
 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

Eddie Stobart Logistics 
Dbay’s proposal is another proof that the takeover 

regulation needs a major overhaul to put the 
workforce at first  

 
A note on the behalf of Unite the Union 

 



>>1 AN UNEXPECTED SITUATION  

 

On 24 April 2019, ESL disclosed its annual results for FY 2018. The company was 
delighted with a strong revenue growth of 35% to £843m, underlying EBIT growth of 
14% to £55m and the statutory profit before tax increased 138% to £23.6m. According 
to the company at that date “There were no events after the reporting period that are 
material for disclosure in the financial statements.” and the estimated recoverable 
amounts of all CGUs exceeded their respective carrying amounts by a total of 
approximately £410m. The employees had therefore no reason to be concerned over 
the future of the company. Damien Harte, the CFO during the year 2018 has signed the 
CFO’s financial statement but the current Chief Financial Officer, Anoop Kang, had 
already joined the company a few weeks before following an announcement in February 
2019. The resignation of the auditor, KPMG in November 2018, was surely a signal.  

 

On 23 August 2019, and subsequently on 16 September 2019, the Company announced, 
that work was on-going to clarify the impact of certain accounting-related items 
following the Group’s review of the HY19 Interim Results, and that it expected that 
revenue for HY19 will be approximately £450m and EBIT for the same period was 
expected to be in the range of £10m – £11m. Pending clarification of its financial 
position, the Group applied to suspend trading of the Company’s Shares on AIM, on 23 
August 2019. 

 

Since then, the employees of the company have no other information on the financial 
situation of their employer than those disclosed in the circular published on 20 
November 2019. According to this document, “ EBIT for HY19 will represent a loss of not 
less than £12m and no more than £2m for FY19.  As a consequence of a reduction in EBIT, 
poor cash collection in the past (despite recent improvement) and the Company’s 
historical dividend policy, net debt for year-end FY19 is expected to be approximately 
£200m from £159m at the end 2018”. The increase of the net debt in FY18 (+£50.2m) 
was associated with the acquisition of TPN and working capital investment to support 
year on year revenue increase which, according to the company was “expected to 
normalise in 2019”1.  
 
The speed of the changes in the assessment of the viability of the company is another 
proof of the need to review the role of the auditing profession, the transparency 
required from big businesses and the information of the worker’s representatives on 
the financial situation of their company.  

 

                                                             
1 Annual report 2018 



>>2 AN UNSUSTAINABLE DIVIDEND POLICY … AND A CASH 
SQUEEZE NEEDING CLARIFICATION 

The impact on the cash generation of the accounting adjustments following the 
Group’s announcement on 16 September 2019 requires further clarification. De facto, 
most of these adjustments reduces the EBIT but are non-cash items. Moreover some 
restatements result in the recognition of increased earnings in the future. In the circular, 
the company disclosed an expected impairment of at least £50m of the £190m goodwill. 
We understand that this is based on lower cash flow forecast, but we would have 
wanted to have more details on the precise financial situation of the company and above 
all about its cash position. We understand that the cash flow forecast was maybe based 
on EBIT forecasts (applying a conversion rate) and that the revision of cash flow 
forecasts is the direct impact of the extended timeline for the recognition of property-
related revenue on EBIT. We do not see in this any of these adjustments a direct 
explanation of the sudden cash constraint. We do not also have the full picture in 
relation to the potential breach of the bank covenants. The company mentioned poor 
cash collection and the Company’s historical dividend policy as the main driver of the 
cash flow deterioration.  Indeed, the dividend paid for 2018 (£23.9m) was not only in 
excess of the statutory profit after tax (£16.2m) but also in excess of the free cash flow.  
We understand that DBAY, and other shareholders behind the current proposal have 
not opposed the payment of this dividend which has played a significant role in 
weakening of the balance sheet of the company. 

 

>>3 IS LOADING WITH MORE EXPENSIVE DEBT THE COMPANY 
A SENSIBLE SOLUTION? SURELY NOT WHEN MOST OF THIS 
ADDITIONAL DEBT WILL COVER THE COSTS OF THE 
TRANSACTION AND PAY BACK THE LENDERS 

Under the terms of the proposal, DBAY will acquire 51% of the assets company against 
the advance of a Pay in Kind facility of £55m at an interest rate of 25%. This PIK facility 
will be refinanced at an interest rate of 18%. Additionally, DBAY is currently in advanced 
stages of negotiation with the Group’s Lenders for an RCF Extension of a further £20m. 
At completion, pending the decision in relation to the extension of the RCF, the company 
could receive £75m. £35m will have to be paid to the lenders by stage no later than 
August 2021. De facto, the proposal will consist in a swap of long-term debt at an 
average 2018 blended rate of 5.6% by a debt with an interest rate at 18%. The £55m 



will also be used to pay the costs of the proposed transactions (lawyers, brokers,…)2 as 
well as other costs including Alex Laffey’s contractual notice period and benefits,  Anoop 
Kang and Sebastien Desreumaux’s employment contract. Dbay will receive 5% of the 
£55m and 10% of the £75m in fees. As a result, the net proceeds of the £55m could be 
of less than £15m depending of the terms of the repayment of the £35m debt to the 
lenders, the costs of the transaction and the assumed obligations. The deferral of the 
dividend payment of June 2019 would have delivered a higher cash buffer without the 
burden of the interest on the PIK facility in the future.   

