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1. Background	
  
	
  
MEL	
  Topco	
  Limited	
  (‘MEL’)	
  is	
  the	
  parent	
  company	
  of	
  the	
  chain	
  of	
  stores	
  trading	
  under	
  the	
  
Maplin	
  name.	
  The	
  company	
  went	
  into	
  administration	
  on	
  28	
  February	
  2018.	
  
https://www.theguardian.com/business/live/2018/feb/28/markets-­‐fall-­‐interest-­‐rate-­‐fears-­‐
brexit-­‐pound-­‐growth-­‐gdp-­‐business-­‐live	
  The	
  timing	
  would	
  suggest	
  that	
  a	
  VAT	
  liability	
  was	
  due	
  
and	
  could	
  not	
  be	
  settled.	
  
	
  
MEL	
  was	
  incorporated	
  on	
  1	
  May	
  2014.	
  
	
  
It	
  was	
  reported	
  that	
  the	
  company	
  was	
  used	
  to	
  acquire	
  the	
  Maplin	
  stores	
  in	
  June	
  2014.	
  
https://www.theregister.co.uk/2014/06/27/maplin_rutland/	
  	
  The	
  price	
  paid	
  was	
  reported	
  to	
  
be	
  £85	
  million.	
  The	
  beneficial	
  owner	
  was	
  reported	
  to	
  be	
  as	
  follows	
  in	
  the	
  2017	
  accounts:	
  
	
  

	
  
	
  
The	
  2016	
  annual	
  return	
  suggests	
  that	
  there	
  were	
  810,000	
  A	
  ordinary	
  shares	
  in	
  the	
  company,	
  
154,900	
  B	
  ordinary	
  shares,	
  and	
  22,600	
  C	
  ordinary	
  shares	
  in	
  2016	
  when	
  the	
  last	
  shareholder	
  
list	
  seems	
  to	
  have	
  been	
  filed.	
  Rutland	
  and	
  its	
  associates	
  appeared	
  to	
  own	
  754,952	
  A	
  ordinary	
  
shares,	
  or	
  93.2%	
  of	
  those	
  shares,	
  giving	
  it	
  control	
  of	
  the	
  company.	
  Rutland	
  also	
  had	
  15,000	
  B	
  
shares.	
  	
  
	
  
2. The	
  Rutland	
  relationship	
  
	
  
It	
  would	
  seem	
  that	
  the	
  acquisition	
  of	
  MEL	
  was	
  a	
  cost	
  incurred	
  for	
  the	
  benefit	
  of	
  Rutland	
  but	
  
for	
  which	
  MEL	
  paid	
  a	
  heavy	
  price.	
  
	
  
MEL	
  said	
  in	
  its	
  2015	
  accounts:	
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The	
  balance	
  sheet	
  shows	
  that	
  it	
  MEL	
  did	
  seem	
  to	
  be	
  the	
  whole	
  purchase	
  price	
  using	
  
borrowed	
  funds:	
  
	
  

	
  
The	
  income	
  statement	
  showed	
  the	
  following	
  result:	
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It	
  will	
  be	
  noted	
  that:	
  
	
  

• The	
  company	
  made	
  an	
  operating	
  profit	
  of	
  £9.8	
  million;	
  
• This	
  was	
  reduced	
  by	
  costs	
  of	
  acquiring	
  the	
  trade	
  of	
  £3.7	
  million;	
  
• And	
  interest	
  of	
  £9.3	
  million	
  was	
  paid.	
  

	
  
As	
  a	
  result	
  the	
  operating	
  profit	
  turned	
  into	
  a	
  loss.	
  
	
  
The	
  interest	
  is	
  explained	
  as	
  follows:	
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The	
  loans	
  on	
  which	
  that	
  interest	
  was	
  paid	
  were	
  as	
  follows:	
  
	
  

	
  
	
  
In	
  effect	
  MEL	
  paid	
  the	
  entire	
  cost	
  of	
  acquiring	
  Maplin,	
  and	
  agreed	
  to	
  pay	
  15%	
  interest	
  on	
  
doing	
  so	
  to	
  Rutland,	
  from	
  whom	
  it	
  had	
  borrowed	
  £72	
  million.	
  This	
  rate	
  was	
  higher	
  than	
  that	
  
paid	
  to	
  its	
  bankers,	
  by	
  some	
  way.	
  
