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Glossary

ACE Allied Commercial Exporters Limited

Arcadia Arcadia Group Limited and its subsidiary undertakings

the Buyer Swiss Rock PLC, Retail Acquisitions Limited, and the 
management to these entities

Bhs Bhs Group Limited and its subsidiary undertakings

BVI British Virgin Islands

Carmen Carmen Properties Limited (Jersey)

Completion The date the Buyer acquires the Target Group

CT Corporation Tax

Deloitte Deloitte LLP

the Employer Bhs Limited

EBIT(DA) Earnings Before Interest, Tax, (Depreciation and Amortisation)

Grant Thornton Grant Thornton UK LLP

Group Harvey

Harvey The enlarged group formed by Bhs and other entities, 
properties and assets transferred as part of the Transaction

Management The senior management team of Harvey

Nabarro Nabarro LLP

NWC Net working capital

Olswang Olswang LLP

tPR the Pension Regulator

PPF Pension Protection Fund

P5 The accounting period ended 24 January 2015

PwC Price Waterhouse Coopers LLP

RAA Regulated Apportionment Arrangement

RAL Retail Acquisitions Limited

SSC Shared Services Centre

SPA Sale and Purchase Agreement

Target Group Harvey

the Schemes The Bhs Pension Scheme and the Bhs Management Scheme

SKU Stock unit

Project Thor The project undertaken by the management of Bhs together 
with Deloitte to assess the options for the mitigating the risks 
associated with the Schemes

Trustees The Trustees of the Schemes

the Transaction The proposed acquisition of Harvey by the Buyer from the 
Vendor

TSA Transitional Services Agreement

UEP Unauthorised employer payment

Vendor Taveta Investments no2 Limited, represented by Sir Philip 
Green

Wilton Wilton Equity Limited

WULS Winding up lump sum
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The following table illustrates key considerations 
in relation to cash flow and headroom

Key RAL assumptions
Headroom 
runs out

Minimum
headroom

RAL Headroom 
"Base case"

• £25m working capital facility available shortly after Completion (we are not able to 
confirm existence, timing or quantum at this stage)

• Forecast receipts and payments are as set out in the Vendor management team's 
forecast

• A further £50m of financing becomes available in Sep-15 (assumed to come from 
Oxford Street store disposal)

n/a £16.1m
August 2015

Potential scenarios that could materially impact he adroom

Working capital 
facility

• Without the assumed £25m working capital facility, the Harvey cash flow forecast 
exhibits a £3.5m cash flow funding requirement during the w/c 28 Jun-15

28 Jun-15 (£7.8m)
August 2015

Oxford Street 
store disposal

• Under the Base Case, RAL has assumed that £50m of cash is generated in Sep-15 
(from Oxford Street store disposal) – failure to achieve this, or agree additional 
financing of at least £32m results in Harvey having a funding requirement in Sep-15

21-Sep-15 (£21.8m)
September 2015

Trading 
sensitivity

• The illustrative impact of a 5% sensitivity against trading receipts, results in a £3.1m 
funding requirement during w/c 23 Aug-15

23 Aug-15 (£6.7m)
October 2015

The impact of the above potential scenarios are individual and have not been aggregated in arriving at a view of the potential headroom 
requirements. There are other potential sensitivities and upsides, which have not been included in the "base case" forecast
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There are material issues and limitations that you 
need to consider in respect of the Transaction

Issue Comments Ref

Due diligence process • We commenced our field work on 16 February 2015 and have spent c.20 days with the business. 
Whilst we have received a good level of co-operation from Arcadia and Bhs management, the 
compressed timetable has restricted the extent to which we have been able to test and cross-
check the information we have been provided with. Consequently there are important areas of our 
work (particularly pensions, tax and separation) where we are unable to reach definitive 
conclusions. Further work is required, the results and implications of which could be material. 

To be 
noted
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There are material issues and limitations that you 
need to consider in respect of this Transaction

Issue Comments Ref

Pensions – current position • Estimated on-going funding deficit at 31 December 2014 of c.£287m (per Deloitte) and buy-out or 
s75 deficit c.£527m

• On an 'as is' basis Bhs is currently obliged to pay c.£10m per annum to fund the Schemes' 22 year 
recovery plan, against which the Vendor will provide £5m per annum for three years

• The Buyer has committed to the Vendor to provide additional security over £40m of the currently 
outstanding inter-company loan. We understand the balance of £200m will be written off by the 
Vendor. This is likely to be considered by the Trustees to be materially detrimental to the covenant 
and will restrict the mitigation options available, post-Completion, to deliver Project Thor or similar

• The floating charge as proposed will extend beyond the assets of the Employer (Bhs Limited) and 
cover the non-property assets of the wider Buyer group

• A new valuation has to be agreed at 31 March 2015 – expected deficit at or above £287m resulting 
in pressure for either a higher level of annual funding or an even longer recovery plan

• We believe this will be challenging to agree from a regulatory perspective

Pages 
31-33
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There are material issues and limitations that you 
need to consider in respect of this Transaction

Issue Comments Ref

Pensions – future risks • If Project Thor can be delivered, the deficit could reduce to c.£80m on a self-sufficiency basis 
(based on Deloitte figures). This will still leave residual risk in the remaining pension scheme that 
would need funding

• All execution risk in Project Thor will lie with the Employer/Buyer. There remains a risk that the 
Trustees/tPR/PPF may not agree to it from a point of principle or that if they do they will require an 
equity stake in Bhs Ltd and/or additional financial mitigation

• Without Project Thor or a similar exercise it would appear that the scheme size and funding needs 
present a real threat to the viability of the business

• As things stand the Buyer should assume it is acquiring a business that is struggling to fund a 
pension scheme with a funding deficit of c.£300m (subject to imminent review at upcoming 
triennial valuation) and a buy out deficit in excess of £500m and which is under the close scrutiny 
of the Pension Regulator

Pages
44-46
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There are material issues and limitations that you 
need to consider in respect of this Transaction

Issue Comments Ref

Separation • Given the compressed timetable, the on-going and one-off costs of operating Bhs on a stand-
alone basis cannot be fully defined until after Completion

• The TSA costs in the first 30 days are fixed at £3.3m, reflecting a number of adjustments to the 
budget FY14/15 re-charges from Arcadia

• The TSA allows for 90 days, post-Completion, to fully define the services, costs and durations –
this will confirm the charges to apply from month 2 post-Completion

• The Vendor will not pay for any one-off costs to obtain 3rd party consents related to contracts 
novation or right to use permissions.  Post-Completion, this will require attention from Bhs 
management and collaboration with Arcadia IT leads in particular, to mitigate the potential cost 
exposure

• The Vendor has not confirmed a list of employees who will transfer to Bhs post-Completion (under 
TUPE), although HR leads in Arcadia and Bhs have agreed a draft list which they are comfortable 
with. Bhs management will monitor and challenge any changes to this list post-Completion

• The Vendor needs to ensure Bhs has access (through secondment, retention or engagement) to 
Arcadia employees who are key to supporting Bhs

Pages 
51-61
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There are material issues and limitations that you 
need to consider in respect of this Transaction

Issue Comments Ref 

Tax • There is a potential tax exposure of £28.8m relating to property sales and the release of onerous 
lease provisions. It may be possible to mitigate this tax charge to £17.3m with the use of tax 
losses and we understand that, of this amount, £3m will be funded via a payment for group relief 
by the Vendor
− we note that this protection has been reduced from £17m in earlier sale negotiations

• Due to the materiality of additional tax charges, the group will be in quarterly instalment payments 
and as such this will have cashflow impacts prior to February 2016 which we have reflected in the 
model

• As the Vendor has now refused to provide warranties regarding base costs of properties, and the 
scale of the onerous lease provision issue, the risk the tax charges we have estimated could be 
higher is increased

Page 70

SPA and Completion 
mechanism

• There is no traditional working capital mechanism to neutralise the effects of the timing of 
Completion; as a result, should the balance sheet at Completion have a lower than normalised 
level of working capital (which the Buyer cannot control), this would directly increase the Buyer's 
Day 1 funding requirement

• We have identified debt and debt-like items for which the balance at P5 was £72m. Of these, the 
Vendor has agreed to leave £23.7m of cash in the business at Completion.

• In respect of these balances, we note there is no traditional "true-up" mechanism for these 
balances following Completion; again, any error in the balances would directly impact the Buyer's 
Day 1 funding requirement

Pages 
79-81
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Scope and approach

Objective

• The Buyer has requested that we 
seek to understand the level of 
funding required to support Harvey 
through 12 months post-Completion 
(assumed 9 March 2015)

• In doing so we have been asked to 
consider the potential impact of: 

– Harvey's separation from 
Arcadia

– Management's turnaround plan

– The timing of any cash inflows 
relating to possible property 
disposals

– The potential impact on 
pensions and tax cash flows

– One-off or exceptional costs 
associated with any of the 
above

Approach

• We have taken the Vendor's weekly receipts and payments forecast (excel file 
named 'Bhs illustrative weekly Cashflow 1415 P5 030315 to send') which runs 
through to 21 Feb 2016 and used this as the baseline for the assessment of 
Harvey's funding requirements. 