 

>>4 THE BURDEN OF THE DEBT WILL UNDERMINE THE FUTURE 
PROFITABILITY AND WILL SURELY END UP IN SIGNIFICANT 
RESTRUCTURING OF A SOUND UNDERLYING BUSINESS  

Based on the EBIT forecast for HY19, the underlying profitability of ESL can be estimated 
at £20-25m EBIT/year with an interest expenses of c.£16m/year of which £9.9m will be 
capitalised. The low profitability of the company could be an incentive for an 
aggressive operational restructuring with streamlining measures and sales of assets to 
deleverage the balance sheet of the company. DBAY has implemented such a strategy 
following the acquisition of TDG.  At TDG, DBAY combined TDG’s two divisions, closed 
London office and transferred the finance function to a consolidated head office 
organisation in Manchester. The established Douglas Bay Property Group conducted the 
sales of land and buildings for a total of £34.3m in  the first year of acquisition including 
the £17.9m sale of a Dutch warehouse facility at Veenendaal. These measures had often 
negatively impacted the workforce.  

 

>>5 LACK OF CLARITY OVER THE PLAN OF DBAY 

 

DBay and it partners, notably William Stobart, have not presented any business plan 
for the company. Furthermore, we are concerned by the changes in the corporate 
governance of the company and the prospect of lower transparency of the business in 
the future. Indeed, ESL will remain listed on the AIM but de facto it will be just a cash 
shell. The direct control on assets will be reorganised at a lower level with a lower level 
                                                             
2 Rothschild & Co., PWC, BDO, Clifford Chance LLP, Alvarez & Marsal Linklaters LLP, Michelmores 
LLP, King & Spalding International LLP, Cenkos Securities; Joh. Berenberg, Gossler & Co. kg, and 
Merrill Datasite.  

 



of public scrutiny. The proposed transaction raises the usual concerns of a private equity 
leverage buy out acquisition. The access to the financial by the workforce and their 
representants could be made difficult.  

We understand that DBAY has already gathered a significant shareholding following an 
acquisition of shares from Woodford. DBAY could already control close to 30% of ESL 
following the last reduction of Lynk’s exposure. Given the number of shares controlled 
directly by DBAY and its partners acting in concert it would be appropriate for DBAY to 
publish before the AGM of December 6, 2019, the details of its business plan for ESL 
with and estimated impact on the workforce. 

 

>>6 A SIGNIFICANT UNCERTAINTY OVER THE COMMITMENT 
OF THE LENDERS  

 

Finally, we would like to express our concerns over the situation where the Lenders 
under the Credit Facility have indicated their support for the Proposed Transaction 
without having the form of a contractual commitment on their part. This situation 
creates a level of uncertainty over the future of the company fundamentally 
unacceptable for the workforce. We would value differently the proposal of DBAY if the 
support of the lenders was unconditional beyond the vote of the two resolutions 
submitted to the AGM.  

 

 

>>7 THE ONLY PROPOSAL ON THE TABLE BUT WHO CAN 
ASSESS THE MEDICINE WITHOUT BEING IN POSITION TO 
DIAGNOSE THE PATIENT ? 

We understand that the past management decisions, including the overstatement of 
income but also the recommendation for unsustainable dividend payments, voted by 
the shareholders, have created a situation where the immediate future of the company 
is at risk.  

We understand that the current proposal Is the only one available until now and we 
regret that the management has not promoted a solution avoiding an increase in the 
level of debt creating even more uncertainty for the future of the workforce.   

 



We regret that, so far, the company has not been obliged to publish any updated 
financial data.  

The complex scheme used by Dbay to acquire the control over the assets has allowed 
them to avoid the full scrutiny of the takeover Panel. The rule 2.7 does not apply here. 
Therefore, the different stakeholders, among them the employees but also the pension 
trustees have been denied the right to express their opinion directly to the shareholders. 
Furthermore, the delay in the publication of the HY19 financial results, the interruption 
of the trading of the shares, the lack of required clarification from the lenders, have 
participated in a situation where DBAY had a significant advantage. This shows the limit 
of the current takeover regulation and is another case showing the need for a complete 
overhaul of the system with a view to promote transparency, a level playing field and 
above all to protect the jobs and the workforce.   

 


