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Case 18
The Virgin Group in 2018

O July 8, 2048, i Rihard Branson elsbratd i 6t bithday, et 52.eans s stating i it business, Bransons entoepreneural vigorseemed e dimmed i ecent veatares nchuded th aunch of a Virincrise e, & US chiinof Vg hotels th sterup of Vingin it providing lsonch sevices:
o smalsfelits, and Virgin Sport,which hld s s mass paricipation spots events n London, Oxfrd, and 54 Francsco . 207

‘However, the Virgin Group as a whle was no longer a collection of young, entrepreneurial businesses—increasingly it was a portfolio of long-established businesses in mature sectors such as airlines, train services, banking, and healthcare. Moreover, in recent years, Virgin's investments in new businesses had
‘been dwarfed by its divestments. Increasingly, the Virgin Group had only minority stakes or even no ownership in the companies operating under the Virgin brand name.

‘The changing character of the Virein Group and the maturing of s founder and leader, Richand Branson—ho was ncreasingly committed to charitable rather than business ventures—raised troubling questions for the identity and fiture direction o the sroup. Was Virgin st an incubator of nev businesses, or
Bad it trensitioned to 2 more conventional financially-based bolding company along the ines of Warren Bufft's Berkshire Hathavay or the Wallenberg famly’s Investor AB group? As it divested businesses, whil retaining controlof the Virei brand, perhaps it was primarily a brand lcensing company?

Development of the Virgin Group, 1968-2017
Richard Branson dropped outof boerding school at the age of 16 and tarted 2 magzine, Student, which ves firt publihed on Jemuary 26, 1968, The magazine displayed features that would charecterize many of Branson's subsequent entrepreneurial iniiativs. It tarseted the beby-boomer generation; embodied.
the optimism, rreerence, and ant-authoritrianism; combined fashion, popular music and avant-garde culture; and flled  “gaping ol i the market.”

Virgin Records
Branson's next venture, mail.order record ales, saw the birh ofthe Virgin brand name. I 1971, Virgin Records opened s firt retal store, on London's busy Oxford Street and, in 1573, Virgin created ts ov recond abel. s frst release, Tubular Bells, by an unknown musician, ik Oldfield, vas 2 huge hit,
eventually seling over five million opies. Virgin Records went on o s up  seres of new attsts: P Collns, Human League, Simple Minds, and Boy Georee's Culture Club—includin several that had been shunned by the major record companies, notably the Sex Pstols.

Virgin Atlantic Arways
‘Virgin stlantc began vith 2 phone call from Randolph Fields,  Californian lawyer, suggesting  transatlantic, budget ailine, To the horror of his colleagues at Virgin Reconds, Branson was enthralled with the idez. On June 24, 1984, Branson appeared ina Fist World War flying outit o celebrate the inaugaral
Sight of Virgin Atlantic in  second-hand 747 boughi fom Asteolineas Argentinas, Unlike Branson's other businesses, the airine business as capitalntensive, heavily regulated, and required collaboration with sovernments, banks, and airraft mant

‘Virgin stlantc's financing needs pushed Branson to the stock market. In 1985, 35% o Virgin Group PLC waslsted on the London and NASDAQ stock markets and Branson became the chairman of 2 public corporation —a role that il ftted is personality and leadership style. Following the October 1987 stock
market crash, Branson took the opportunity to rase £200 milion to buy out extemal shareholders.

Virgin Everywhere

Befween 1988 2nd 2004, Virgn launched a near-continous stream of nev businesses, These ere concentrated around a fev main areas of opportunity:

+ Travel The success of Virein Atlantc encouraged Branson tolaunch other ailines. The Virgin approach as to mesh the business model of the low-cost carrers with Virgi's distinctive approach to enhaneing costomers experience in novel ways. Nev airlnes included the Brussels-based Virein Express, Virgin
Sustala originaly Vg e and Pacfic lo), 2nd Virgin Americ. Gtheraiston venture nclaced Vitage A Tours. Vi Lighsips (lmp ahertements).Virgin Galctic.nd Virin Balloms. Vi Rl vas eszbishd n 1997 0 Gpeat v assenerral ranchises vded o e prvatzationcf

+ Holidays.Linked to Virgin's ailineinteress were investments in hotels and vacation services, including alodge and wildlif park in South Africa and Branson's own Necker Island resort in the Caribbean.