• The file provided by Vendor management has been hard-coded so it does not 
allow us to vary assumptions or drivers in their model relating to trading 
volumes, mix or prices

• Onto management's receipts and payments forecast, we have then overlaid 
the potential cash flow impact of the various factors set out opposite

• A number of estimates and assumptions have had to be made in order to 
arrive at a view of the weekly cash inflows and outflows over the forecast 
period and we have set out the key assumptions and the source of those 
assumptions in this report

• If more time were available, there are a number of areas where further work 
would be undertaken and we have sought to highlight these in the notes to the 
assumptions

• A schedule of further adjustments in respect to 'debt-like' items has been 
provided by the Vendor, following negotiations with RAL. These have been 
incorporated based on the schedule provided and subsequent discussions 
with both RAL and Vendor management
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Period 7 8 9 10 11 12 1 2 3 4 5 6 FY

Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar - Feb

£'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000

Harvey Pre-Completion Cash Balance 0.0
Cash & Debt-like Items 28.7 28.7
Week 1 Payments of TSA Services (4.2) (4.2)
Net Harvey Transaction Cash Flows 1 24.5 24.5

Day 1 Funding
Potential Working Capital Facility 25.0 25.0
Potential Working Capital Facility Exercise Fee (0.6) (0.6)
North West House Proceeds 32.0 32.0
NW House Sale Costs (1.2) (1.2)
Marylebone House Proceeds 13.5 13.5
Marylebone Break Fee (1.0) (1.0)
RAL Equity Injection 5.0 5.0
Carmen Break Clause (5.0) (5.0)
Jersey Break Clause (5.0) (5.0)
Total Day 1 Headroom 2 38.3 24.4 62.7

Total Opening Headroom 62.8 24.4 87.2

Vendor Management Operating Cash Flows (27.2) 2.7 1.7 ( 12.2) (4.5) 0.0 (12.1) (26.9) 18.9 43.0 (18.3) (12.6) (47.4)

RAL Cash Flow Overlays
Remove Group Tax Relief 3 (3.5) -            -                (3.6) -               -               -               -               -               -              (7.3) -              (14.4)
Carbon Tax Payment 3 -              (1.3) -                -              -               -               -               -               -               -              -               -              (1.3)
Adjust VAT Payments 3 -              0.0 -                -              -               (0.8) -               0.8 (0.8) 0.0 0.8 (0.8) (0.8)
One-off & deal costs 4 (6.8) (1.2) (1.2) (1.2) (1.2) (1.2) (0.2) (0.2) (0.2) (0.2) (0.2) (0.2) (14.0)
TSA & Standalone costs 5 (0.9) (3.3) (0.9) (0.9) (0.9) (0.9) (1.6) (1.6) (1.6) (1.6) (1.6) (1.6) (17.4)
Turnaround - Store Closures 6 -              -            (0.2) (1.9) 0.9 (1.3) (0.8) 1.9 (0.8) (0.5) 0.4 (0.1) (2.4)
Turnaround - Other 7 0.9 1.0 (1.4) (0.9) 0.6 (0.6) 0.02             2.8 2.7 0.9 1.8 1.1 9.1
Oxford St Sale 8 -              -            -                -              -               -               50.0 -               -               -              -               -              50.0
Goldman Sachs Repayment 8 -              -            -                -              -               -               (10.0) -               -               -              -               -              (10.0)
Property & Funding 8 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 1.8
Trading Sensitivity -              -            -                -              -               -               0.0 -               -               -              -               -              0.0
Total RAL Cash Flow Overlays (10.1) (4.6) (3.5) (8.3) (0.4) (4.6) 37.6 3.8 (0.6) (1.2) (5.9) (1.4) 0.7

Opening Headroom 62.8 25.6 48.0 46.2 25.7 20.8 16.1 41.7 18.5 36.9 78.7 54.5 62.8
Operating cashflows (27.2) 27.1 1.7 (12.2) (4.5) 0.0 (12.1) (26.9) 18.9 43.0 (18.3) (12.6) (23.0)
Overlays (10.1) (4.6) (3.5) (8.3) (0.4) (4.6) 37.6 3.8 (0.6) (1.2) (5.9) (1.4) 0.7
Adjusted Closing Headroom 25.6 48.0 46.2 25.7 20.8 16.1 41.7 18.5 36.9 78.7 54.5 40.5 40.5

Cash Flow Item
Note

Key findings – Summary Cash Flow
Summary of Harvey Cash Flows, March 2015 to Februar y 2016
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Cash flow forecast – key findings

Comments

• The table sets out in summary form the key sources and 
uses of cash flows for Harvey post-Completion

• With initial funding of £62.8m, the potential working 
capital facility of £25.0m is critical to achieving the 
minimum headroom of £16.1m in August 2015

• Following this point, we note the assumed sale of the 
Oxford Street store in September 2015. Failure to deliver 
this cash flow (or some other form of financing) will 
mean the business runs out of headroom at the end of 
September 2015

• We note there are a number of potential upsides / 
downsides, which are not represented in the base case 
cash flow forecast . We perceive the most significant risk 
to the Harvey base case cash flow forecast to be the 
impact of any shortfall in trading

• Overleaf we set out illustrative scenarios illustrating:

1. the potential impact of the failure to achieve the 
£25m working capital facility 

2. the potential impact of a 5% sensitivity against sales 
receipts

Harvey summary base case headroom analysis

Covers the period 8 Mar 2015 through to 21 February 2016, as per 
Vendor management's weekly forecast

Cash Flow Item £m

Net Harvey Transaction Cash Flows 24.5

Property and other day 1 funding 38.3

Initial Harvey funding 62.8

Potential Working Capital Facility 25.0

Cash outflows (incl. overlays) through end of March 2015 (37.3)

Cash outflows (incl. overlays) April through August 2015 (34.4)

Harvey base case minimum headroom – 23 August 2015 16. 1

Oxford Street store disposal – September 2015 50.0

Working capital facility repayment – September 2015 (10.0)

Cash outflows (incl. overlays) Sep through October 2015 (37.6)

Cash intflows (incl. overlays) Nov through December 2015 60.2

Cash outflows (incl. overlays) Jan through February 2015 (38.2)

Harvey base case headroom – 21 February 2015 40.5
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Key findings – Trading sensitivities

Weekly Closing Headroom, March 2015 – February 2016,  £m
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Base case

5% Sales Sensitivity

No Working Capital Facility

Failure to obtain the £25m working capital 
facility leads to negative headroom of 
£3.5m in w/c 28th June 2015

A 5% fall in sales leads to a 
potential funding requirement 
of £3.1m in August 2005

Under the base case scenario, minimum headroom 
occurs in week 52 of the financial year (Aug 2015), 
at £16.1m. However, it relies on the sale of Oxford 
Street (or other financing being received in Sep-15), 
otherwise the business will run out of head room at 
the end of that month



© 2015 Grant Thornton UK LLP. All rights reserved.

17

Notes – 1. Net Harvey Transaction Cash Flows

Summary of key cash flow items, £m

Cash Flow Item £m

Net Proceeds from Ealing 5.9

February NI & PAYE 2.1 

Insurance Risk Retention 1.7 

Onerous Lease Provision 4.0 

Group Tax Relief 3.0 

Gift Card Liability 3.4 

Credit Notes 3.0 

March VAT Payment 5.5 

Supplier Early Payments (0.5) 

Cash in Transit (4.4)

Schedule of agreed value items 23.7

TSA Advance – Inserts less commission (1.1) 

TSA Advance – Shared Services (1.1)

TSA Advance – Shared Contracts (2.2) 

Week 1 Payments of TSA Services (4.2)

Carlisle Proceeds 5.0

Net Harvey Transaction Cash Flows 24.5

Comments
• A schedule of adjustments to the opening "Cash-free, debt-

free" position for Harvey have been put forwarded by the 
Vendor and agreed directly with RAL. In relation to these 
items, we have relied on Vendor and RAL representations in 
relation to the existence, quantum and timing of the related 
cash flows:

1. Net proceeds from Ealing: cash relating to the disposal of 
Ealing store of £6.9m, net of Oxford closure loss (£0.5m) 
and Hong Kong Bank fees (£0.5m) will be left with Harvey 
at Completion

2. February NI / PAYE accrual: February 2015 NI and PAYE 
totals £2.1m, with cash left in the business to cover this 
cost; however, no cash will be left for March NI / PAYE for 
the period prior to Completion of the Transaction

3. Insurance risk retention: February 2015 insurance provision 
of £1.7m estimated by Vendor management as the likely 
utilisation for the next 12 months to be left in the business

4. Onerous leases: onerous leases are held in the balance 
primarily in relation to losses on loss making stores. £4m of 
this is deemed to be payable to Harvey on Completion

5. Group tax relief: Based on the losses of Harvey, group tax 
relief has been taken of which £3m will be added to cash
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Notes – 1. Net Harvey Transaction Cash Flows

Summary of key cash flow items, £m Comments
6. Gift cards: This equates to Vendor management estimate 

of the utilisation of gift card provision, to be left in the 
business

7. Credit notes: Similarly to the above, credit notes of £3m 
equate to 95% of the February balance sheet provision 
which have been added to opening cash to cover 
redemptions

8. March VAT payment: the Vendor assesses the VAT due to 
be paid for trading prior to Completion is £5.5m. This has 
been modelled as part of opening cash; however, we 
understand it may be that the Vendor simply makes this 
payment directly

9. Supplier early payments: the Vendor has made £0.5m of 
early payments to suppliers that were due for payment 
post-Completion and so a deduction has been taken for 
these amounts

10. Cash in transit: there is £4.4m of cash-in-transit that has 
been agreed by RAL as due to the Vendor

11. Carlisle disposal: we understand that £5m of proceeds from 
the sale of Carlisle will be made available to the business. 
However, we understand that this cash will be transferred 
post-Completion although currently we have no certainty as 
to whether this cash flow will materialise, or the potential 
timing 

Cash Flow Item £m

Net Proceeds from Ealing 5.9

February NI & PAYE 2.1 

Insurance Risk Retention 1.7 

Onerous Lease Provision 4.0 

Group Tax Relief 3.0 

Gift Card Liability 3.4 

Credit Notes 3.0 

March VAT Payment 5.5 

Supplier Early Payments (0.5) 

Cash in Transit (4.4)

Schedule of agreed value items 23.7

TSA Advance – Inserts less commission (1.1) 

TSA Advance – Shared Services (1.1)

TSA Advance – Shared Contracts (2.2) 

Week 1 Payments of TSA Services (4.2)

Carlisle Proceeds 5.0

Net Harvey Transaction Cash Flows 24.5
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Notes – 2. Day 1 Funding

Summary of key cash flow items, £m Comments

• There are a series of material property and financing 
transactions taking place at, or immediately after 
Completion. 

