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Caffe	
  Nero	
  and	
  its	
  tax	
  
	
  

Caffe	
  Nero	
  Group	
  Limited	
  (UK	
  company	
  number	
  4129005)	
  does,	
  according	
  to	
  its	
  2013	
  
accounts:	
  
	
  

	
  
	
  

Who	
  owns	
  Caffe	
  Nero?	
  
	
  
The	
  ownership	
  structure	
  of	
  Caffe	
  Nero	
  is	
  complex	
  for	
  a	
  chain	
  of	
  coffee	
  shops.	
  This	
  diagram	
  
from	
  Duedil.com	
  summarises	
  the	
  structurei:	
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Caffe	
  Nero	
  Group	
  Limited,	
  that	
  actually	
  runs	
  the	
  coffee	
  shops,	
  is	
  the	
  blue	
  company	
  towards	
  
the	
  bottom	
  left	
  corner.	
  It	
  is	
  then	
  owned	
  in	
  turn	
  by:	
  
	
  

• Rome	
  Bidco	
  Limited	
  
• Rome	
  Pikco	
  Limited	
  
• Rome	
  Pik	
  Holdco	
  Limited	
  
• Rome	
  Topco	
  Unlimited	
  
• Rome	
  Intermediate	
  Holdings	
  Sarl	
  
• Saratoga	
  Limied.	
  

	
  
Rome	
  Intermediate	
  Holdings	
  Sarl	
  Limited	
  appears	
  to	
  be	
  a	
  Luxembourg	
  company.	
  
	
  
Saratoga	
  Limited	
  is	
  reported	
  to	
  be	
  an	
  Isle	
  of	
  Man	
  company.	
  The	
  reason	
  why	
  we	
  know	
  this	
  to	
  
be	
  true	
  is	
  that	
  the	
  2013	
  accounts	
  of	
  Caffe	
  Nero	
  Group	
  Limited	
  report	
  that:	
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Caffe	
  Nero	
  trading	
  summary	
  
	
  
The	
  latest	
  profit	
  and	
  loss	
  account	
  for	
  Caffe	
  Nero	
  Group	
  Trading	
  Limited	
  is	
  as	
  follows:	
  
	
  

	
  
	
  
This	
  is	
  a	
  company	
  that	
  is	
  making	
  a	
  good	
  trading	
  profit,	
  and	
  which	
  appears	
  to	
  be	
  doing	
  so	
  
consistently.	
  But	
  there	
  is	
  something	
  vey	
  odd	
  that	
  the	
  accounts	
  reveal,	
  which	
  is	
  that	
  despite	
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the	
  average	
  £20	
  million	
  of	
  profits	
  made	
  a	
  year,	
  representing	
  about	
  10p	
  in	
  every	
  pound	
  spent	
  
with	
  the	
  company,	
  it	
  is	
  paying	
  no	
  tax.	
  

	
  

Caffe	
  Nero’s	
  tax	
  position	
  
	
  
Caffe	
  Nero’s	
  tax	
  summary	
  according	
  to	
  its	
  own	
  accounts	
  is	
  as	
  follows:	
  
	
  

	
  
The	
  implication	
  is	
  very	
  clear:	
  almost	
  £10	
  million	
  of	
  potential	
  tax	
  liability	
  has	
  been	
  cancelled	
  
over	
  a	
  two	
  year	
  period	
  because	
  ‘group	
  relief	
  has	
  been	
  claimed	
  for	
  nil	
  payment’.	
  	
  It	
  is	
  this	
  
factor	
  that	
  explains	
  no	
  tax	
  being	
  due,	
  and	
  so	
  it	
  needs	
  explanation.	
  