	
  
It	
  should	
  be	
  noted	
  that	
  HM	
  Revenue	
  &	
  Customs	
  did	
  not	
  seem	
  to	
  take	
  the	
  view	
  that	
  all	
  this	
  
interest	
  payable	
  was	
  tax	
  deductible.	
  The	
  tax	
  note	
  for	
  2015	
  said:	
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Given	
  that	
  goodwill	
  amortisation	
  is	
  separately	
  categorised	
  and	
  at	
  £350,000	
  is	
  exactly	
  21%	
  of	
  
the	
  goodwill	
  charge	
  in	
  the	
  accounts	
  it	
  would	
  seem	
  that	
  most	
  of	
  the	
  disallowable	
  £1,177,000	
  
must	
  relate	
  to	
  interest	
  ,	
  implying	
  some	
  £5.6million	
  of	
  the	
  interest	
  paid	
  was	
  not	
  considered	
  
tax	
  allowable	
  by	
  HM	
  Revenue	
  &	
  Customs.	
  	
  
	
  
3. The	
  view	
  from	
  the	
  2017	
  accounts	
  
	
  
The	
  2017	
  accounts	
  were	
  the	
  last	
  to	
  be	
  filed	
  by	
  the	
  company	
  before	
  insolvency.	
  The	
  income	
  
statement	
  was	
  as	
  follows:	
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Losses	
  were	
  incurred	
  in	
  both	
  years	
  and	
  there	
  was	
  no	
  growth	
  in	
  2017.	
  
	
  
It	
  remains	
  the	
  case	
  that	
  there	
  were	
  operating	
  profits.	
  
	
  
Interest	
  charges	
  were	
  as	
  follows:	
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Including	
  the	
  2015	
  charge	
  a	
  total	
  of	
  £30.8	
  million	
  in	
  interest	
  had	
  become	
  due	
  to	
  Rutland	
  
over	
  this	
  period.	
  
	
  
Extrapolating	
  this	
  to	
  February	
  2018	
  it	
  is	
  likely	
  this	
  sum	
  would	
  have	
  reached	
  £42	
  million,	
  or	
  
almost	
  exactly	
  half	
  of	
  the	
  original	
  acquisition	
  cost	
  of	
  the	
  company.	
  
	
  
The	
  tax	
  note	
  reveals	
  the	
  same	
  trend	
  of	
  disallowed	
  interest	
  for	
  tax	
  purposes:	
  
	
  

	
  
It	
  is	
  likely	
  that	
  in	
  the	
  two	
  years	
  £19.9	
  million	
  of	
  interest	
  was	
  disallowed	
  for	
  tax,	
  meaning	
  that	
  
by	
  March	
  2017	
  some	
  £25.5	
  million	
  had	
  been	
  treated	
  in	
  this	
  way,	
  or	
  at	
  least	
  80%	
  of	
  the	
  
interest	
  paid.	
  Extrapolating	
  to	
  February	
  2018	
  this	
  might	
  have	
  reached	
  almost	
  £34	
  million	
  of	
  
disallowed	
  interest.	
  
	
  
The	
  balance	
  sheet	
  in	
  2017	
  was	
  as	
  follows:	
  
	
  



	
   8	
  

	
  
The	
  company	
  was	
  insolvent	
  by	
  £31.5	
  million	
  with	
  regard	
  to	
  shareholder	
  funds	
  in	
  March	
  
2017,	
  which	
  so	
  happened	
  to	
  be	
  almost	
  exactly	
  the	
  interest	
  due	
  to	
  Rutland	
  by	
  then.	
  
	
  
The	
  loans	
  due	
  were	
  as	
  follows:	
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It	
  would	
  seem	
  that	
  most	
  of	
  the	
  interest	
  due	
  had	
  not	
  been	
  paid,	
  but	
  the	
  resulting	
  cumulative	
  
sum	
  owing	
  was	
  being	
  charged	
  interest	
  at	
  15%	
  when	
  the	
  bankers	
  to	
  the	
  company	
  were	
  
charging	
  3.51%.	
  	
  
	
  
4. Suggestions	
  
	
  
It	
  cannot	
  be	
  said	
  that	
  Maplin’s	
  insolvency	
  was	
  entirely	
  down	
  to	
  its	
  structuring.	
  That	
  cannot	
  
be	
  the	
  case,	
  partly	
  because	
  not	
  all	
  the	
  interest	
  due	
  was	
  paid.	
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That	
  said	
  the	
  structure	
  used	
  did	
  reveal	
  a	
  weak	
  company	
  that	
  must	
  have	
  prejudiced	
  its	
  
trading	
  situation.	
  