• In relation to these items, we have relied on Vendor and RAL 
representations in relation to the existence, quantum and 
timing of the related cash flows:

1. North West House sale proceeds: RAL has informed us of 
the planned disposal of North West House on day 1 post-
Completion for £32m, against which we have assumed 
disposal costs of £1.2m (incl. VAT)

2. Marylebone House net sale proceeds: RAL has informed 
us that Marylebone House has been sold by the Vendor 
and that the net proceeds of £13.5m will remain with 
Harvey post-Completion and that a £1.0m break penalty 
will be paid by RAL to the Buyer they had lined up for this 
property

3. RAL equity injection: a £5m cash injection will be provided 
by the Buyer on Completion

Cash Flow Item £m

North West House Proceeds 32.0

NW House Sale Costs (1.2)

Marylebone House Proceeds 13.5

Marylebone Break Fee (1.0)

RAL Equity Injection 5.0

Carmen Break Clause (5.0)

Jersey Break Clause (5.0)

Total Day 1 Funding 38.3

Net Harvey Transaction Cash Flows 24.5

Total Opening Cash Balance 62.8
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Notes – 2. Day 1 Funding (cont.)

Summary of key cash flow items, £m Comments

4. Carmen break clause: in order to sell Marylebone House, 
the current lease with Carmen has to be broken, incurring a 
£5m fee, which it has been agreed will be paid by the 
Buyer

5. Jersey: the current business structure holds the Jersey 
trading business and property separately with a loan facility 
and leasing arrangement in place. For the sale to proceed, 
this structure and lease arrangement needs to be broken 
which we understand from both Vendor and RAL
management will incur a £5m break clause fee

Cash Flow Item £m

North West House Proceeds 32.0

NW House Sale Costs (1.2)

Marylebone House Proceeds 13.5

Marylebone Break Fee (1.0)

RAL Equity Injection 5.0

Carmen Break Clause (5.0)

Jersey Break Clause (5.0)

Total Day 1 Funding 38.3

Net Harvey Transaction Cash Flows 24.5

Total Opening Cash Balance 62.8
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Notes – 3. Tax related cash flows

Summary of key cash flow items, £m

Cash Flow Item £m

Remove Group Tax Relief (14.4)

Carbon Tax Payment (1.3)

Adjust VAT Payments (0.8)

Total Tax Related Items (16.5)

Comments
• The scope and findings from our work in relation to taxation 

matters is set out in more detail in the corresponding of this 
report

• The table opposite sets out the cumulative cash flow 
adjustments made to management's base forecast in respect 
of taxation matters

• For the purposes of forecasting cash flows in relation to 
taxes, the following points should be noted:

1. Group tax relief removal: Vendor management's base cash 
flow forecast assumed £14.4m benefit from Group tax relief, 
which we understand will no longer be available post-
Completion. As such an adjustment has been made to 
remove this cash inflow from the forecast

2. Carbon tax payment: On an annual basis Group will 
purchase carbon tax credits on behalf of Harvey for the year 
in advance. This payment is due to be paid in April 2015 for 
the coming year, and is not currently in the base model

3. Adjusted VAT payments: We have assumed that on a stand-
alone basis Harvey will move to quarterly VAT payments on 
account, the impact of which is an additional cash outflow of 
£0.8m over the duration of the cash flow forecast

Important notice:

Were the planned disposal of the Oxford Street 
store completed in this financial year (ie, before 
or on 31 August 2015), the capital gains on 
disposal would give rise to the need to make 
quarterly tax payments in June 2015 (£4.6m), 
September 2015 (£4.6m) and December 2015 
(£9.1m)

On this basis, we have discussed with RAL and 
assumed that the disposal of the Oxford Street 
store takes place in September 2015, meaning 
that this requirement does not crystallise
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Notes – 4. One-off and deal costs

Summary of key cash flow items, £m

Cash Flow Item £m

Deal Advisory Fees – GT (1.2)

Deal Advisory Fees – Olswang (1.2)

Deal Advisory Fees – Bell Pottinger (0.2)

Warranties Claim Insurance (1.0)

Deal Advisory Fees – RAL (2.0)

Post-Deal Advisory Fees – RAL (2.4)

Post-Deal Advisory Fees – GT / Olswang (6.0)

Total One-off and deal costs (14.0)

Comments

• The table opposite sets out the estimated cash flows 
(inclusive of VAT) payable to advisors, or as one-off costs

• Where applicable advisory fees are split between deal 
(payable at Completion) and post-deal (to support the 
separation of Harvey from the Vendor)

• Deal fees have been estimated as follows:

– Grant Thornton: as agreed with RAL

– Olswang: as advised to us by David Roberts, lead matter 
partner

– Bell Pottinger / RAL: as advised to us by Zoe Bourne, 
advisor to RAL

• Warranties claim insurance figures were also provided by 
Zoe Bourne along with post-deal advisory fees for RAL

• Post-deal advisory fees – Grant Thornton / Olswang have 
been estimated through discussion with our separation team 
and David Roberts at Olswang
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Notes – 5. TSA & stand -alone costs

Summary of key cash flow items, £m

Cash Flow Item £m

Insurance prepayment (2.4)

One-off separation costs – H1 (3.7)

One-off separation costs – H2 (7.4)

Ongoing separation costs – contingency (1.8)

Right To Use Licensing Costs (2.0)

Total TSA & stand-alone costs (17.4)

Comments
• The table opposite sets out the estimated cash flows 

(inclusive of VAT) payable due to the impact of the 
separation of Harvey from Arcadia

• This includes specific items identified which may be 
significant, as well as an estimate for the separation costs 
which may be incurred in the first 12 months. These are 
based on our experience and the information to hand at the 
time, but we note further work is required post-Completion to 
form a more accurate view on the quantum and timing of 
these costs

• Stand-alone costs have been estimated as follows:
– Insurance prepayment of £2.4m payable in April
– One-off separation costs of £3.7m in H1 and a further 

£7.4m in H2 primarily relating to IT, recruitment costs and 
dual running costs (£3.5m)

– On going separation costs includes a contingency for the 
additional cost base that may arise due to separation on 
top of current recharges

– Right to use licensing costs of £2m estimated, although 
we note this can vary based on licenses, and the views of 
the provider and Vendor
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Notes – 6. Turnaround – Store closures

Summary of key cash flow items, £m

Cash Flow Item £m

Exit 15 loss makers (0.5)

Oxford closure costs (0.2)

Carlisle closure (0.6)

Thanet lease break payment Jan 2015 (0.5)

Opening Leeds Kirkstall (0.6)

Total Turnaround – Store Closures (2.4)

Comments

• Within Harvey management's turnaround plan, the exit of 
loss making stores is a core initiative

• In addition, and as part of the initial funding discussions 
between the Vendor and Buyer, there a number of other 
stores which are in negotiations to be sold or surrendered

• We have obtained information from Chris Harris detailing the 
potential impacts of these initiatives, which have been 
incorporated into our model

• The following key assumptions should be noted:
1. A list of 32 loss making stores has been provided, with the 

model assuming the 15 stores with the largest EBITDA 
losses be closed from 1st July. Each store requires £175k 
closure costs, and the stock held for that store is assumed 
to be sold at a 30% price reduction through closure sales 
and passing stock to other stores. Staff and Occupancy 
costs are assumed to cease on closure in July

2. Additional closure costs of £175k have been included for 
Oxford, for which the EBITDA impact has already been 
included in Vendor management's base
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Notes – 6. Turnaround – Store closures

Summary of key cash flow items, £m Comments

3. The sale of Carlisle, for which the sales proceeds have 
been included as part of the 'Harvey Pre-Completion Cash 
Balance', has been assumed to be closed from 1st May 
using the same assumptions for the other closures

4. A £0.4m payment is required to be paid for Thanet lease 
surrender, due in January 2015

5. Leeds Kirkstall is a new store to open from 1st September, 
requiring £1.1m of net capex and providing £0.4m of 
contribution per annum from store opening

Cash Flow Item £m

Exit 15 loss makers (0.5)

Oxford closure costs (0.2)

Carlisle closure (0.6)

Thanet lease break payment Jan 2015 (0.5)

Opening Leeds Kirkstall (0.6)

Total Turnaround – Store Closures (2.4)
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Notes – 7. Turnaround – Other (1 of 3)

Summary of key cash flow items, £m Comments
• Harvey management team have identified a number of 

turnaround initiatives, which were presented to the Buyers 
during the management meeting on 3 March 2015

• Based on the information provided in the management 
presentation, and a further discussion with Kathryn Morgan, 
Kate Parton & Zoe Bourne we have incorporated the 
estimated cash flow impacts of these initiatives. Where 
relevant, for property related initiatives (primarily Carmen) 
and store closure program, additional input has been sought 
from Chris Harris

• The following key assumptions should be noted:
1. 1% LFL Sales Growth: This requires £0.8m of capex across 

the summer, with 1% sales growth modelled from 1st Sep 
including additional merchandise spend

2. Food Stores: Each store requires £165k of initial capex prior 
to opening, which then funds additional £65k contribution 
per store per annum. Assumes 18 stores opened by July, 
and a further 12 before October half term, with a further 3 
per week from January

3. Outsourcing Hospitality: From 1st September, hospitality 
sales backed out and replaced with £3.1m per annum 
contribution from Compass

Cash Flow Item £m

1% LFL Sales Growth 1.3

Food Stores (6.2)

Outsourcing Hospitality 0.6

Third Party Web 0.8

Furniture Website (0.5)

Low-cost Store Modifications (4.3)

Claire's Concessions 0.1

Burton Inserts 0.3

Other Target Rent Savings 3.5

Carmen Restructure 6.0

Own Bought Margin Growth 5.5

FYE Impact of Cost Savings 3.4

Pay Review (1.1)

Marketing Heads (0.3)

Total Turnaround – Other 9.1
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Notes – 7. Turnaround – Other (2 of 3)