+ Retailing Virgin's recond stores provided 2 platform for internationally expanding retail nterests. The Our rice chain of UK record stores vas  oint venture betvveen Virgin and WHSmith. Virgin Megastores pionesred “experience based retaling”not just in the United Kingdom but aso i Japan, the United.
States, Austrlia, and Europe. Virgin Bride was 2 UK chain of bridal stores.

+ E-commerce.The Internet provided opportunitiesfor Virgin to expand into online retailing of cars, motorcyces, wine, and music downloads

- Telsorinilss communicato,Vigia o, it eture it Detsche Tlcom,as a aly itual ek peator ing ek aces fom e prridrs o offe el seice, Vi, o ventre vith cableaperaor L, vasa nterntsrieprovider it became sbsroed
into Virgin Media,

+ FinancialservicesVirgin Money (orginally Virgin Direct) bgan as  oint venture with Norswich Usion offeing credit cands and persona financial products. It expanded greatly in 2012 when it acquired Northern Rock,the faled Britih bank.

+ Leisure and entertainment.From s origins in music and magazine publshing, Virginentered video games (Virgin Games, 1991), book publishing (Virgin Publishing, 1991) radio broadcasting (Virgin Radio, 1952),cinemas (Virgin Cinemas, 1995), and health clubs (Virgin Active, 1998).

+ International expansion;Virgin's expansion outside the United Kingdom began with its Megastores. Afer 2000, Virgi replicated several o it suceessful UK businesses overseas, ncluding Vigin Mobile, Virgin Actve, and Virein Money: In mst of hese international venfures, Virgin Group was a minority
pariner, nd in some, Virgin owned no equity and simply Hicensed ifsbrand.

Other v ventures defied categorization; they were the result of opportunism and Bransonis whims. These inciuded biofuels (Virgin Fuels, Virgi Biovenda), video games (Virgin Ineractive), beverages (Virein Drinks, Virgin Cola),clthing (Victory Corporation), cosmetics (Virgin Vie), and Virgin Health Bank,
‘e prens could v he i cels ot ey o bbis. Ot e vesres Fellected e g Commiaet o eonment] o chariale s Vrgin e ranon s cantale foundaion, s stalshd 20031 rride oportunities and suppot o gin Croup employes o
partner with different charitzble organizations.

Focusing and Divestment
‘Throughout s history, Virgin has divested businesses, ither wholly or partaly, in order torelease equity fo other business ventures or simply o cash in the value it had created. In 952, soldits music business to EMI; i 1998 it sold 499% of Virgin Rl to Stagecoach, a UK travel operator; and, in 1995, sold
499% of Virgin Aflantic to Singapore Ailines, From 2005, the pace of ivestment increased with the sale o closure o financially unsuccessfl businesses—such 2s Virgin Vie, Virein Cosmetics, Virin Cars, Virgin Bikes, Virgin Brdes, Virgi Cola, Virgin Drinks, and Virgin Money USA—and the sae or flatation of
Some ofts mostsuccessil businesses. Virgin Mobile 2nd Virgin.net (an Internet service provider) were soldto the UK cable company, NTL, which, in 2007, changed Ifs name to Virgin Media.In 2013, US cable company, Liberty Media acquired Virgin Media for $23.3 billion. irgin America launched fs inifial
public ofering ofshares in 2014, Seven years aftr its inaugural figh. In 2016 t was acquired by Alaska Airines for 4 bilion (including debt and aircraft lases). Virgin Money—a fll-fledged bank with the acquisiton of Northern Rock—loated s shares on the London Stock Exchange in 2014, hen n 2018 vas
acquired by the Cydesdale Yorkshire Banking Group.





