiscal stimulus with the view to

assuaging the pain felt by

households. Despite this, the

effects on households will be

profound, though uneven. There

will be job losses and the

lockdown will deter further job

searchs, which in any event will be

scarce, as companies look to

downscale.

Households commitments to

mortgages, rents, utilities and

other regular outgoings will add to

the stress. So far many lenders

and landlords have shown

understanding with payment

holidays, and it has been

encouraging to see employers

acting sympathetically. However,

the key question is how long can

this last, as the current measures

are in place for 3 months before

being up for review. Anything

beyond 4 or 5 months seems

untenable.

THE RESPONSE
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Ted Baker announced

plans to axe 160 jobs

Mobile phone retailer Carphone

Warehouse said it will close 531

standalone stores in April

TRG put Food & Fuel and

Chiquito’s into administration

Brighthouse falls into 

administration

Debenhams enters into  

administration for thesecond

time in 12 months

There’s a period of calm now – a phony war – before another wave of stress hits the market, 

and as has been discussed while support from the government has been positive, it cannot 

last indefinitely. As the lockdown continues, and trading remains suppressed, this will 

manifest itself in lower profits, or increased losses, which will require funding at some point. 

Landlords and other private lenders have been understanding but this can only be 

maintained for so long. This will translate into more CVAs to deal with legacy labilities, and 

more companies going in administration. We have already seen this with, Chiquito and 

Carluccio’s - brands which have not been relevant for a long time - but we believe there 

could be a second wave that will wipe out weak operators but may also push strong brands 

which are over leveraged to seek help.

20 January 2020

26 February 2020

05 March 2020

17 March 2020

23 March 2020

27 March 2020

30 March 2020

30 March 2020

04 April 2020

10 April 2020

Department store chain 

Beales enters into 

administration putting 23 

stores and 1,052 jobs at risk

UK airliner, Flybe collapses 

into administration after a 

bid for additional financial 

support failed

Fashion and home retailer, 

Laura Ashley appoints 

administrators and becomes the

first retail casualty of the COVID-

19 crisis

Carluccios goes into

administration

Vintage retailer, Cath Kidston files 

a notice to appoint administrators

THE CALM BEFORE 

THE STORM
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In January and February, the financial

markets seemed to be resilient against the

fallout from COVID-19 with market

participants not anticipating the severity of

issue escalating to becoming a global

pandemic. There was some expectation

that markets would react the same way they

did in prior virus crises like SARS and

MERS: with a small macro shock followed

by a swift rebound. By early March, it was

becoming apparent that the COVID-19

crisis would play out very differently with the

financial markets seeing value being wiped

off atunprecedentedlevels.

The financial markets are now pricing in

significant fallout from COVID-19 on the

global economy. Companies will have

varying levels of exposure dependent on

idiosyncratic factors. Boards reacted

promptly to preserve cash; cutting back on

costs such as rents and labour, deferring

CAPEX and suspending dividends, in

conjunction with government support

providing for a short term liquidity buffer.

Some companies were better capitalised

than others providing liquidity headroom

to withstand aperiod of near nil revenue.
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LISTED EQUITIES & 

IPOs

Share performance snapshot; 01 Jan-11 Apr 2020
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Sector Company Ticker Share Price 

(£)

Market Cap 

(£m)

Share Price 

(£)

Market Cap 

(£m)

YTD ∆

Dominos DPZ-GB 3.20            1,480            2.99           1,382           (7%)

Comptoir Group COM-GB 0.08            10                0.04           4                  (50%)

Fulham Shore FUL-GB 0.12            70                0.06           35                (50%)

The Restaurant Group RTN-GB 1.63            801              0.60           295              (63%)

Loungers LGRS-GB 2.11            195              0.96           88                (55%)

Whitbread WTB-GB 48.46          6,479            29.64          3,988           (39%)

Wetherspoon JDW-GB 16.63          1,741            10.20          1,068           (39%)

Mitchells & Butlers MAB-GB 4.60            1,972            2.23           955              (52%)

Marstons MARS-GB 1.27            806              0.41           262              (68%)

Fuller Smith & Turner FSTA-GB 9.62            311              7.80           252              (19%)

Youngs & Co's Brewery YNGA-GB 16.38          733              12.10          513              (26%)

SSP SSPG-GB 6.50            2,908            3.07           1,640           (53%)

Hollywood Bowl BOWL-GB 2.85            428              1.51           227              (47%)

Cineworld CINE-GB 2.19            3,006            0.77           1,060           (65%)

Gym Group GYM-GB 2.89            399              1.73           239              (40%)

Greggs GRG-GB 22.98          2,325            17.91          1,812           (22%)

Cake Box CBOX-GB 1.68            67                1.13           45                (33%)

Hotel Chocolat HOTC-GB 4.45            514              2.68           336              (40%)
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The true extent to the impact will only

be understood once there is clarity on

how long the period of uncertainty will

be and what sort of recovery can be

expected once social distancing

restrictions are lifted.