Summary of key cash flow items, £m Comments

4. Third Party Web: Requires £0.4m of capex in June 2015, 
plus £0.1m of staff costs to implement, which then provides 
£1.8m of contribution from 1st September 

5. Furniture Website: Requires £0.5m of capex over the 
remainder of the calendar year, funding £0.5m contribution 
from 1st January 2016

6. Low-cost Store Modifications: Each store requires average 
capex of £75k to generate an average contribution of £30k 
per store per annum with a further £250k of staff costs. 
Model assumes 2 stores modified per week through to 
October half-term, then again from January 2016

7. Claire's Concessions: Assumed 6 trial stores being run 
from October 2015 contributing £150k per annum

8. Burton Inserts: Capex of £100k over the summer months to 
have in store from 1st September, driving contribution of 
£0.8m per annum

9. Other Target Rent Savings: Total targeted of £7.2m phased 
to build up over the first 12 months to achieve £3.5m 
through to February

Cash Flow Item £m

1% LFL Sales Growth 1.3

Food Stores (6.2)

Outsourcing Hospitality 0.6

Third Party Web 0.8

Furniture Website (0.5)

Low-cost Store Modifications (4.3)

Claire's Concessions 0.1

Burton Inserts 0.3

Other Target Rent Savings 3.5

Carmen Restructure 6.0

Own Bought Margin Growth 5.5

FYE Impact of Cost Savings 3.4

Pay Review (1.1)

Marketing Heads (0.3)

Total Turnaround – Other 9.1



© 2015 Grant Thornton UK LLP. All rights reserved.

28

Notes – 7. Turnaround – Other (3 of 3)

Summary of key cash flow items, £m Comments

10. Carmen Restructure: Per conversation with Chris Harris, 
removed £8m rent per annum and added in £3m of interest 
and amortisation straight line monthly from Day 1(please 
note that the Marylebone House rent savings are included 
in Other Property & Funding detailed in note 8) 

11. Own Bought Margin Growth: Removed £4.7m of target 
growth from merchandise spend from Day 1, as already in 
progress, phased in line with historic purchases

12. FYE Impact of Cost Savings: Per management 
presentation, a further £4.9m to be realised in addition to 
forecast with £3.3m of head office payroll to be realised for 
1st September, £0.7m of marketing cost savings to be 
realised in autumn/ winter 2015, and £0.9m of SSC costs to 
be realised for the remainder of FY15

13. Pay Review: Added additional staff costs of £2.2m per 
annum from 1st September, phased in line with payroll cash 
flows

14. Marketing Heads: Per discussion with Zoe Bourne provided 
for additional headcount cost of £0.4m for marketing per 
annum, commencing from May 2015

Cash Flow Item £m

1% LFL Sales Growth 1.3

Food Stores (6.2)

Outsourcing Hospitality 0.6

Third Party Web 0.8

Furniture Website (0.5)

Low-cost Store Modifications (4.3)

Claire's Concessions 0.1

Burton Inserts 0.3

Other Target Rent Savings 3.5

Carmen Restructure 6.0

Own Bought Margin Growth 5.5

FYE Impact of Cost Savings 3.4

Pay Review (1.1)

Marketing Heads (0.3)

Total Turnaround – Other 9.1



© 2015 Grant Thornton UK LLP. All rights reserved.

29

Notes – 8. Other property & funding

Summary of key cash flow items, £m

Cash Flow Item £m

Oxford St. Sale 50.0

Working Capital Facility Repayment (10.0)

Working Capital Facility Interest (0.8)

Marylebone House Rent Saving 2.6

Total Other property and funding 41.8

Comments
• As well as those property transactions identified as taking 

place on day 1 post-Completion, there are other material 
property and funding cash flows that take place during the 
period covered by the cash flow forecast

• In relation to these items, we have relied on Vendor and RAL 
representations in relation to the existence, quantum and 
timing of the related cash flows:

1. Oxford street sale: RAL has represented that they believe 
this property can be sold for £50m. This has been forecast 
to take place in September 2015 as any disposal prior to 
that would crystallise a requirement to make quarterly tax 
payments totalling £16.5m by December 2015 (see Note 3, 
"Important notice")

2. Working Capital Facility Repayment: RAL has stated that 
the total amount repayable in relation to this facility during 
the period of the forecast will be no more than £10m, which 
has been forecast to occur on the sale of the Oxford Street 
store

• Interest on the Working Capital Facility has been modelled 
at LIBOR +3%, which totals £1.75m and additionally we 
understand there is a two-year rent-free period on 
Marylebone House, which saves £2.6m per annum



Pensions



© 2015 Grant Thornton UK LLP. All rights reserved.

31

Executive summary

• We have had extremely limited access to essential base data regarding the Schemes and Project Thor. 
We draw your attention to the important caveats contained in this report

• The Schemes had an estimated on-going funding deficit at 31 December 2014 of c.£287m (per 
Deloitte). The buy-out or s75 deficit at the same date was estimated at c.£527m

• On an 'as is' basis Bhs is currently obliged to pay c.£10m per annum to fund the Schemes' 22 year 
recovery plan. The current negotiated terms of Project Harvey include a contribution of £5.0m pa for 
three years from the Vendor to meet half of these currently agreed deficit repair contributions

• In addition the Buyer has committed to provide the Vendor with additional fixed charge security of £15m 
over a property and £25m of floating charge security over the Buyer group's assets, in respect of £40m 
of the outstanding inter-company loan of £240m. We understand the balance of the loan (£200m) will be 
written off by the Vendor 

• The granting of this security, albeit commercially necessary to progress the acquisition, is likely to be 
considered to be materially detrimental by the Trustees and will also restrict the mitigation options 
available post-Completion when seeking to deliver Project Thor, or a similar, compromise

• The floating charge as proposed will extend beyond the assets of the employer (Bhs Limited) and 
across the non-property assets of the wider Buyer group
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Executive summary (continued)

• A new valuation has to be agreed at 31 March 2015. It should be expected that this will deliver a larger 
deficit than at the 2012 valuation, probably at or above the £287m noted above, resulting in pressure for 
either a higher level of annual funding or an even longer recovery plan

• This should be expected to be challenging to agree from a regulatory perspective

• If Project Thor can be delivered, the deficit could reduce to c.£80m on a self-sufficiency basis (based on 
Deloitte figures)

• Even if Project Thor can be delivered there will still be residual risk in the remaining pension scheme 
that could require funding to be provided by the Buyer

• Currently the execution risk in Project Thor rests with the Employer/Buyer. We have not had access to 
either the Trustees or the Pensions Regulator to gauge their appetite for Project Thor, including the 
mechanism and detail as to its implementation and in particular the use of a Regulated Apportionment 
Arrangement ('RAA')

• There remains a risk that Trustees or the Pensions Regulator may not agree to it from a point of 
principle, or that if they do they may require an equity stake in Bhs and/or additional financial mitigation
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Executive summary (continued)

• Without Project Thor or a similar exercise, it would appear that the scheme size and funding needs 
present a real threat to the viability of the business

• The Buyer should assume it is acquiring a business that is struggling to fund a pension scheme with a 
funding deficit of c.£300m (subject to imminent review at upcoming triennial valuation) and a buy out 
deficit in excess of £500m and which is under the close scrutiny of the Pension Regulator
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The Schemes

• There are 2 defined benefit pension schemes (the 'Schemes'), being

– Bhs Pension Scheme

– Bhs Senior Management Scheme

• We understand from Nabarro that Bhs Limited is the Principal and sole participating employer of the 
Schemes (the 'Employer')

• The trustee of the Schemes is Bhs Pension Trustees Limited, a corporate trustee, with Chris Martin of 
Independent Trustee Services Limited, the Chairman of the Trustee Board

• The last full valuation of the Schemes was undertaken as at 31 March 2012. It is not clear if this 
valuation has yet been approved by the Pensions Regulator ('tPR')
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Current funding position of the Schemes

Estimated deficit as at 31/12/14 Main Scheme Senior M anagers
Scheme

Both
Schemes

On-going support from employers (SSF Basis) £262m £25m £287m

PPF funding methodology (s179 Basis) £276m £3m (surplus) £273m

Self sufficiency basis £309m £38m £347m

Full Buy-Out position (s75 Basis) £468m £59m £527m

• We understand that the estimated funding positions, shown above, as at 31 December 2014 are based 
on a roll forward of the assumptions underlying the 2012 valuation

• The deficit repair plan agreed as at 31 March 2012 based on the SSF basis is for c.£10m pa (c.£9.5m to 
the Main Scheme and c.£0.5m to the Senior Managers Scheme) for 22 years and 8 months

Source : Deloitte's Project Thor presentations and discussions with representatives of Deloitte
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Next triennial valuation to be carried out as at 31  
March 2015
• The Trustees and the Employer have 15 months in which to agree the assumptions underlying this 

valuation and any revised deficit repair plan

• The prudency of the assumptions underlying the valuation will have to take account of the Trustees' 
view as to the strength of the post-Transaction covenant and the Employer's ability to make good any 
under-performance in the Schemes' respective investment strategies

• It is currently expected that the funding position of the Schemes as at 31 March 2015 will deteriorate 
from the position as at the 2012 valuation, mainly due to the impact of falling gilt yields

• We would also expect a weakening of the covenant due to new post-Transaction secured debt
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Next triennial valuation to be carried out as at 31  
March 2015 (continued)
• A lower funding position and associated higher deficit, should ordinarily be expected to require

– a lengthening of the period of the deficit repair plan

– higher annual deficit repair payments, subject to affordability constraints

– a revision to the Schemes' investments strategies

– a combination of all of the above

• The Trustees/tPR might be expected to ask for some form of mitigation (security or cash payment) for 
the detriment to covenant arising from the Transaction in addition to any new recovery plan that is 
agreed
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Original Project Thor – pre-Transaction 
restructuring proposed in 2014
• This was based on the acceptance of a very weak covenant position due to the high risk of insolvency 

and the Trustees' agreement to a radical reduction in members' benefits in a new scheme, apparently 
predicated on the assumed removal of almost all future funding risk