image2.png
The Virgin Group of Companies in 2018
‘The Virgin website lists 58 “Virgin companies” which it groups into seven categories. These are shown in Fgure 1 By 2058, few ofthese companies were ol o even mafority owned by Virgin Group. The group's bigsest sharcholdings were 515 of Virgin Ril Group (the owner o Virgn Trains), 34% of Virgin
‘Money Holdings pl, 20% of Virgin Alantic, nd 205 of Virgin Acive, Virgin i, Virgin Mobile, and Virgn Wizes had beea sold off entirel, icensing the brand to the new owmers.
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FIGURE 1 Virgin's business portfolioa®
Note: 3Includes only those companies lsted on the Virgin website.
Sources: g /swe:virgincom/ company
‘Ownership Structure and Financial Performance
InMarch 2048, there ere 356 Virgin companies registeredat Briai's Companies House (15 ofwhich had been sdentifedas “converted/losed” or “recently disslved). In addition, there were Virgin companies registered in abont 28 ofher countries. The Virgin companies were inked through a complex:
nefiork o parent_subsidiary relatons.—many o the Virgin companies listd at Companies House vere entified as ‘nvestment companies”or “holding companies.”
For cxample, West Cozst Trains Ltd. Virgin's main UK i franchise, wes ovned by Virgin Rl Group, which wes owned by Virgn Rail Group Holdings Ld. the majorty of which was owned by Virgin Holdings Ld. which was 2 subsidiy of Virgin Group Holdings Ltd.
For most of the Virgin-owned companies, the ultimate parent vas Virgin Group Holdings Ltd., & privete company registered i the Bitsh Virgn Ilands and owned by a seris o family trust, the beneficiares of which were Richard Brenson and his family.

Given this compleit it wes inevitebl that fnancial reporting by the Virgin companies wes fragmented, hard to locate, and dificut o interpret, The Virgin website claimed that Virgin businesses carne £16.7 billion (S21.7) and employed 6,000 people.+ Howerer, companies ovned and controlled by the Virgin
Group accounted for ol a el recion of these ttal. No consolidated eccounts were availebl for the group 2s 2 whole, and tracking finencil resuls for individualcompenies was complicated by Virgin'stendency o transfer isivestments in aperating companies befveen fs holding companies. Amang the
Virgin companies ling ther inancial statements with the UK s Companies House, those led by Virgin Holdings Lid. cover rail transport, hotes, healthcare, and brand licensing (se Tables 1and 2).

TABLE:

Financial data for Virgin Holdings Ltd. (£million)
Source: Virgin Holdings L1 and Subsidiary Companies: Anual Report and Financial Statements (Decersber 31, 2016).

2016 2015
Revemne 1553 1449
Operating profit 5 602
Profit(loss) on disposal f businesses. (7) | 439
Pretax profit 17 | 608
‘Netprofit 60 | 626
Fisedassets 8% 853
(Cash and cash equialents 65 671
Totalassets 1226 1040
Long term debt 103 | 164
Netassets (abilties) 272 186
Shareholders'equity 272 186
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TABLE 2

Segment financial data for Virgin Holdings Ltd. (£million)
Sovrce: Virgin Holding L1 2nd Subsidiary Companies: Anmmal Report and Finaneial Statements (Decersber 53, 3016).
Revenue Netprofit
2016|2015 2016 2015

i travel - 0 - na
Rail 1109 1050 45 | 62
Hotels 4 46 @) @
Healtheare %2 20 0) | @
Other trading 230 8 1
Brand licensing na na 66 | 45

Other trading and management services. 38 | 55 3 | ©

g’ ailineinerets e transfrred to another Viria bolding company at theend of 2015
‘Doubis had frequently been expressed about the overal financial health ofthe group Branson as dismissive of such speculatin, caiming that analysts and journalists misunderstood his business empire, emphasizing that the financial performance goals of  private company are diffeent from those of 2 public
corporation: Short-term tasable proits with good dividends are  prerequisiteof public lfe. Avoiding shortterm taxable profis and sesking long ferm capital growh i the best approach to grovwing private companies.” It appears that since 2005 most of the Virgin's group's profits have come from the sle and
Sotation of s businesses rather than from operating profits A1s0,the accounts for UK companies did nottake account o thecash drain from Virgin Galactc. Galactic had absorbed over $600 million by November 2014, $380 million of hich was provided by Abu Dhabi'sstate nvestment agency 4

The Virgin Brand
‘The Virgin brand was the group’s greatest single asset.Compared to most other consumer brands, it vas unusul n the range of producs t encompassed. Could 2 brand that extended from rai raveltostreamed music have any meaningful dentity? The Virgin website offered the following explanatio

All the markets in hich Viggin operates fend to have featuresin common: they are typically markets where the customer has been ripped off or under-served, vhere there is confusion and/or where the competition is complacent. Inthese markets, Virgin s ableto break into the market and shake it up. Our
ol s o be the consumer champion, and we do this by delivering to our brand velues, which are:

+ Value for Money.