	
  
The	
  Caffe	
  Nero	
  group	
  	
  
	
  
It	
  would	
  be	
  incredibly	
  useful	
  if	
  we	
  could	
  see	
  an	
  overall	
  set	
  of	
  accounts	
  for	
  the	
  group	
  of	
  
companies	
  of	
  which	
  Caffe	
  Nero	
  is	
  a	
  member	
  for	
  the	
  UK,	
  but	
  we	
  cannot.	
  The	
  highest	
  
company	
  in	
  the	
  UK	
  chain	
  of	
  companies	
  that	
  owns	
  the	
  operation	
  is	
  called	
  Rome	
  Topco	
  
Limited.	
  Its	
  most	
  recent	
  profit	
  and	
  loss	
  account	
  looks	
  as	
  follows	
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What	
  is	
  immediately	
  apparent	
  is	
  that	
  this	
  account	
  does	
  not	
  reflect	
  the	
  entire	
  operation	
  of	
  
the	
  Caffe	
  Nero	
  group	
  in	
  the	
  UK.	
  The	
  absence	
  of	
  this	
  data	
  in	
  those	
  accounts	
  is	
  explained	
  as	
  
follows:	
  
	
  

	
  
	
  

The	
  relevant	
  note	
  10	
  says:	
  
	
  

	
  
	
  

The	
  conditional	
  nature	
  of	
  the	
  commitment	
  to	
  make	
  the	
  accounts	
  of	
  Rome	
  Holdco	
  Sarl	
  
available	
  is	
  interesting.	
  A	
  search	
  on	
  an	
  official	
  government	
  of	
  Luxembourg	
  website	
  to	
  find	
  
the	
  accounts	
  in	
  question	
  for	
  review	
  revealed	
  the	
  following	
  informationii:	
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No	
  data	
  appears	
  to	
  have	
  been	
  filed	
  since	
  2011,	
  and	
  if	
  the	
  link	
  posted	
  on	
  that	
  date	
  is	
  followed	
  
information	
  for	
  May	
  2008	
  is	
  revealed.	
  A	
  visit	
  to	
  the	
  office	
  of	
  the	
  company	
  in	
  Luxembourg	
  has	
  
not	
  been	
  undertaken	
  for	
  the	
  purposes	
  of	
  this	
  report.	
  An	
  Internet	
  search	
  of	
  the	
  registered	
  
address	
  of	
  the	
  company	
  suggests	
  that	
  it	
  is	
  serviced	
  office	
  accommodationiii.	
  	
  
	
  
As	
  a	
  result	
  attention	
  was	
  turned	
  back	
  to	
  the	
  accounts	
  of	
  Rome	
  Topco	
  Limited	
  which	
  revealed	
  
further	
  interesting	
  information.	
  Firstly,	
  those	
  accounts	
  note	
  that:	
  
	
  

	
  
It	
  is	
  an	
  interesting	
  idea	
  that	
  a	
  company	
  apparently	
  receiving	
  more	
  than	
  £12.5	
  million	
  in	
  the	
  
year	
  and	
  paying	
  out	
  more	
  than	
  £10.9	
  million	
  can	
  do	
  so	
  without	
  a	
  bank	
  account,	
  and	
  other	
  
information	
  disclosed	
  in	
  the	
  accounts	
  is	
  more	
  troubling.	
  A	
  note	
  is	
  included	
  that	
  says:	
  
	
  



                                                                                                                                                             
 

 7 

	
  
	
  
This	
  note	
  reveals	
  is	
  that	
  the	
  entire	
  group	
  is	
  under	
  stress	
  	
  as	
  a	
  result	
  of	
  parental	
  pressure	
  	
  on	
  
another	
  member	
  of	
  the	
  Caffe	
  Nero	
  ownership	
  chain,	
  Rome	
  Pikco	
  Limited.	
  	
  
	
  
The	
  accounts	
  of	
  Rome	
  Pikco	
  Limited	
  at	
  31	
  May	
  2013	
  do	
  not	
  make	
  for	
  happy	
  reading.	
  The	
  
results	
  are	
  consolidated.	
  In	
  other	
  words,	
  they	
  do	
  include	
  the	
  trading	
  results	
  of	
  Caffe	
  Nero	
  
Group	
  Limited	
  already	
  noted	
  above	
  in	
  the	
  following	
  profit	
  and	
  loss	
  account:	
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The	
  revenue,	
  cost	
  of	
  sales	
  and	
  gross	
  profit	
  in	
  this	
  account	
  and	
  that	
  for	
  Caffe	
  Nero	
  Group	
  