• The proposal assumed the following

– the existing Scheme is wound up and a new scheme is set up providing reduced benefits, albeit 
marginally above those payable by the Pension Protection Fund ('PPF') in the event of an insolvency

– 90% take up from a 'Winding Up Lump Sum' exercise ('WULS') thereby removing a significant 
number of members with low benefits

– the remaining members transfer to the new scheme providing reduced benefits. The new scheme to 
be funded on a 'self sufficiency' basis with an investment strategy to support this
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Original Project Thor – pre-Transaction 
restructuring proposed in 2014 (continued)
• To leave the new scheme 104% funded on a 'self sufficiency' basis required an injection of funds from 

outside of the Schemes' current assets

• Deloitte's estimated that a cash injection of c.£54m would have been required as at 30 June 2014

• This estimate predicated an assumed 90% take up for members qualifying for the WULS exercise and 
all other members agreeing to transfer to the new scheme

• Given the age distribution of the members and the potentially transient nature of some of the employee 
base, we consider the achievement of such high take up levels may be challenging

• Deloitte have noted that the terms of this restructuring were effectively agreed with the Trustees

• A draft Clearance application was provided to tPR and initial discussions were held to address 
questions raised. However, this draft Clearance application was withdrawn towards the end of 2014 by 
agreement between all parties and the proposals were put on hold
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Revised Project Thor – revised restructuring 
proposed in 2015
• We understand the terms of Project Thor have been amended and if delivered will have to be 

undertaken by the Buyer post-Transaction

• The methodology for calculating the level of benefits in the new scheme have been lowered from the 
original level, albeit they remain marginally above PPF levels

• The revised proposal assumes that the new scheme will require £80m of funding (Deloitte's estimate as 
at 31 December 2014) to achieve 100% funding on a 'self sufficiency' funding basis (previously 104%)

• The increase in the funding requirement from c.£54m to c.£80m is largely due to the fall in gilt yields 
since June 2014, despite the further reduction in the level of benefits being offered and the lower 
funding target 
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Revised Project Thor – revised restructuring 
proposed in 2015 (continued)
• Deloitte suggests that this funding could be provided over 8 years, based on annual deficit repair 

contributions of c.£10m

• Deloitte has outlined this new proposal to the Trustees but not tPR

• We have been advised by the Vendor that the Trustees remain supportive in principle but we have not 
been provided with direct access to the Trustees or tPR to clarify their views on the detail or practicality 
of implementation



© 2015 Grant Thornton UK LLP. All rights reserved.

42

Revised Project Thor – 'Self sufficiency' funding 
levels
• The Schemes could be funded on a number of bases with agreement from the Trustees, although 

unless this is in line with a 'self sufficiency' approach, residual risk will remain

• 100% funding on a suitable 'self sufficiency' funding basis with a matching investment strategy aims to 
ensure that no additional contributions from the employer are required

• The Schemes' investment strategy and the Trustees' views of the residual risk remaining within the 
Schemes are likely to determine their view of the 'self sufficiency' target

• We have not had the opportunity to review and discuss in detail the investment strategy assumptions 
supporting Deloitte's 'self sufficiency' calculation. What is evident is that the level of funding targeted in 
version two of Project Thor is less prudent than version one 

• Certain risks and volatility will remain in the new scheme even once 100% funding is achieved
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Post-Transaction funding requirements

• Project Thor cannot be completed immediately post-Transaction. Accordingly, the 'self sufficiency' 
deficit will be c.£347m based on Deloitte's calculation as at 31 December 2014

• If Project Thor can be implemented successfully and the 'self sufficiency' basis is considered 
appropriate by both the Buyer and the Trustees, this may reduce to the £80m level calculated by 
Deloitte based on market conditions as at 31 December 2014

• The success of Project Thor is highly dependent on many assumptions, variations to which have 
significant risks for the Buyer (see next slides)
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Project Harvey – pension proposal

• Under the current negotiated terms for Project Harvey both the Vendor and the Employer agree to make 
payments available to the Schemes of £5m pa for 3 years (a total of £30m over the next 3 years) to 
meet the current deficit repair contributions of £10m pa

• If a compromise along the lines of Project Thor can be agreed with the Trustees of the Schemes post-
Completion, any unpaid amounts due from the Vendor will be paid immediately to implement the agreed 
compromise

• Security is to be granted to the Vendor, in respect of £40m of the currently unsecured inter-company 
loan of £240m. This will include a £15m legal charge over freehold property and a £25m floating charge 
over non-property assets of Harvey. Although part of the commercially negotiated sale agreement, the 
Trustees of the Schemes are likely to view this as materially detrimental to the post-Completion 
covenant

• The granting of this floating charge, together with any other charges granted as part of the sale 
negotiations, will restrict the mitigation options available to the Employer in its post-Completion 
discussions with the Trustees as to the delivery of a Project Thor, or similar, compromise 

• The floating charge as proposed extends over the wider Harvey group's non-property assets and not 
just those of the Employer (Bhs Limited)
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Key Risks for the Buyer

• Until the investment strategy matches the movement in liabilities under the 'self sufficiency' basis, the 
Schemes' self sufficiency deficit of c.£347m pre Project Thor, will fluctuate significantly day to day

• All risk of the Trustees and/or tPR rejecting the Project Thor proposal lie with the Employer

• Implementation of Project Thor and the use of an RAA will require the Trustees/tPR to be convinced 
that insolvency of Bhs is inevitable. This may be difficult at the same time as seeking to convince 
funders, suppliers and customers of the new owners turnaround plan

• The terms of any agreement still have to be agreed with the Trustees and tPR. We have been given 
sight (on 6 March 2015) of correspondence from tPR to the Vendor which considered the option of 
providing mitigation that included assignment to the Schemes of £80m of the £240m intercompany debt 
due to Arcadia and the provision of floating charge security for this debt 

• It is still possible that tPR/PPF may seek an equity stake in the business and/or further financial 
mitigation in return for their agreement

• The implementation costs of Project Thor could exceed the current £1m estimates
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Key Risks for the Buyer (continued)

• If the Trustees or tPR reject the proposal and the revised benefit structure in the new scheme it will not 
be possible to wind up the Schemes and offer WULS payments. It would, however, be possible to offer 
trivial commutation lump sums, which may remove liabilities of up to c.£80m, compared to the potential 
WULS savings of £160m

• A 10% reduction in the level of member take up for the WULS exercise (80% rather than 90%) could 
increase the funding requirement by c.£12m (Grant Thornton high level extrapolation of Deloitte's figures)

• Assuming successful Completion of Project Thor, residual unhedged risks within the new scheme will 
remain e.g. life expectancy

• Dependent on the exit route, a potential purchaser may have a different, view of the pension risk, 
thereby impacting on price
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Opportunities for the Buyer

• An increase in gilt yields before the investment strategy is matched will reduce the size of the deficit and 
the future funding requirement

• Any positive movement in unhedged risks, such as a shorter life expectancy, would reduce the funding 
deficit
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Other options post-Transaction

• If the expected revival in the Group's position cannot be demonstrated post the Transaction and Project 
Thor or similar is not implemented, it may be possible to agree a consensual scheme restructuring with 
the Trustees, but there are a number of tPR/PPF hurdles to clear first

– inevitability of insolvency of the employers absent a restructuring being agreed

– equity stake typically up to 33% being provided to the PPF

– cash or supported debt as mitigation for any detriment

– equitable treatment of key stakeholders

– tPR confirms that it will not progress 'moral hazard' actions

• There can be no guarantee that this could be achieved 
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Important caveats to our comments

• We have been provided with extremely limited access to essential data regarding the Schemes and 
Project Thor

• Our comments on the position of the Schemes are, therefore, qualified in so far as we have not been 
provided with :

– the Schemes' last valuations undertaken as at 31 March 2012 or the detailed underlying 
assumptions

– access to the Trustees or their advisors

– access to the Pensions Regulator or the Pension Protection Fund or correspondence between these 
parties and the Trustees or the Employer in respect of either recent valuations or Project Thor

– Deloitte's detailed actuarial assumptions underlying Project Thor



Stand -alone & 
separation
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Key separation issues (1 of 7)

Area Issue Comment

Cost impact of 
separation –
ongoing and one-
off

The ongoing and 
one-off cost impact of 
running Bhs on a 
stand-alone basis will 
not be fully defined 
until detailed 
separation and 
optimisation planning 
is carried out post-
Completion

• To identify material changes to the Bhs cost base when operating stand-
alone and one-off separation costs, the target organisation structures and 
operating models (especially technology) need to be defined with Bhs 
management. A significant amount of work will be required post-
Completion to quantify the likely cost impact, including cost saving 
opportunities

• The Vendor needs to provide sufficient access to information and Arcadia 
management post-Completion to facilitate this assessment, including for 
example visibility of Arcadia supplier contracts used by Bhs. The Vendor 
has expressed a commitment to provide a reasonable level of access

• We propose the following in relation to the payment of one-off costs to 
plan and execute the separation:
− each party should bear their own costs to develop the Transfer Plan –

agreed with the Vendor
− the extraction and transfer of Bhs data from shared systems should be 

paid by the Vendor – is carried out by the Vendor's employees this is to 
the Vendor's account, if carried out by 3rd parties this is to the Buyer's 
account

− 50/50 split of any one-off costs to obtain 3rd party consents related to 
the TSA, including contract novation and right to use permissions – the 
Vendor proposes that all costs are paid by the Buyer

− other 3rd party supplier costs (e.g. use of consultants) – the Vendor 
proposes that all costs are paid by the Buyer

− redundancy costs relating to stranded Arcadia resource to be paid by 
the Vendor – agreed with the Vendor
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Key separation issues (2 of 7)

Area Issue Comment

TSA The TSA draft allows for a 
90 day period to fully define 
services, service provision 
costs and service durations

• We recommend the following key principles are adopted to ensure Bhs 
is protected adequately during transition, ensuring sufficient time to exit 
in a controlled manner and fair service charges apply. 