	
  
In	
  addition,	
  that	
  structure	
  was	
  one	
  that	
  did	
  give	
  rise	
  to	
  HM	
  Revenue	
  &	
  Customs	
  considering	
  
that	
  not	
  all	
  the	
  interest	
  charge	
  could	
  be	
  considered	
  a	
  cost6	
  of	
  the	
  business	
  for	
  tax	
  purposes.	
  
	
  
If	
  less	
  had	
  been	
  paid	
  for	
  the	
  business	
  (reducing	
  the	
  goodwill	
  charge)	
  and	
  if	
  interest	
  charges	
  
had	
  not	
  been	
  applied	
  it	
  would	
  have	
  been	
  clear	
  that	
  Maplin	
  was	
  about	
  covering	
  its	
  costs	
  for	
  
the	
  period	
  of	
  time	
  it	
  was	
  owned	
  by	
  Rutland.	
  
	
  
This	
  may	
  not	
  have	
  prevented	
  failure	
  due	
  to	
  changes	
  in	
  exchange	
  rates	
  and	
  buying	
  patterns	
  
but	
  the	
  view	
  of	
  the	
  company	
  would	
  have	
  been	
  very	
  different:	
  instead	
  of	
  appearing	
  a	
  
business	
  burdened	
  by	
  debt	
  due	
  to	
  an	
  owner	
  appearing	
  intent	
  on	
  extracting	
  a	
  considerable	
  
reward	
  from	
  that	
  relationship	
  the	
  business	
  might	
  have	
  instead	
  presented	
  a	
  view	
  of	
  one	
  
struggling	
  to	
  make	
  ends	
  meet,	
  but	
  at	
  least	
  having	
  a	
  chance	
  of	
  doing	
  so.	
  
	
  
There	
  remains	
  questions	
  to	
  ask	
  on	
  structures	
  such	
  as	
  this,	
  including:	
  
	
  

1. Why	
  is	
  it	
  permitted	
  in	
  the	
  UK	
  for	
  the	
  acquisition	
  costs	
  for	
  a	
  trade	
  to	
  be	
  piled	
  
onto	
  the	
  balance	
  sheet	
  of	
  the	
  company	
  that	
  has	
  been	
  acquired?	
  Doesn’t	
  this	
  just	
  
encourage:	
  
	
  

a. Asset	
  stripping?	
  
b. Financial	
  stress?	
  
c. The	
  impression	
  of	
  a	
  business	
  focused	
  solely	
  on	
  the	
  need	
  to	
  generate	
  a	
  

return	
  to	
  shareholders	
  seeking	
  excessive	
  interest	
  payments	
  (as	
  15%	
  
might	
  reasonably	
  be	
  interpreted	
  to	
  be)?	
  

d. An	
  attitude	
  that	
  discourages	
  further	
  investment	
  in	
  the	
  trade	
  when	
  that	
  
is	
  sorely	
  needed?	
  

	
  	
  
2. Should	
  there	
  be	
  unlimited	
  liability	
  for	
  companies	
  that	
  trade	
  when	
  showing	
  a	
  

deficit	
  of	
  funds	
  on	
  their	
  balance	
  sheets,	
  and	
  why?	
  
	
  

3. Should	
  there	
  be	
  clearer	
  indication	
  of	
  interest	
  payments	
  that	
  are	
  not	
  considered	
  
tax	
  allowable	
  with	
  better	
  explanation	
  given?	
  

	
  
Maplin	
  had	
  almost	
  no	
  chance	
  of	
  meeting	
  the	
  expectations	
  of	
  its	
  new	
  owners.	
  The	
  chance	
  
that	
  it	
  could	
  ever	
  pay	
  a	
  15%	
  return	
  was	
  remote	
  in	
  the	
  extreme.	
  The	
  chance	
  that	
  it	
  was	
  over-­‐
stressed	
  in	
  an	
  attempt	
  to	
  make	
  such	
  payments	
  is	
  highly	
  likely.	
  The	
  result	
  is	
  its	
  employees	
  
losing	
  their	
  jobs	
  and	
  a	
  valuable	
  resource	
  for	
  many	
  being	
  lost	
  to	
  the	
  High	
  Street.	
  The	
  time	
  has	
  
come	
  to	
  question	
  whether	
  the	
  venture	
  capital	
  business	
  model	
  adds	
  value	
  in	
  the	
  UK.	
  The	
  
evidence	
  is	
  it	
  may	
  not	
  because	
  it	
  places	
  real	
  business	
  under	
  too	
  much	
  financial	
  stress	
  to	
  
survive,	
  let	
  alone	
  prosper.	
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