Limited	
  are	
  almost	
  identical	
  and	
  the	
  operating	
  profit	
  only	
  a	
  little	
  lower.	
  So	
  what	
  is	
  the	
  
difference?	
  It	
  is	
  around	
  £40	
  million	
  of	
  interest	
  paid	
  a	
  year	
  (although	
  exceptionally	
  in	
  2012	
  
£62	
  million	
  of	
  charge	
  was	
  cancelled).	
  Operating	
  profits	
  suddenly	
  turn	
  into	
  enormous	
  losses	
  a	
  	
  
result.	
  It	
  is	
  this	
  interest	
  that	
  generates	
  the	
  tax	
  loss	
  that	
  is	
  used	
  to	
  cancel	
  the	
  tax	
  due	
  on	
  the	
  
profits	
  made	
  by	
  the	
  coffee	
  shops.	
  
	
  
The	
  interest	
  is	
  explained	
  as	
  follows:	
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The	
  loans	
  on	
  which	
  interest	
  is	
  due	
  are	
  as	
  follows,	
  from	
  the	
  same	
  accounts:	
  
	
  

	
  
	
  
It	
  will	
  be	
  noted	
  that	
  about	
  half	
  this	
  debt	
  is	
  due	
  to	
  parent	
  companies	
  with	
  about	
  half	
  owed	
  to	
  
third	
  parties.	
  The	
  parent	
  companies	
  are	
  ultimately	
  those	
  in	
  tax	
  havens,	
  noted	
  above.	
  
	
  
The	
  net	
  result	
  is	
  that	
  of	
  the	
  operating	
  profit	
  of	
  around	
  £18	
  million	
  almost	
  £13	
  million	
  is	
  
cancelled	
  by	
  interest	
  payments	
  that	
  seem	
  to	
  largely	
  flow	
  via	
  Rome	
  Topco	
  Limited	
  to	
  parent	
  
companies	
  outside	
  the	
  UK	
  with	
  a	
  balance	
  of	
  interest	
  due	
  of	
  around	
  $28	
  million	
  tipping	
  the	
  
group	
  into	
  a	
  loss	
  making	
  situation.	
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The	
  reality	
  is	
  that	
  it	
  seems	
  that	
  this	
  debt	
  was,	
  however,	
  incurred	
  to	
  acquire	
  the	
  Caffe	
  Nero	
  
operation	
  in	
  the	
  first	
  place.	
  The	
  accounts	
  confirm	
  this:	
  
	
  

	
  
	
  
The	
  accounts	
  also	
  confirm	
  that	
  Rome	
  Pikco	
  Limited	
  is	
  technically	
  insolvent,	
  saying:	
  
	
  

	
  
	
  
What	
  that,	
  in	
  effect,	
  means	
  is	
  that	
  of	
  the	
  total	
  debt	
  owed	
  by	
  this	
  company	
  almost	
  the	
  whole	
  
deficit	
  is	
  owed	
  to	
  parent	
  companies	
  located	
  in	
  tax	
  havens	
  who	
  are	
  having	
  to	
  waive	
  their	
  
claim	
  for	
  repayment	
  for	
  the	
  time	
  being	
  simply	
  to	
  keep	
  the	
  operation	
  going.	
  However,	
  this	
  
does	
  not	
  prevent	
  them	
  claiming	
  the	
  interest	
  payments	
  for	
  tax	
  relief	
  purposes	
  in	
  the	
  
meantime	
  and	
  nor	
  does	
  it	
  prevent	
  the	
  fact	
  that	
  the	
  future	
  of	
  the	
  group	
  looks	
  potentially	
  
precarious	
  as	
  a	
  consequence.	
  	
  
	
  

Conclusions	
  and	
  issues	
  arising	
  
	
  
Having	
  taken	
  this	
  tour	
  of	
  the	
  Caffe	
  Nero	
  Group	
  a	
  number	
  of	
  conclusions	
  can	
  be	
  drawn:	
  
	
  
1. The	
  Caffe	
  Nero	
  operation	
  is	
  successful	
  and	
  profitable,	
  generating	
  an	
  operating	
  profit	
  of	
  

about	
  £21	
  million	
  before	
  tax	
  in	
  2013.	
  