+ Good Quality.

+ Brlliznt Castomer Service.

+ Innoative.

+ Competitiely Challenging.

. Fums
‘These attrbutes vere conveyed to castomers through Virgin's distinctive approach to differentiation. For example, Virgin Alantic pionsered a range of innovative customer services (principally for ifs businessclass passengers). These included inlight massages, hair styists, aromatherapiss, and limousine and
‘motorcycle transportation to 2nd from the airport —even a speedboat servie along the Thames from Heathrow to the London financial center. Bitish Alrvays provided the ideal adversary against which Virgin Atlantic could position tself asthe plucky upstart with castomers interests a heart.

Some of Branson's ventures seemed to be nspired more by a sense of fun and eagerness to“stickit o the big boys” than by commercial logic. When Virgin Cola was introduced in 1594, the goa, according to Branson, was to“drive Coke out of the States" By 1997, Virgin Cola was Iosing €5 million on revemues of

E30 millon.
‘The Virin brand was inseparable from Richard Branson's persona as entrepreneur,foker, and the “acceptable face o capitalism. The affection ofthe Britsh publicfor Branson, and the appe ofthe Virgin brand, reflected the alisnment betyeen Branson's values and sense of far play with some ofthe traditional
values that defined the British character In battling huge, anonymous corporations, Branson recalled the egendary heroes o yesteryear who fought tyranny and evl: Kng Arthur, Robin Hood, and St. George. His willingness to appear i outlandish atie reflected 2 Britsh propensity for eccentric dressing-up.
‘Though it also raised ssues as to whether Branson and the Virgin brand could achieve 2 similar rapport with consumers outside of Britan.

‘Virgin's diversiy presented severalrisks o the Virgin brand. In some mariets, Virgin vas unable t offe distingtve diferentiaton, In others, Virgin had limited control over islicensees use of the Virgin brand. And there vas the ever-present danger that customer dissatsfacton in 2 single business might
contaminate the entire brand. Moreover, Branson's popular appeal appeared to be vaning. A critcal biography highlighted some of the contradictions in Branson's image and behavior: iying b privatejt o cimate change summits, lecturing on frensparency and accountabilty while presiding over an

mpenetrably opaque business empire, promoting the nterestsof the underprivileged while rotecting his own wealth in offshore famly trusts.®

The Virgin Business Development Model
‘Mostof Virgin businesses were start.ups. From the founding of Student magazine through tothe formation of Virgin Galactic, Branson's trength as 2 businessman was in conceiving and implementing new business deas—even ifthe ideas behind most of Virgi's new business ventures came from ofher people.
Branson acied as 2 magnet for would-be entrepreneurs from both inside 2nd outside the Virgin Group. Virgin's website encouraged the submission of new business ideas t s corporate development office.
‘Virgin's approach to business start-ups refected Branson's atributes of innocence, innovation, and ireverence for authoriy. His business ventures, just ke s sporting explots reflected  Justlive If” atitode and a “bigeer the challenge, sreate the fun” belief. He vias partcularly drav to markets where
stodey, incumbent firms resulted in underserved customers and Virgia could offr abetter aemative, On fs webite, Virgin explained ts purpose as: “Virgn i known for challenging the status quo—taking on indusry giants 2nd championing people 2nd the planet. Disruption i in our DNA and we've made sure
his 5 captured in our purpose, the reason Virgin exst. Vigin Group's purpose i chinging business for 200d.”
Over time, Virgin's approach to business development had become more systematized:
When we start a ner venture, we base it on hard research and analysis. Typicaly, e revien the industry and put ourselves i the customer' shoes to see what could make tbettr, We ask findamental questions: s the customer confused or badly served? Is this an opportunity for restructuring a market and
creating competitve advantage? What ae the competitors doing? Is this an opportunity for building the Virgin brand? Can we add value? Wil it interact with our other businesses? Is there an appropriate trade-off betveen rik and revard”
We are 150 able to draw on talented people from throughout the Group. New ventures are often stested by people seconded from ofher parts of Virgin, who bring with thern the trademark management style. skills and experience. We frequenty create partnerships with others to combine industry specificskls,