• Scope:
− all services provided historically will continue to be provided in the first 

90 days, except for specified excluded services (e.g. Legal) and 
unless the Buyer requests a service to terminate earlier – agreed with 
the Vendor

− within the first 90 days the Buyer will agree the services, charges and 
durations as soon as possible – agreed with the Vendor

• Cost – first 30 days:
− The cost basis will be the budgeted P5 FY14/15 re-charges, less a 

number of adjustments agreed with the Vendor (see below). £3.3m is 
the proposed charge for the first month of the TSA, to be paid on 
Completion (this excludes a charge of £0.6m for CSC which the 
Vendor requires Bhs to pay directly to the supplier from Day 1): 
− Marylebone rental charge (£0.2m per month)
− excluded services (£10,000 per month)
− depreciation on BHS owned assets (c£0.2m per month)
− insurance £0.5m (c£0.1m per month)
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Key separation issues (3 of 7)

Area Issue Comment

TSA
(continued)

The TSA draft allows for a 
90 day period to fully define 
services, service provision 
costs and service durations

• Cost – costs post-30 days:
− Post-Completion we recommend that a number of additional costs 

are challenged with the Vendor, as part of detailed transition service 
planning, including:
− Atherstone rental charge (£1.1m per annum)
− Arcadia executive costs (£0.8m per annum)
− Depreciation relating to Arcadia assets – this is a non-cash item 

(£1.4m per annum)
− Unsubstantiated service charges (£4m per annum)

− The TSA states that if service charges are not agreed in the first 90 
days then the ongoing monthly charge will be on an "as is" basis 
(i.e. the FY14/15 budget re-charge). This should be mitigated by 
detailed planning between Bhs and Arcadia service representatives 
post-Completion, to detail specific services required, duration and 
charges

− We proposed a cap to the level of overheads that the Vendor can 
charge on top of the Arcadia people costs (e.g. IT, office, 
management), but this was not accepted by the Vendor. We will 
need to agree a reasonable overhead allocation basis (and 
potentially a cap) post-Completion
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Key separation issues (4 of 7)

Area Issue Comment

TSA
(continued)

The TSA draft allows for 
a 90 day period to fully 
define services, service 
provision costs and 
service durations

• Duration:
− The duration for each service will be defined as part of detailed planning 

in the first 90 days. The Vendor's back stop position is 12 months, but the 
TSA allows the detailed Transfer Planning to override this, if the Vendor 
agrees to extend certain services

• Transfer plan ownership:
− Bhs should drive (and own) the separation planning, as this will dictate 

how quickly the transition services can be exited. The Vendor should not 
define how Bhs should operate when stand-alone, but their input will be 
required to facilitate Bhs thinking and joint planning

• Title to goods – the Vendor has drafted the TSA to be able to recover goods 
they supply to Bhs which have not been paid for. We understand this clause 
relates to furniture purchased by Arcadia on behalf of Bhs. Post Completion 
consideration will need to be given as to how this practically works

HR – staff
retention and 
engagement

Uncertainty regarding 
the future ownership of 
Bhs, combined with 
under performance and 
no salary increase for 
two years, has caused 
staff retention to 
become a recent issue 

• The short term employee engagement plan being developed by Bhs 
Management (Sarah Gillett) should be aligned with Arcadia and messaging 
(and timing) should be agreed with Vendor to ensure alignment

• The Vendor has confirmed that Bhs staff discounts in Arcadia stores can 
continue for 12 months post-Completion (and vice versa for Arcadia staff)

• The Vendor should be liable for any retention costs for Arcadia employees 
supporting Bhs

• A longer term employee engagement strategy and plan should be developed 
in the first couple of months post-Completion, reflecting cultural change 
required in the stand-alone business
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Key separation issues (5 of 7)

Area Issue Comment

HR – shared 
resources & 
secondees

A number of employees 
supporting Bhs are not currently 
in the deal perimeter, but will be 
required by Bhs when stand-
alone

• A number of Arcadia employees support Bhs across shared 
services, some dedicated to Bhs. A transfer list has been agreed 
by Arcadia and Bhs HR teams, however the Vendor is unwilling 
to confirm that the list is correct as at Completion. There is a risk 
that the Vendor tries to add people onto the transfer list or 
cherry picks the best people to retain. This should be mitigated 
by Bhs management agreeing any changes to the list with the 
Arcadia HR team during the transition period

• A number of employees who are currently dedicated to Bhs are 
on a temporary secondment or placement from Arcadia, 
including the Finance Director, 6 Finance Analysts and 9 
menswear roles. We recommend that these roles continue to 
support Bhs for a minimum of three months post-Completion 
and the Buyer agrees with the Vendor post-Completion how long 
they are needed for
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Key separation issues (6 of 7)

Area Issue Comment

Insurance Stand-alone insurance cover will 
not include crime and cyber 
crime, or employee benefit 
related insurance

• We understand from Paul Wareham that all insurance cover 
required by Bhs will be in place on Day 1, except for crime, 
cyber crime and employee insurance such as life, medical 
and critical illness cover

• We understood from discussions with Arcadia management
that the Arcadia employee benefits arrangements covering 
Bhs employees would continue from Day 1 until Bhs sets up 
stand-alone policies (death in service, medical and critical 
illness). The Vendor's legal advisors have advised that this 
may not be the case and certain cover may fall away on 
Completion. We need to investigate this further post-
Completion

IT – Infrastructure Bhs is dependent on shared
Arcadia IT infrastructure for data, 
file storage, print and email. The 
stand-alone cost impact is 
uncertain and will be a focus 
area immediately post-
Completion

• New infrastructure is required for server hosting and desktop 
environment across Bhs

• The stand-alone infrastructure model needs to be defined 
post-Completion, which will drive both the on-going cost
impact and investment required to set up

• The SPA states there are no inflight IT projects, we 
recommend this is confirmed post-Completion
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Key separation issues (7 of 7)

Area Issue Comment

IT – Systems Bhs is dependent on a number 
of shared Arcadia systems. The 
stand-alone cost impact is 
uncertain and will be a focus 
area immediately post-
Completion

• Key shared systems include:
− ICM buying and merchandising system used by Menswear
− Mobile ecommerce systems
− JD Edwards Finance system

• The stand-alone system solutions need to be defined post-
Completion, which will drive both the on-going cost impact and 
investment required to set up

• The SPA states there are no inflight IT projects, we recommend 
this is confirmed post-Completion
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Key areas of separation complexity during 
transition (1 of 2)
Category Functions People Services Assets / Facilities Co ntracts / Legal Technology

Support 
Services

HR � Bhs HR team to absorb 
services provided by Arcadia

� Replace group HR services –
non-retail L&D, non-graduate 
recruitment, ER and reward & 
benefits

� Transfer and provide storage 
for Bhs employee records 
(paper based)

� Shared benefits providers � Northgate to separate payroll 
system

Finance, Tax & 
Treasury

� Stand-alone Bhs Finance 
team with a number of FTEs 
on Arcadia contracts

� Shared central functions such 
as Tax and Treasury

� All ledger accounting and 
transaction processing 
performed by SSC in Leeds

� SSC operate out of Leeds 
office, with Arcadia Finance in 
Colegrave house

� Banking agreements, 
hedging

� Shared JD Edwards finance 
system

Marketing � 25 dedicated FTEs on Bhs 
contract 

� Arcadia FTEs manage fixture 
and display development, print 
and press releases

� Shared fixture and display 
development and role out 
capability, print tendering and 
associated logistics capability

� 25 dedicated FTEs based at 
Marylebone House

� Two Arcadia PR FTEs based 
at Colegrave House, London

� Shared Barclaycard and gift
card arrangements, print & 
fixtures and Maxus media 
contact

� Requirement to upgrade 
selected creative software

IT � Setup stand-alone IT team � New finance application to be 
implemented requiring new 
processes, systems 
integration and training

� Hosting services to scoped 
and stand-alone solution to 
developed

� HQ data network to be 
separated

� Non Bhs contracts to be 
novated, assigned or re-
licenced post Day 1

� Shred applications architecture 
� Shared network (WAN /LAN) 

to be developed 

Property � In-house property team to be 
established

� Replace lease negotiation and 
management and portfolio 
maintenance services

� Arcadia staff to exit
Marylebone House and 
Colegrave House

� Unwind Carmen 
arrangement 

� Complete North West house 
sale and lease back 

� Replace property management 
system (Manhattan) and 
migrate portfolio data 

Risk & Insurance � In-house risk and insurance 
capability to be established

� Replace H&S, insurance, 
property risk, business 
continuity

� Ensure all store compliance 
data is available to transfer 

� Standalone insurance cover 
required on Day 1

� Replace Data Station system 
and migrate incident data

GNFR Procurement � In-house GNFR Procurement 
capability to be established

� Replace contract negotiation 
and management services

� Obtain existing T&Cs for top 
20 contracts from Arcadia

� Arcadia contracts need to be 
replaced

� Replace JD Edwards for 
contract management

Customer Services � Team is shared � All processes are shared � Shared facility in Leeds � None � Shared complaints system

Legal & Co Sec � In-house Legal & CoSec 
capability to be established

� Set up external legal support 
on Day 1 including alcohol 
licence liaison

� Transfer trade mark 
certificates, companies house 
correspondence

� Complete companies house 
filings – director changes, 
reg. office

� No system separation required
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Key areas of separation complexity during 
transition (2 of 2)
Category Functions People Services Assets / Facilities Co ntracts / Legal Technology