2. This	
  operating	
  profit	
  is	
  entirely	
  cancelled	
  at	
  group	
  level	
  by	
  over	
  £40	
  million	
  of	
  interest	
  

liabilities,	
  at	
  least	
  £13	
  million	
  of	
  which	
  was	
  due	
  to	
  group	
  companies	
  in	
  2013.	
  
3. The	
  debt	
  burdens	
  of	
  the	
  group	
  were	
  imposed	
  upon	
  it	
  at	
  the	
  time	
  that	
  it	
  acquired	
  Caffe	
  

Nero:	
  they	
  were	
  not	
  incurred	
  as	
  a	
  result	
  of	
  trading;	
  they	
  were	
  incurred	
  in	
  the	
  course	
  of	
  
purchasing	
  that	
  trade,	
  which	
  is	
  a	
  distinct	
  and	
  separate	
  activity.	
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4. The	
  debt	
  burdens	
  arising	
  as	
  a	
  consequence	
  of	
  the	
  purchase	
  of	
  the	
  trade	
  have	
  left	
  the	
  
group	
  as	
  a	
  whole	
  in	
  a	
  perilous	
  position:	
  the	
  company	
  acknowledges	
  its	
  marginal	
  solvency	
  
and	
  that	
  it	
  can	
  only	
  continue	
  to	
  trade	
  by	
  deferring	
  settlement	
  of	
  its	
  obligations	
  to	
  its	
  
parent	
  companies,	
  the	
  top	
  two	
  of	
  which	
  are	
  in	
  the	
  tax	
  havens	
  of	
  Luxembourg	
  and	
  the	
  
Isle	
  of	
  Man.	
  

5. Accounts	
  for	
  the	
  Luxembourg	
  and	
  Isle	
  of	
  Man	
  companies	
  do	
  not	
  appear	
  to	
  be	
  readily	
  
available	
  for	
  inspection.	
  

6. As	
  a	
  result	
  of	
  the	
  tax	
  relief	
  available	
  on	
  the	
  interest	
  payment,	
  even	
  though	
  they	
  were	
  not	
  
incurred	
  in	
  the	
  course	
  of	
  the	
  trade	
  of	
  the	
  company,	
  any	
  tax	
  owing	
  on	
  the	
  profits	
  arising	
  
from	
  sale	
  of	
  coffee	
  in	
  Caffe	
  Nero	
  stores	
  is	
  entirely	
  cancelled	
  and	
  no	
  corporation	
  tax	
  is	
  
being	
  paid	
  by	
  the	
  company	
  and	
  none	
  is	
  likely	
  to	
  be	
  paid	
  for	
  many	
  years	
  to	
  come.	
  

	
  
It	
  is	
  stressed	
  with	
  regard	
  to	
  the	
  tax	
  aspects	
  of	
  this	
  matter	
  choice	
  is	
  in	
  operation.	
  The	
  
structuring	
  is	
  deliberate,	
  and	
  is	
  intended	
  to	
  route	
  interest	
  payments	
  out	
  of	
  the	
  UK	
  via	
  
Luxembourg	
  to	
  the	
  Isle	
  of	
  Man	
  tax	
  haven	
  in	
  the	
  process	
  stripping	
  profits	
  that	
  would	
  
otherwise	
  be	
  liable	
  to	
  UK	
  tax	
  and	
  leaving	
  nothing	
  due	
  in	
  this	
  country.	
  The	
  structure	
  used	
  is,	
  
no	
  doubt,	
  entirely	
  legal	
  and	
  has	
  met	
  with	
  tax	
  authority	
  approval.	
  But	
  that	
  does	
  not	
  mean	
  it	
  is	
  
ethical.	
  The	
  intention	
  has	
  been	
  to	
  use	
  an	
  effective	
  tax	
  subsidy	
  secured	
  by	
  cancelling	
  UK	
  tax	
  
liabilities	
  with	
  interest	
  charges	
  on	
  sums	
  owing	
  to	
  offshore	
  companies	
  to	
  help	
  finance	
  the	
  
cost	
  of	
  acquiring	
  the	
  group.	
  That	
  is	
  the	
  issue	
  subject	
  to	
  ethical	
  challenge	
  here.	
  