inordze, and operational expertise .-
Typically, Virgin was able to use the Virgin brand and Branson's celebrity status to obtain 5:% or more of the equity of nev ventures while contributing a minority of the equity capital.
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The Virgin Group's Management Style
Branson's approach to management refected his values and personaliy. Informality and distespect for convention were central to Branson's way of business, He ressted any separation among vork, famil, and leisure rflecting a view of business s partof e, which, ke lfe, should imvolve excitement,
creativity, and fon. Equaly he vas happy t involve cousins, aunts, childhood friends, and dinner.party acquaintances n business elationships. His hands-off approach to his business empire vas based upon giving aufonomy and incentives fo managers he trusted. Onice a new Virgin business was up and running
i s handed over to 2 trsted managing director and financial controller. The top management team vere revarded with equity stakes o options and expected o develop the company.

Much of Virgin's entrepreneuril success can b traced to Branson'’s abilty to embodythe spiit of the “Nerw Britin’—a country which, atthe end of the 20th century; was identified more by its vibrant culture than by ts colonial heritage and rigid class system. In a country where business leaders were
conventionally part o “the establishment,” Branson was the “peaples capitalst’

Branson's antipathy toward authority and convention was alo reflected n his disespect for conventional business principls. He argued that Virgin's network of small companies combined ‘small i beautiful vith “strength through unity:” Claimine to have never read a management book he developed bis own.
principles of management. Fis business maxims have included: ‘Stfffist, then customers and shareholders,Shape the business around the people,”Be best, not biggest”Pioneer, don't follow the leader,” “Capture every flesting dea,”and ‘Drive for change.”

Increasingly, Branson's freewheeling management philosophy was at 0dds with the growing formalizaton of the Virgin Group’s management structure. This included:
+ Establshing Virgin Management Ltd.asthe center for the group's management capabilty As the Virgin website explained:
At the center, Virein Management Ltd. (VML) provides advisory and managerial supporttoall of the different Virgin companies and our specialistSector teams around the world. Our people in London, New York and Sycdney offe regional support and between us and the Sector teams e manage Virgin's
‘nteress across the whale of the Virein Group.
VML fastdious number-crunchers getto manage Virgin'sfinancia assts in the group, our witty marketeers and intelgent communicators ge to rotect and masimise the value ofthe Virgin brand and our touchy-feely people teams ensure Virgin i an employer o choice.
+ Sector teams, each headed by managing partaer, provided oversight to companies vithin  particalar area ofbusiness: “The specialists keep our companies o their toes and ensure we keep developing better experiences and world beating products"2
+ Centralzing ownership and control of the Virgin brand within Virgin Enterprises Lt Neil Hobbs, ntelectual property lawyer for Virgin Enterprise, explained: “Our ole i both to optimize and enhance the value of the brand and to protect that b ensuring that value i not diminished through nfringement
by third parties.™: During 2016, royaliesfrom icensing the Virgin brand to members of the group and to other companies amounted to €55 millin yielding 2 net, atertax profitof £66 million.
+ Establishing a top-management team. The 2ppointment of Pter Norri as non.executive chairman of Virgin Group Holdings in 2009 was fllowed, in July 2013, with the appointment of Josh Baylss, formerly Virgin's eneral counsel, as CEO.
Yet, despite this formalization,the critcal components of the Virgin management system remained its entrepreneuria colture and personal reltionships.
The group's senior management team i shovn in Table 5. Richard Bransons only formal rol was as president of Virgn Aflantic.

TABLE3

‘Virgin's senior executives, 2018
Source: wwewirgin.com/sirgingroup/ content/ our senior team.