Trading Clothing & 
Accessories

� A number of dedicated 
FTEs on Bhs contract 

� Six Bhs Menswear FTEs 
supporting Burton

� Divisions to continue 
trading activities

� A number of FTEs to be 
based at Marylebone 
House

� All contracts are stand-
alone and negotiated 
under Bhs terms and 
conditions

� Menswear contracts to be 
extracted from the Burton 
system 

Home & Gifts � 101 FTEs on Bhs 
contracts

� None � All FTEs based in North 
West House. Dedicated 
warehouse space in 
Acton for furniture 
development

� All contracts are stand-
alone and negotiated 
under Bhs terms and 
conditions

� Need to establish stand-
alone packaging, supplier 
account management and 
compliance systems

Digital � 33 dedicated FTEs on 
Bhs contracts

� Standalone multichannel
(web, mobile, click and 
collect) activities

� 33 dedicated FTEs, 14 
Arcadia replacement 
FTEs and 2 studios to be 
based at Marylebone 
House 

� Eight key contracts 
negotiated under group 
purchasing and legal 
teams to be separated

� Shared group website,
desktop and mobile 
ecommerce systems

Operations International � All Bhs employees � None � None � None � International systems are 
separate, however, 
interact with central 
systems

Retail � Bhs employees in stores � None � Concessions in store are 
under agreement, rather 
than shared

� None � EPOS systems are 
separate, however, 
interface with group 
systems

Retail Operations � Operations management 
are Bhs only

� Shared surveyors for 
maintenance

� Maintenance use group 
contract

� None � None

Supply Chain & 
Logistics

� 6 supply chain people in 
group

� Shared ethical 
compliance and fraud 
teams

� Logistics may lose some 
efficiency if separated

� Atherstone operated 
separately, however 
shared DC for menswear 
and some digital

� Shared logistics and 
digital contracts

� Menswear to be migrated 
onto Retail Management 
System
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Day 1 operating model and key transition service 
area dependencies (1 of 2)

RetailHome International Retail 
Operations

Commercial Operations

Menswear

Design

Digital

Key: Day 1 assumption by functional area Function part of Bhs Function needs to be replaced Function to be covered by the TSA More than one category applies

Supply Chain 
& LogisticsChildrenswear Womenswear

& lingerie
Hospitality & 

food Concessions

Buying

Merchandising

Technical

Design

Buying

Merchandising

Technical

Design

Buying

Merchandising

Technical

Design

Buying

Merchandising

Technical

Planning

Stock flow

Furniture Helpline

Design & Planning

Buying

Merchandising

Online Trading

Online Production

Digital Marketing

Editorial

Creative / 
Multichannel

Arcadia inserts

DCK jewellery 

Lloyds footwear

Lotus Footwear

Entertainment

High-street TV

Regatta

Sales management

Store and local 
promotions

Store management

Stock management

Store customer 
services

Merchandising

EPOS

Retail stockroom

Facilities 
management

Site acquisition / 
investment

Store Mastercard

Inventory stock 
management 

system

Inventory / stock 
balancing

Inbound logistics

Processors

Warehousing & 
management

Outbound Logistics

Digital stocks at 
Atherstone

Digital stocks other

Franchise contract 
management

Brand management

Stock & order 
management

Store planning and 
design
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Day 1 operating model and key transition service 
area dependencies (2 of 2)

Finance, 
Treasury & Tax Marketing ITHR Property

Support Services

GNFR
Procurement Risk & Insurance Customer 

Services Legal & Co Sec

Customer marketing

Product presentation

Photography

Design

Press relations

Fixture and display 
development

Customer services 
systems

Customer services team

Processes

Print tendering

Property Acquisitions 
and Disposals

Property Finance and 
Lease Management

Property maintenance

Store Planning

Store Design

Project management

Sourcing Strategy

Supplier Due Diligence

Shortlisting & 
Negotiations`

Contract Development 
and Negotiation

Agreement of service 
levels

Contract management 
and administration

Insurance 
(Property and Casualty)

Health & safety

Environmental

Crime and Physical 
Security

Property Risk

Risk Finance

Loss Prevention

Business Continuity

Information security

Regulatory and Product 
Compliance

Risk Governance

Company Secretary

Legal advice 
(Trading standards)

Trade Marks 
Administration

Alcohol Licencing 
administration

GL & 
Statutory Reporting

Fixed Asset 
Register

AR / AP

T&E

Tax

Management Reporting

Trading & Commercial 
Analysis

Internal Audit

Forecasting & Strategic 
Planning

Treasury

International Credit & 
Collections

Payroll

HR Business Partnering

Employee Relations

Resourcing

Learning and 
Development

Internal 
Communications and 

Employee Engagement 

Reward and Benefits

Pension

Performance 
management

HR Transaction 
processing

1st Line Support

2nd & 3rd Line Support

Infrastructure

Datacentre

IT Security & Risk

IT Service Management 

Electronic Point of Sale 
(EPoS)

Applications

Application Build

MIS

Key: Day 1 assumption by functional area Function part of Bhs Function needs to be replaced Function to be covered by the TSA More than one category applies



Turnaround 
plan
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Challenges to the turnaround plan

• The turnaround plan to get to breakeven by 2017 has £27m of property and £24m of trade 
initiatives – a further £8m of trade initiatives have been identified
– The numerous initiatives across the business will have inter-dependencies and potential contradictions between 

them, especially in terms of timing and resource requirements

– Exit of 30 loss-making stores and other property initiatives – have been handled to date by Arcadia's property group, 
but on Completion the Buyer will need to review status of these, and may want to reconsider the exit of some of the 
sites. The remainder of the portfolio also needs to be assessed in context of potential for turnaround (e.g. through 
fascia uplift and renegotiating lease terms) or exit

– 1% LFL growth predicated on high-level set of assumptions on re-directing design resource into modernising classic 
range for women, driving the men's and children's lines and growing online sales. However design teams may be 
tight and need recruitment, and it is not clear what impact redirecting design resource away from current focus might 
have. In addition online success to date seems to have been mainly built around homeware and children's, thus the 
Buyer will need to understand robustness of management's online strategy and ideas for third party web sales 
opportunities

– Own buy margin growth expected to be driven by rationalisation of SKUs, through depth rather than breadth, and 
through improved sourcing from duty-free countries (e.g. Vietnam). The potential negative impact of reducing breadth 
of range on consumers needs to be understood, as does the state of supply chain negotiations in shifting to Vietnam, 
etc.
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Challenges to the turnaround plan (cont.)

– The food stores initiative is a good idea to drive inbound footfall – the challenge will be to convert this into broader 
store browsing and spill-over benefits. Similarly the initiative to outsource hospitality is sensible given the positive 
contribution impact, but the Buyer will need to consider how to reduce property footprint of hospitality, to use for other 
divisions

– The international strategy hasn't been explored in detail – need to do this with management, to understand any short-
term issues / priorities

– The longer-term turnaround challenge will be: (a) how to broaden appeal of Bhs offer beyond 45 year old female (b) 
how to drive footfall across the year, and reduce dependence on seasonal factors; (c) how to best exploit the large 
amount of available space, often in good high street locations. The concessions / insert strategy is a good idea and 
needs to be developed further

– As is evident from the above there will be inter-dependencies in these initiatives – for example prioritising design 
resources across divisions, impact of reduced store numbers on purchasing power with suppliers, investment 
requirements for store modernisation, food, online, etc. Consequently, it will be critical to review, prioritise and 
synthesise these initiatives together into a coherent, executable plan, with clarity on the financial implications

– In addition it should be noted that management's testing of consumer expectations is dated and may not take into 
account the evolving demands of consumers and strategies of competitors. Whilst this should not be critical with 
respect to short-term turnaround initiatives, a successful longer-term strategy will need to take these factors into 
consideration



Tax
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Project Harvey – Target structure

Bhs Group Limited (UK)

Bhs Properties Limited 
(UK)

Notes: a. All shareholdings 100% unless noted
b. This shows an extract only of the Harvey structure
c. Intercompany balances ignored for this diagram

Transaction 
perimeter

Taveta Investments No2 
Limited (UK)

Arcadia Group Limited (UK)

Subsidiaries

Taveta Limited 
(Jersey)

Individual 
shareholders

Bhs Limited (UK) Davenbush Limited (UK)

Bhs (Jersey) Limited 
(Jersey)

Bhs Services Limited (UK) Lowland Homes Limited 
(UK)

Epoch Properties Limited 
(Jersey)

Lady Green & 
Family

Uberior 
Investments 
Limited (UK)

Holding / trading company

Property investment company

Dormant company

Shareholdings 
TBC

Carmen Properties Limited 
(Jersey)

Taveta Investments Limited
(UK)
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Project Harvey – Proposed Acquisition structure

Bhs Group Limited (UK)

Bhs Properties Limited (UK)

Notes: a. All shareholdings 100% unless noted
b. Intercompany balances ignored for this diagram

Bhs Limited (UK) Davenbush Limited (UK)

Bhs (Jersey) Limited 
(Jersey)

Bhs Services Limited (UK) Lowland Homes Limited 
(UK)

Epoch Properties Limited 
(Jersey)

Individual 
Shareholders

Intercompany
loan

Retail Acquisitions Limited 
(UK)

Carmen Properties Limited 
(Jersey)

Swiss Rock Plc (UK)

Holding / trading company

Property investment company

Dormant company

Buyers / bid vehicles
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Scope and limitations 

• We have encountered the following limitations in relation to information and access to Arcadia and Bhs management, 
which restricted our ability to comment on the items agreed in our scope in full. In particular:

– we were not provided with direct access to the tax function due to conflicts of interest between Harvey and the 
pension trustees;

– we were not provided with key information to assist us with quantifying tax risks, in particular in relation to the 
proposed property transactions; and

– we did not begin to receive responses to our information requests from Arcadia and Bhs management until 
Wednesday 4 March 2015. Our findings may therefore necessarily be restricted.