The trend in share performance has 

been one-sided however bucking the 

trend is Dominos which adopts a 

franchise model and hence is not 

directly exposed to the high fixed cost 

base of rents, business rates and 

labour costs which are the major 

contributing factor of cash-burn for 

company owned store model 

operators. Additionally, its value 

proposition lends itself to a delivery 

focused proposition hence the COVID-

19 crisis is not massively disrupting 

their business model. They also had a 

£350m rolling credit facility (maturing 

in 2023) with headroom of c.£100m 

and suspended dividend equivalent to 

c£25m to further enhance the liquidity 

headroom.

UK IPO market

The UK IPO market was relatively 

subdued in 2019 with only 35 IPOs in 

London, comprising 24 on the Main 

Market and 11 on the AIM market, 

raising GBP5.9 billion, reflecting a 

decade low for the UK. This compared 

to 79 listings in 2018, meaning IPOs 

fell 56% year-on-year in 2019, which 

raised GBP9.5 billion. The results of 

the General Election in December, and 

consequently more clarity around 

Brexit, laid the foundations for a 

promising start to the new year for IPO 

activity in the UK. The London Stock 

Exchange saw some significant 

listings taking place in the first two 

months of 2020, with three IPOs on 

the Main Market and two admissions 

to AIM, raising in total some £615m 

equivalent to a 28% increase on the 

entire proceeds of the first quarter 

2019. 

However, after gaining this positive 

momentum, listing activity came to an 

abrupt halt as the COVID-19 crisis 

reared its ugly head, effectively closing 

off the IPO markets to new issuers. 

Consequently, the market activity has 

been focused on existing issuers 

attempting to shore up their liquidity 

and explore other fundraising 

strategies to keep them afloat. 

Hotel Chocolat, raises £22m, 

with a placing price of 225 

pence per share on 20 March 

2020

The Restaurant Group, raises 

£57 million with placing price 

of 58 pence per share on 8 

April 2020

Greggs, issues £150 million 

pounds of commercial paper 

with a duration of 11 months 

under the Bank of England’s 

Covid Corporate Financing 

Facility on 9 April 2020
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While most companies will have a three to six-month hit to finances, those backed by

private equity (PE), or those with strong access to credit will be in a position to take

advantage of the current melee. It will vital to distinguish between brands which have legacy

issues versus those which were trading well and have been disrupted by COVID-19.

Financial sponsors and corporates have already started to de-risk due to the former

specifically, Famous Brands, the South Africa-based group, announced it will no longer

fund its loss making Gourmet Burger Kitchen (GBK) restaurants in the UK. As dealmakers

refocus their efforts in order to pursue their core objectives, they will have plenty of food

for thought. For investors who are well-capitalised and companies that have built a healthy

balance sheet, declining valuations create opportunities to pursue deals that create long-

term value.

Sourcing strategies and pre-deal planning will be vital in identifying the relevant

opportunities and inform on whether post-deal value can be realised. The current climate

will enable companies to take advantage of the environment to execute its strategic

acquisition agenda and to position the business to exceed industry-average growth once

the economy recovers and accelerates out of the declining economic period.

Additionally, a buyer can focus on integrating the target during the downturn—whilst

competitors are trying to stay afloat —and then fully benefit from realising synergies in the

recovery period.

This should facilitate an ample demand for M&A activity in the coming months a clearer

picture emerged of when the crisis will be over. There may be some eminent acquisition

trends based on the current state of play;

Taking public companies 
private

Distressed and special 
situations

Smaller or medium sized 

operators being acquired as 

they are easier to integrate 

and realise synergies

Carve-out 
deals

Franchise operators 
and companies with 
resilient and diversified 
revenue stream

M&A OPPORTUNTIES
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Implications for the food & restaurant industry

Changing Consumer Trends
All of this points to what will happen post COVID. Pandemics and viral outbreaks will continue to rear

their head from time to time.

Short term trends we see continuing are a continued sense of social distancing, which means that

large gathering such as concerts, festivals, events etc. will be out of favour. Some theme parks,

theatres, stadiums, shopping malls, large retail stores and concerts may not see a full recovery of foot

traflic to the pre-coronavirus era for at least 18 months. This will also manifest itself in restaurant and

bars which will be more mindful of internal seating arrangements.

In terms of hospitality, we believe that airlines will continue to struggle, the biggest fall out being the

short haul flights, and package holidays which are reliant on cheap short haul flights. The economic

woes could be severe for localities, regions or entire countries dependent on these sectors

(Greece and parts of Spain, Italy and Turkey).

Online shift

E-commerce and online food delivery – all were growing rapidly

for a number of years but those were not universal trends and

there was significance variance in use of delivery models in the

UK (the UK still lags far behind China in the adoption of online

delivery fulfilment).

