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Holiday retailer Iglu can’t just cruise into foreign markets wucsoner [0 telegraphi

After facing a struggle for survival in the wake of the dotcom crash, online ski and cruise
retailer Iglu is thriving. Now it needs to decide whether to embark on an international
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expansion or keep its "foot to the floor" in the UK.
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Iglu chief executive Richard Downs: "We'd done too much, too young, trying to go to France
and Germreny with nascent systens. t was ridiculous.”
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and business news, This regularly updated

Downs, founder of Iglu, an online ski and cruise holiday retailer. "But he
was a bloody good player. He worked hard and realised where he could
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In that context, Downs, an MBA graduate of London Business School,

has no problem with being called a "manufactured entrepreneur”. Lord

Sugar might regard an MBA as about "as useful as a KFC" when it FINANCEMOST VIEVED

comes to running a start-up, but the 44-year-old says the £55m web
company he founded in 1998 owes its existence to his formal business
education.

Downs had initially taken the safe option of an ACA accountancy
qualification and a career in the City with Salomon Brothers because he
felt he lacked the skills to fulfil his start-up ambitions. The MBA allowed
him to "cut the handcuffs of work", he says. It also provided a six-month
placement at the University of California, where he was inspired by
emerging web businesses and the associated funding environment. "I'd
missed the emergence of the mobile phone market. The web was my

| Tobay | PASTWEEK |

1

2

Europe's

PAST MONTH |

Greek rescue frays as Irish crisis drags on
The horrible truth starts to dawn on

3. BP shuts North Sea field over Iran ban

4
of debt crisis

UK pledges £7bn to help bail Ireland out

5. Jaguar tells managers relocate to China or

chance.” risk promotion
Experts' views on Iglu 16 Nov 2010 Telearaph
Equity 'swap shop' spreads risk for CEOs 10 Sep 2010 tranShOD
Experts'viewson Gtech 11 Oct 2010
Claranet boss hails end to 'decision paralysis' 22 Oct 2010
Wine broker seeks bottle for global expansion 27 Sep 2010 ;
Investors expect M&A boom next year 01N 2010 Make your next
holiday one to
Having "thrown 100 ideas at the wall* and looked at a number of markets remember

that were "stable in product and pricing where the web could make a big
difference”, Downs initially planned to launch a Find a Property-style site
that would aggregate estate agents' inventory. However, a closer
inspection of the demographics of the web's early adopters suggested
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that his passion, skiing, might prove a safer bet.

"In 1996, there were 100,000 consumers online on dial-up. The sweet
spot was young professionals, not Joe Public looking for houses.

"My view was that the internet would enable specialists to flourish. There
was no way Kevin, Sharon and Tracy working in Lunn Poly could be
experts on Ibiza, Disney, skiing and the Caribbean at the same time. The
internet was the game changer that allowed us to pull [niche demand] in
from around the country and service them properly with ski experts and
up-to-date availability."

Despite scepticism from some prospective backers - "isn't the internet an
American fad, like CB radios?", one asked — Downs' business was the
first to secure funding from Sussex Place Ventures, the venture capital
arm of LBS, and also secured angel money from Psion founder David
Potter and former Thomson Holidays managing director Charles
Newbold.

Downs admits to having harboured concerns about the willingness of
fledgling eCommerce customers to spend thousands of pounds on skiing
holidays, but Iglu beat its investors' forecasts with sales of £500,000 in its
first year. "Now, that's a weekend's revenues," says Downs. "At the time it
blew [away] our expectations.”

The Wimbledon-based company was established "pre-dotcom hype",
Downs notes. "No one was telling us we were the greatest kids around.”
But it was far from immune from the emerging bubble and its
encouraging early revenues soon attracted interest from institutional
investors. "The price of [T, advertising and stock prices were all crazy.
But you couldn't afford to not raise money — you wouldn't be able to
advertise. You had to be a player in the game even if you felt the game
was odd."

US venture firm Geocapital Partners invested £3.1m in 1999 as part of
their European land grab and encouraged Iglu to quickly scale up by
establishing French and European operations. "They threw money at us.
The belief was that profits would come later and if in the interim we
needed another round, we'd be able to do it because the reward would
be game over in Europe. It was a Jeff Bezos [Amazon founder] get big
fast strategy." Barclays Ventures followed with a £2.7m round.

The ensuing dotcom crash of 2000 put Iglu, like countless other pre-
profit web businesses, in a precarious position. "There clearly wasn't
going to be any other round at any attractive price. We'd done too much,
too young, trying to go to France and Germany with nascent systems. It
was ridiculous, really."

