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THE BANKING AND FINANCE REPORT 

NEWS 
VIEWS 
JUNE'S BIG ISSUES 

FROM THE EDITOR 

Last month we asked the question: 
could retailers here move fairly and 
squarely into high street banking in much 
the same way as British grocery giant 
Tesco's has done in the UK? This month, 
we've turned the tables, to look at what 
banks can learn from retailers. 

Then again, as David Shafer, 
executive director at online consumer 
goods retailer Kogan demonstrated 
at our retail financial services forum, 
there is something to be said for an 
outsider taking a fresh look at traditional 
practices (page 8). 

Possibly NAB's project finance team, 
who have called for new ways to fund 
infrastructure (page 18), should have a 
word with Shafer's team at Kogan. 

And in what is a more 'business as 
usual' item, we track progress of the 
Natural Disaster Insurance Review, which 
has moved several steps forwards since 
last month (page 22). 

Our technology section (pages 24-25) 
covers electronic verification systems 
and a couple of interesting advances in 
mobile phone payments - although in the 

case of Google's smartphone e-wallet, 
the company's habit of poaching key 
employees from PayPal and eBay means 
its immediate future will be decided by 
the Californian courts, rather than via a 
field testing phase. 

It's maybe a risk they took with their 
eyes open- talking of risk, we've got a 
major interview with Alden Toevs, CBA's 
chief risk officer (page 6) , who outlines 
where he sees the major pressure points 
emerging for our banks. 

And as we head into the end of yet 
another quarter, the mixed messages 
are getting louder. We constantly hear 
about a two-speed economy and a 
patchwork economy. 

In our next issue, we 'll have war 
stories and advice from both lenders 
and consultants to the small and micro 
business sector to get a handle on where 
the economy is really heading in the 
second half of the year. 

Regards, Bernard Kellerman, Editor, 
bkellerman@financialpublications.com.au 



Ref:Ref:  107472460

Brief: KOGAN

Copyright Agency Ltd (CAL) licenced copy

Australian Banking & Finance
June, 2011
Page: 8
Section:  General News
Region:  National  Circulation:  4,000
Type: Magazines Business
Size: 1,064.40 sq.cms.
Frequency: Monthly

Page 1 of 3

W hen, in 2006, Ruslan 
Kogan founded the inno
vative online retailer that 
bears his name and which 
has revolutionised the 

way retailers trade and consumers buy in 
Australia, he could not know his plan to take 
his successful business model overseas would 
result, in 2010, in his company developing a 
new funding model. 

No one at Kogan, the company, includ
ing executive director, David Shafer, who is 
also finance director and general manager 
of global operations, was surprised, however. 
The company's motto is "there is always a 
better way". 

Garage to global 
In true technology tradition, Kogan was born 
in a garage, in Melbourne, when 24 year-old 
Belarus-born former Accenture information 
technology consultant, Ruslan Kogan, went 
in search of an affordable high definition 
television and could not find one through the 
usual channels. 

What he did find surprised him. He could 

buy a no-name system directly from the 
same manufacturers in China that supplied 
the world's leading brands and, bypassing 
importers, distributors, wholesales and retail
ers, save around two-thirds of the best price 
offered by either brick-and-mortar or online 
retailers in Australia. 

Through word of mouth, Kogan discov
ered there was demand for both the prod
uct and the sales channel, so he placed an 
order with the Chinese manufacturer for a 
container load of televisions. In next to no 
time, a company was formed, warehousing, 
telephone support and a national warranty 
supplier were established, and a web site was 
designed. Televisions were soon joined by 
DVD players, video cameras, digital photo 
frames, netbooks and e-book readers. 

In its first full year of operation, Kogan 
turned over $250,000. The next year (2007-08) 
revenue had reached $3.7 million. It 2008-
09, it climbed to $8 million and in 2009-10 
topped $12 million. 

While the company does not release its 
figures publicly, Shafer said Kogan's first 
quarter 2010-11 revenue was up 48 per cent 
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on the previous quarter and its 2010-11 full 
year result is on track to more than double 
that of last year. He added that all profit goes 
back into the business. 

Since establishing the privately owned 
company as the number-one Australian
owned consumer electronics manufacturer 
and retailer, Ruslan Kogan has turned his 
attention to other retail sectors. The company 
now also sells household appliances such as 
vacuum cleaners, coffee machines and micro
wave ovens, as well as "lifestyle" products, 
including jet skis and boats. Sister company 
Milan Direct sells replica designer furniture 
directly from Chinese factories. 

In 2010, Kogan jumped from nowhere 
into 15th place on the BRW list of Australia's 
100 fastest-growing companies and was 
named the Australian Retailers Association's 
Innovator of the Year. The company had also 
developed a reputation for reacting quickly 
and appropriately to price changes and cur
rency fluctuations. 