	
  
Three	
  issues	
  arise	
  as	
  a	
  consequence:	
  
	
  
1. Firstly,	
  the	
  U.K.'s	
  policy	
  of	
  allowing	
  tax	
  relief	
  on	
  interest	
  paid	
  to	
  acquire	
  a	
  trade	
  must	
  be	
  

open	
  to	
  question	
  in	
  the	
  future:	
  time	
  after	
  time	
  companies	
  appear	
  to	
  be	
  in	
  trouble	
  
because	
  they	
  are	
  laden	
  with	
  debt	
  that	
  their	
  owners	
  have	
  used	
  to	
  acquire	
  them	
  when	
  
that	
  liability	
  has	
  nothing	
  to	
  do	
  with	
  the	
  trade	
  that	
  the	
  acquired	
  company	
  actually	
  
undertakes.	
  A	
  change	
  in	
  tax	
  law	
  to	
  deny	
  relief	
  on	
  interest	
  incurred	
  to	
  acquire	
  a	
  trade	
  
seems	
  long	
  overdue.	
  
	
  

2. The	
  use	
  of	
  a	
  Luxembourg	
  company	
  within	
  the	
  structure	
  noted	
  here	
  is	
  not	
  coincidental:	
  
under	
  EU	
  agreements	
  tax	
  may	
  not	
  be	
  withheld	
  on	
  interest	
  payments	
  from	
  one	
  member	
  
state	
  to	
  another,	
  even	
  if	
  the	
  recipient	
  state	
  then	
  allows	
  the	
  onward	
  transmission	
  of	
  that	
  
interest	
  to	
  a	
  tax	
  haven	
  without	
  the	
  tax	
  that	
  might	
  have	
  been	
  deducted	
  in	
  the	
  first	
  state	
  
having	
  been	
  charged.	
  This	
  is,	
  therefore,	
  an	
  exercise	
  in	
  tax	
  avoidance.	
  The	
  time	
  for	
  the	
  EU	
  
to	
  reconsider	
  the	
  desirability	
  of	
  such	
  arrangements	
  is	
  long	
  overdue.	
  

	
  
3. UK	
  company	
  law	
  needs	
  reconsideration	
  with	
  regard	
  to	
  the	
  ability	
  of	
  shareholders	
  to	
  load	
  

the	
  debt	
  that	
  they	
  incurred	
  to	
  acquire	
  their	
  interest	
  in	
  a	
  company	
  onto	
  its	
  balance	
  sheet	
  
to	
  secure	
  a	
  tax	
  advantage.	
  This	
  debt	
  loading	
  creates	
  financial	
  instability	
  that	
  is	
  
potentially	
  harmful	
  to	
  trade	
  in	
  the	
  UK,	
  the	
  stability	
  of	
  employment	
  in	
  UK	
  companies,	
  and	
  
the	
  tax	
  revenue	
  stream	
  for	
  the	
  UK	
  Exchequer,	
  all	
  of	
  which	
  are	
  undesirable.	
  Policy	
  in	
  this	
  
area	
  is	
  in	
  need	
  of	
  reconsideration.	
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i https://www.duedil.com/company/05936498/rome-pik-holdco-limited/group  
ii 
http://www.legilux.public.lu/entr/search/index.php?ss_soc=rome+holdco&sr_s
oc=name&sr_fj=all&sr_tp=all&sr_date=all&sl_d=1&sl_m=1&sl_y=2014&sl_d1
=1&sl_m1=1&sl_y1=2014&sl_d2=8&sl_m2=5&sl_y2=2014&page_len=100&p
age=result  
iii http://www.themovechannel.com/servicedoffices/4034/   