Iglu was five months away from running out of cash, so Downs quickly set
about cutting costs and focusing on UK sales. The French and German
operations were shut, and the company shed half its workforce. It was
“brutal”, Downs says, but it worked. In 2003, Iglu became the first UK
web-based travel firm to turn a profit, and is now the UK's largest ski
holiday retailer, both on and offline. Its Barclays and Geocapital legacy
investor problems (“a balance sheet that wasn't the right size for our
business with no follow on capability") were resolved last year with an
MBO backed by £4.3m from Matrix Private Equity Partners.

Following a 2006 diversification, cruises now deliver half of Iglu's £565m
revenues and are expected to overtake ski sales next year. With the
European cruise market growing quickly, Downs suspects that the time
may be right to have another crack at a European expansion, but he's
understandably cautious.

"There are 1.65m cruises booked in the UK and there will be 2m by
2015. The same growth story is being mirrored across Europe, which is
generally three years behind the UK in terms of retailing expertise.
Having leveraged the skills and proprietary technology that we have from
ski into cruise, it feels right that we can leverage it again into different
geographical markets. But it's a big bite size and we've still got the scars
from the last international expansion.”

With the company consistently returning solid profits — this year's pre-tax
profit of £1.5m is expected to improve significantly next year from
projected sales of £75m — it can afford to self-finance a careful
expansion, so Downs isn't concerned about running out of cash this time.
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Instead, it's a question of "opportunity cost", he says. "Choosing the right
territory is just a question of homework, but how do we best replicate our
success without distracting from UK growth? In pure cash terms, in the
short term we'd be better off staying focused on the UK and keeping our
foot to the floor."

Despite its previous failure, both France and Germany are targets for its
first staging post, but Downs believes it will be wiser to take a "one ata
time" approach. "There will be mistakes. We'd rather make them in one
territory than two, although the land grab may be harder one year down,"
he acknowledges.

He also insists that a presence on the ground is vital, even if, in theory,
Iglu could simply hire French and German speakers and run the new
operations from London. "Consumers would rather buy from a local
company. If | was buying a cruise holiday, | wouldn't buy from a German
company. We need to make the brand feel local in each territory, with
staff who are as much advisers as salespeople. But history is littered with
consumer retailers who have had their fingers burned abroad."
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Experts' views on Iglu

Alex Cheatle, chief executive of Ten Lifestyle Management and Bernard Dale, partner at
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Connection Capital offer contrasting views on whether Richard Downs should focus on MARET DALY
UK growth for his online holiday business or commit to European expansion. i o ]![“DH-D Hr—:&gx l
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Richard is right that prospective customers in France and Germany will Business Club
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want to talk to someone from their culture and not just a Brit who speaks ~ finance» Sales » ’
their language. However, one of the joys of running a business in London

is the ease of recruiting high quality, native French and Germans who
can work here. | employ travel, retail and entertainment specialists in the
UK from more than 20 different countries to service our international
customers. Technology and cheap travel mean staff can seem local to
customers but be managed directly by you.
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This provides advantages in terms of company culture — and control. A
French or German office, staffed with locals, may well start to suffer from
a toxic 'them and us' mentality which is avoided by sitting together. You
avoid the crippling horrors of Continental labour law which can make
recruitment errors — unavaidable in a start-up — very expensive, as well
as the fixed costs of local offices, extra accountancy and reporting
complexity. Communication, meanwhile, will be faster and more efficient.
These reduced costs could allow a more ambitious strategy — why not
launch Russia (a skiing nation who love the Alps) in 2011 too? Far more
possible on this more cost effective, virtual model.

| suggest a separate management team and a very strict, formal division
of his time to each enterprise to avoid either losing focus on the UK or
not give enough attention to fledgling international businesses.

Bernard Dale, Partner, Connection Capital

Iglu has built good awareness and has many options for expansion. |
would encourage Richard to ensure that the core UK proposition is right
before venturing into new markets. My first impression is that while the
Iglu name is well known, the brand offer could be clearer —isita
specialist operator of ski trips or, with the cruise offering, now a more
‘generalist' travel agent?

This shows in its website which, as well as looking a little out of date,
offers a disparate range; from ski trips and Caribbean holidays through
Disneyland to online booking for villas and hotels. | would advise Richard
to be aware of the danger that the brand message could be confused
through diversity.

He should also look at which products provide the best returns and
invest in their sales growth through advertising, affiliates and search
engine optimisation. | am sure Iglu would not want to expand overseas
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