From furniture to finance 
In early November 2010, immediately after he 
left the world of corporate law to join Kogan, 
David Shafer, wearing his newly acquired 
finance director and general manager of 
global operations hats, got busy finding the 
funding necessary for Kogan 's expansion in to 
the United Kingdom. 

Shafer assessed Kogan's full range of 
finance options - overdraft, line of credit, 
term loan, commercial rate loan, cash flow 
and supply chain, debtor, factoring and 
trading facilities - from its own banks 
(Commonwealth Bank, National Australia 
Bank and HSBC) and financial services pro
viders (including China trade specialist, Octet 
Finance), and newer and online alternatives, 
such as peer-to-peer funding. 

Shafer said as an innovator Kogan would 
have preferred to use innovative or alterna
tive finance, like peer-to-peer, as it directly 
matches borrowers to lenders online and 
enables the lender to diversify its risk and the 
borrower to get the best deal. "Peer-to-peer 
has really taken off in the US and the UK," he 
said, "but in Australia it is very underdevel
oped, especially for business funding." 

With peer-to-peer ruled out, Shafer turned 

his attention instead to more traditional fund
ing options. However, to his surprise, none 
was acceptable. "The lending rates were too 
high, the fees and charges were unreasonable 
or the funds would have taken too long to 
approve - and in some cases all of these issues 
applied," he said. "Even though we have no 
bank debt and our banks and financiers say 
they love us, we couldn't get a good deal." 

While Shafer was tearing his hair out, 
Ruslan Kogan went furniture shopping with 
his mother - and had a shock realisation 
that solved the company's funding dilemma. 
Unable to find the item she wanted ready
made, Mrs Kogan paid in full in advance for 
a custom-made piece of furniture. Kogan was 
shocked by this - until he remembered the 
range of products for which consumers prepay. 

"The prepayment model is certainly not a 
new concept," Shafer said. "People have been 
prepaying for accommodation, airline tickets, 
movie tickets, houses, books, cars and a whole 
host of other products for years, even centuries." 

Ruslan Kogan was not interested in any 
old prepayment model. In line with his com
pany's motto, he wanted to do it a better way. 
Shafer explained Kogan's innovation in its 
model - called LivePrice - is not the concept 
of prepayment per se, but the ability to accu
rately and appropriately "incent" or encour
age customers to prepay with direct visible 
and quantifiable savings. 

LivePrice debuted on the company's 
new UK website in December 2010, and in 
Australia in February 2011. The system allows 
customers to purchase a new product at any 
stage of its cycle from announcement to devel
opment, manufacturing, shipping and ware
housing. "This is also Kogan's own version of 
a peer-to-peer funding platform," Shafer said. 

The earlier the customer buys, the big
ger the discount they receive. The discount 
starting price is listed when the product is 
announced, as is the full price. The live price 
of the item during the product cycle is also 
shown - in real time. Full price is payable 
once the item is in stock. 

Shafer said LivePrice posed no unac
ceptable or additional financial risk for the 
company or its customers, as its bank under
writes the merchant credit facility and credit 
card providers cover the customer risk. He 
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added, Australian and British regulators have 
expressed no concerns about it. 

Overwhelming support 
Shafer said bankers' support for LivePrice was 
unexpected and consumer reaction was "phe
nomenal". He said Kogan's customers "abso
lutely love" a bargain and many are willing to 
wait a couple of weeks for a substantial discount. 

At the end of the first day the system 
was operational in Australia, the company 
announced it had sold almost $330,000 worth of 
product. Ruslan Kogan tweeted that was more in 
value in one day that his company had achieved 
in its first year of operation. Three weeks later, 
Kogan announced Live Price had saved custom
ers more than $370,000 across its product range. 

"LivePrice now accounts for around 25 per 
cent of our Australian sales," Shafer revealed. "We 
have done millions of dollars in sales through 
LivePrice since February ... Therefore, you could 
say that we have raised millions through prepay
ments and have repaid over six-sevenths of the 
total amount raised through delivery of goods." 

While it is not surprising that Kogan's online 
and offline retailing rivals in Australia and Britain 
have criticised LivePrice, it is surprising that the 
reaction from the local and international banking 
and finance community, including the company's 
own bankers, has been unexpectedly positive. 

"Our bankers at CBA love the concept and 
think we are one of the most innovative com
panies they deal with," Shafer said. "The bank 
understands the win-win situation created by 
LivePrice and supports this model through its 
merchant facility. 

"[CBA's only concern was payment secu
rity and it) asked us to increase our security 
with the bank, given the increase in prepay
ments, which we have done, and all parties are 
very positive about the future of the model ... 

"Our contacts at some major banks (includ
ing ANZ and UBS) have said that there are 
significant people in those organisations who 
are watching LivePrice closely, as they believe 
it has major potential. Our UBS contacts have 
also said that they think LivePrice could be 
applied into a wide variety of industries to 
more accurately [encourage] prepayments." 

However, they probably will not be using 
LivePrice, as Shafer said Kogan has no plans 
to license it. AB F 