Esccafive  Role atVirgin Prior career
Josh Baylss | CEO since 2013, previously Virgin's General Counsel Lawyer (Slaughter & May)

Peter Norris _ Group Chairman since 2009 Investment banker (Goldman Sachs, Barines)
Patrick MeCall Senior Managing Director with responsibiltesfor Virgin Actve, Virgin Money, Virgin Galactic, and Virgin Trains, reviously with Virgin Rail and Virgin Active Investment banker (5.G. Warburg)

Evan Lovell  Managing Directorof Investments, responsible for Virgin's North American investment portfolio Private equity (TPG)

Amy Stiling | Chief Financial Offce ofthe Virgin Group (CFO The Prince's Trust, CFO TalKTalk
LisaThomas _ Managing Director of Virgin Enterprises MEC Saatchi Group

LanWoods  Partner, General Counsel and COO Lawyer (Slaughter & May)

Looking to the Future
By 2058, it as lear that the identity and th strategc irection of the Virgin Group had shifted. While Sir Richard continued o espouse.—and pioneer—bld entreprensuria ventures,the businesses oned and contrlled by the Vigin Group were primarily estblished ventures in egulated industres aiines,
tains, znd heathcare The £r0up' profit was ncreasngly dependent o o s v business perations but on brand osaltie, divdends from asociated companies, and captal ains from disposal.

This raied th ssue of the approprite busines model for Virgin Group. For much offs history, Virgin had been primarly  businessincubator, nfatng and developing enrepreneurial nev senture, Virgi had previously deserbed el s 2 “branded venture capital enganizati
capitalfirm iveted n ofher entepreneurs Start-ups: Viein created s own businesses, fypicaly sing ofher people’s mores.

5 the companyestablished s umber o major businesses in thetravel, entertsinment,and etal setor, Vire increasingly became a diversified hlding company—alone the ines of Serkshire Hathan
Mitsubisi o Mtsu the Virgt Group feafured equiy lnkages, interlocking directorships,colaboraton befveen member companies, and & focus on lon term deelopmert.

Horwever, s Virgin increasingly sod offor foated majorty equity stakesin s cor businesses, ot inreasinglylooked more ke a privte equity fond. Certainly, thepreponderanceof vestment bankers and Lavyers among Virin'stop executie team was eminiscent ofprivate equity frms. Th group's
trnsiton from being 2 entrepreneurial and operatng company ito aninvestment company s acknorwedged n s v “About s” descipion: “We are a famil-coemed grorvth capital ivestor, ith agloball ecognised and respected brand "%

Vet ha distinguished Virgin from the typicel prvate quity frm asthe central ol of the Virgin brand.In markets where brand diferentiaion has proved elusive—airins, ral travel vieles commurication, and healthcare—the Virgin brand vas widely viewed a confering substantil value. S peshaps
Virgin should conceive of el a5 a bran Hcensing company. Vet, i too as problematc the Virgin band, because i was linked to 2 individualrather thn to 2 particular product o businessenterprise, as lnerable. “Every day that Richard getsolder th issue of the Vg brand becomes & bigge one
becanse so much oft i ied tohim”noted.Jez Frampton,chief executie of Iterbrand, the brend consultancy i Using high-profile ner senfures to expand Virgn's brand avareness had posed problematic. Virgin Gelati was intended as 2 vbide for boosting Virins US brand awareness, Howerer, the crash
oF Galacir s SpaceSEip TV 5 Ocober 2014 had VA repercussions. ACcorcing Lo he Fnancial Times it Fichard o Boped Galachi would e & Lalo eHecE o the et o he compey. The Sk that il Bve the opposite mpact2ad tnesten e vl o (e brand Upor o ek 13 vhole i
depencs s

“Whichever stategic model Virgin folloed, it seemed ey that it ould need o contine to make changesto s tructure and management ystem. The informal, collaborative approach that had llowed the Virgi Group to surive and dselop despit a tubulent econormi exvironment bad depended greatly
apon Richard Branson and his personal ladership. nevtabiy, hi ole itk the soup would diiieh ove tme.

‘hoverer, the typicalventure

 Koch Industries, or the Tata Group. Branson himself had ikened Virgin to  Japanese kepretsulke