Now they are not only capturing new customers but penetrating 

more widely into new customer segments – whether millennials or 

baby-boomers. We expect some of these behaviours to continue 

going forward. This is likely to exacerbate the challenges faced by 

casual dining restaurants. We also believe that restaurants will 

seek to reduce the amount of covers, focusing more on investing 

in their delivery offering. This may also expediate the growth in 

dark kitchens.

DEVELOPING THEMES
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Adapting the value proposition

Aspects of the customer journey will have to change particularly in the short term

where social distancing will need to be incorporated into the customer flow, seating

arrangements and restaurant layout including a reconfiguration of front of house and

back of house.

More importantly brand loyalty and customer engagement will be paramount to

ensuring brand aflinity is retained with customers. .

Site economics

Domestication

Consumers that broke their daily coffee

habit may not return to it. A large portion

of the workforce may permanently shift

from working in an oflice, to working

from home, or at least working from

home for a portion of the working

week. This makes restaurant groups

which target high corporate footfall

more vulnerable.

The COVID situation has severely disrupted F&B businesses in turn necessitating

prompt responses to ensure business survival centred around cash preservation.

However, if businesses are to be viable in the medium term business models will need

to be reconfigured accordingly. A reconfiguration of the business model will need to

reflect changes and anticipated changes within the sectoral, government policy and

customer behaviours. Particularly in reference to the following:

Rents: historically there has been an inequitable relationship between landlords and tenants in

the broader retail sector. To redress this imbalance many are advocating the use of turnover rents

which in turn will offset the most costly element of the fixed cost base.

Business rates: the government initiated a waiver on business rates which was applauded

however high street consumer retailers have been crying out for this for many years triggered

where the number high street failures have significantly increased. Such a change is cited as long

overdue and industry leaders will be lobbying to ensure business rates can be scrapped

indefinitely otherwise the sectoral decline will only continue.

Revenue model: assumptions on revenue by sales channels, number of covers, footfall, average

spend and more will need to revisited in line with customer behaviour changes. Consideration

will also need to be given to any defensive CAPEX which may be needed to reformat site

layouts. Furthermore consideration to roll-out strategies and how this should be adapted in light

of changes in the spatial economics.
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I am sure we have given our readers some useful insights. We would be happy 

to discuss any of the themes we have outlined in this report in greater detail. 

Furthermore, given the current market turbulence, we would be happy to 

provide complimentary advice to assist your business. Our analysts combine an 

intimate knowledge of local market conditions, with a global perspective and we 

know we could add value to your business. Some areas of discussion would be:

→ How can I benefit from the government COVID19 assistance packages?

→ What type of lockdown mitigation strategies can my business utilise?

→ How can I use the crisis as an opportunity to grow my business?

→ What type of value creation strategies can be put in place?

→ How can I raise capital to support or grow my business? 

We see an increasing focus on lab grown meat and vegetarian/veganism, as industrial

meat supply chains are bought into further scrutiny. We also see a further repositioning of

the high street, a number of retailers will simply disappear, particularly within the consumer

space. The high street will need to be re-orientated, perhaps as a social/lifestyle hub with a

select smattering of retailers.

Finally, another trend accelerated by COVID-19 has been towards cashless and

contactless payments. Delivery drivers are now following instructions on where to leave

the orders so to avoid any human contact. This may accelerate automation such as the use

of drone technology and AI led solutions.

To conclude there are several opportunities which present themselves. This includes

acquiring food groups which will struggle in the coming months. Furthermore, we

advocate looking at food groups with a resilient business models, strong delivery offering,

and restaurant groups which give an experiential consumer offering.

Long term macro themes

Focus Adapting the 

value proposition

Focus on 

alternative 

sales channels

Supply chain 

continuity 

Business model 

reconfiguration

Actions Customer journey 

including;

• Customer Flow

• Site Layout

• Cashless and/or 

contactless pay

Customer 

engagement to 

reinforce brand 

affinity

Health & Safety

Enhancing take-

away/delivery 

focus;

• Product 

offering

• Staff training

• Fulfilment

• After service

Retail/wholesale

Impact analysis 

on sourcing and 

pricing across 

the supply chain

Renegotiate 

terms and 

conditions with 

suppliers to 

support working 

capital cycles

Site economics 

reflecting;

• Potential 

reduction in 

footfall

• Reduced number 

of covers

• Softening rents

• Business rates

Roll-out strategy

Managing cash

Outcome Continuity of the 

revenue model

Successfully 

realise the sales 

channel potential

Continuity of 

the supply chain 

and mitigated 

cost pressures. 

Redefine a target 

site ROI with an 

adapted growth 

model. Optimised 

cash position 

SUMMARY
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To discuss this, or to see how we can 

help your business, please contact;