• The specific items below have been agreed with you and it should be noted that our standard procedures for a 
transaction of this size would involve a full scope tax due diligence and detailed structuring work. Given the timescale and 
commercial parameters of the Transaction, it was agreed that work of this nature would not be necessary

• We have highlighted the background to our key tax issues below. Any further points which did not, based on our work, 
result in material tax exposures have been included in an appendix to this report

Specific scope items agreed

1. Understand proposed property transactions associated with the financing of the Transaction and comment upon material 
corporation tax, stamp duty and stamp duty land  tax costs 

• We have commented on the property transactions at a high level based on information provided. Although we were not in 
a position to undertake material structuring in the timescale provided to mitigate tax implications, we have suggested 
possible post-Completion planning that may mitigate some of the tax implications of certain proposed transactions
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Work undertaken (cont.) 

2. Consider proposals for elimination of intercompany debts and manage potential associated tax exposures
• We noted early in the process that the original proposals for eliminating intercompany debts were likely to create a 

material cash tax exposure. These proposals have now been revised to create a commercial solution that should not 
create a material cash tax impact at closing, however the current proposals create significant restrictions in relation to the 
unwind of the debt post-Completion should this be intended

3. Determine potential tax charges associated with leaving VAT or capital gains tax groups
• We have been involved in finding a solution to transition the group to its post-Transaction VAT position with minimum 

impact
• Although we have received limited information in relation to potential tax charges arising on the departure from the capital 

gains tax groups, there is currently a warranty in place confirming that there are no material tax charges resulting from 
the exit of the capital gains tax group

4. Any exceptional pension tax costs arising on the Transaction
• We have undertaken a high level analysis of the limited information provided, and have recommended that a post-

Transaction ruling is sought from HMRC

5. In respect of the historic position of Harvey, any material pending HMRC enquiries; any material provisions in the 
accounts for potential tax exposures; and the availability of tax losses and their likely availability going forward;

• Based on limited information provided by Gillian Hague in emails dated 4 March and 5 March 2015, we have provided 
high level comments on the tax position of the group where relevant

• We have also commented at a high level on the availability of tax losses. However, as most of the pre-Completion tax 
losses are expected to be retained by Arcadia (see comments below), we have not sought to investigate the quality of tax 
losses brought forward 
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Key tax issues – summary of tax exposures

Tax exposure 
(£m)

Timing (assuming Transaction
undertaken before 31 August 2015)

Release of onerous lease provisions (subject to losses) 18.7 June, Sept & Dec 2015 (see below)

Sale of North West House – CT charge on capital gain 1.2 June, Sept & Dec 2015 (see below)

Sale of Oxford Street store 8.9 June, Sept & Dec 2015 (see below)

Carmen lease surrender Zero as pre 
Completion

n/a

VAT on lease surrender payment 1 – possibly 0 Expected March 2015

Recovery of VAT on lease surrender payment (1) – possibly 0 Expected May 2015

Total cash tax exposure 28.8 

Use of losses – 2015 (amount subject to confirmation) (5.2)

Use of losses – 2016 carry back (amount subject to 
confirmation)

(6.3)

Total cash tax impact 17.3
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Key tax issues – CT impact on cash flow

Tax due (£m)

Quarterly instalment payment (March 2015) Nil

Quarterly instalment payment (June 2015) 4.3

Quarterly instalment payment (September 2015) 4.3

Quarterly instalment payment (December 2015) 8.8

Total cash tax exposure 17.3

Vendor cash left in business as part of Transaction negotiations (3)

Total cash tax payable 14.3
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Key tax issues

Area Issue Comment

Onerous lease 
provisions

Total onerous lease provisions of c. 
£120m have been recognised at 
the level of Bhs Limited. We 
understand that tax deductions 
have been take for the onerous 
lease provisions in the past.

If the leases to which the provisions 
relate are surrendered or 
renegotiated, the onerous lease 
provisions need to be released, 
resulting in a taxable credit to the 
profit and loss account (if a tax 
deduction has been taken for these 
provisions in the past)

• If there were to be a reversal of the provisions in full, 
this would result in a tax charge of c. £25m (£120m at 
21%)

• However, we understand from the Vendor that, if only 
the lossmaking provisions were exited (including 
Reading, Oxford and Oxford Street) the resulting 
cash tax charge should be reduced to c. £18.7m 

• In order to shelter an element of the cash tax charge, 
the Vendor has agreed to pay £3m for surrender of all 
the losses of Bhs Ltd for the period up to closing

− We note that this is significantly lower than earlier 
negotiations in the sale process in respect of the 
surrender of losses (which referred to payment by 
the Vendor of £17m)

• The remaining £15.7m will become taxable at the 
date the leases are renegotiated / collapsed (subject 
to losses)

Note – as the Vendor has now refused to provide warr anties on tax base costs and onerous lease provisio ns, there is a risk the liabilities 
identified above could be materially different
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Key tax issues (cont.)

Area Issue Comment

Property 
transactions –
Marylebone House

It has been agreed that Wilton, 
holding Marylebone House will 
be sold to a third party Buyer 
pre-Completion, an amount 
derived from the sale of 
£13.5m will be provided to the 
purchaser group in some way, 
currently being discussed

• The sale of Wilton has no impact for the new group 
• Bhs will be provided with a two year rent free period on 

Marylebone House. Depending on the circumstances, this may 
result in an income/ expense being reflected in the profit and 
loss account, accompanied by a tax charge (although we note 
that there is a low risk only of a net tax charge in these 
circumstances)

Expected date of sale Monday 
16 March 2015

• See below in the summary of Carmen transactions regarding 
the surrender of the intermediate lease by Wilton to Carmen
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Key tax issues (cont.)

Area Issue Comment

Property 
transactions –
North West House

We understand that a 3rd party 
purchaser has been identified 
by the Buyer for North West 
House, whereby Lowland
Homes will sell the property for
£32m on or around the 
Completion date

• The disposal of North West House will result in a UK 
corporation tax charge of £1.2m for Lowland Homes

• Due to the timing of sale, it may not be possible to offset the 
gain by post-Completion tax losses in full due to other taxable 
transactions, principally the onerous lease provision reversal

There are no intermediate 
leases which will need to be 
surrendered. However there 
will be a need to formalise the 
existing licence of Bhs Ltd to 
occupy through a surrender 
and re-grant transaction

• The surrender and re-grant transaction should have no material 
tax consequences
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Key tax issues (cont.)

Area Issue Comment

Property 
transactions –
Oxford Street 
Store

We understand that the Oxford 
Street store is to be sold within 
a few months of Completion for 
c.£50m
Further details on this disposal 
are to be provided

• Assuming the base cost is equal to NBV for the Oxford Street 
Store (£7.7m for 2013/2014), the disposal of the Oxford Street 
store will trigger a UK corporation tax charge of £8.9m for Bhs 
Limited 
− We are unable to confirm the Base cost as we have not 

received this information despite requesting it from Arcadia
management and Linklaters

• Based on the proposed timing, it may not be possible to offset 
the gain against by post-Completion tax losses in full due to 
other taxable gains / releases arising

Tax losses The post-Completion tax 
losses are expected to remain 
in Bhs Ltd

• We expect overall post-Completion tax losses to be in the 
range of £25-40m for FY15. Drafting has been agreed with 
Linklaters such that the Vendor will only be able to extract 
losses based on the actual results of Bhs Ltd up to close and 
not on the average losses of the year

• We understand that there may be c.£30m of tax losses for 
FY16

• These losses have been confirmed verbally with Stephen 
Bourne but we have not received any documentation to confirm 
their quantum or existence
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Key tax issues (cont.)

Area Issue Comment

Carmen lease 
restructuring

It is proposed that, specifically in 
relation to the Marylebone House 
lease: 
Pre Completion
• Carmen surrenders the headlease

on Marylebone House to Wilton for a 
payment to Carmen of £5m

• Bhs Ltd surrenders lease to Wilton 
for no consideration. This may or 
may not take place post-Completion

• Existing leases between Carmen 
and Bhs Ltd are renegotiated

• New 16 month lease in place 
between Wilton (now held by 
Delancey) and Bhs Ltd

• All efforts are being made to ensure that the surrender 
payment from Wilton to Carmen Properties is undertaken 
pre-Completion, if this is the case then any impacts (which 
the Vendor believes will be none) will be for them

• However it is possible that ultimately this is not achieved in 
which case a £1m tax impact is anticipated, by means of UK 
attributions provisions assessing the offshore gain in the 
hands of Retail Acquisitions Ltd

• When Bhs Ltd surrenders its interest to Wilton, the two 
companies will not be within any connection for tax purposes 
and therefore no market values should be imputed for 
corporate tax or SDLT purposes

• Post Completion structuring may be available to mitigate the 
tax charges on the surrender payment and on the 
renegotiation of other Carmen leases
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Key tax issues (cont.)

Area Issue Comment

Assignment of debt to 
Dominic Chappell

There is currently a loan of c. 
£240m between Arcadia Group 
Limited and Bhs Limited, created by 
way of an initial cash injection on 
acquisition of the group as well as 
on-going cash funding required by 
Bhs

• We note that the earlier proposal for dealing with the 
£240m by gifting it to Dominic Chappell has been 
removed

• We understand that the current proposal is that £40m 
of the £240m debt will be retained by Arcadia, secured 
against assets of Bhs

Two elements of pension security, a 
£15m charge over the Bristol 
property, and a £25m fixed and 
floating charge will be gifted by the 
Vendor to the pension, securing 
£40m of this loan

• We understand that the treatment of the remaining 
£200m is still being discussed, however we noted that 
a material tax charge would result if the loan was 
impaired or forgiven at a time when there is no 
connected corporate debtor and creditor
− it therefore appears critical to resolve this pre-

Completion



Completion 
balance sheet
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The lack of working capital mechanism mitigating 
Completion timing presents a funding risk

– the fluctuations shown are on a monthly 
basis; there is also a significant intra-week 
fluctuation (driven by weekend sales)

• This is usually addressed by a working capital 
adjustment against a target "normalised" level 
agreed pre-Completion; in this case, there is no 
such formal mechanism due to Vendor 
opposition, although specific items have been 
carved out as being attributable to the Vendor 
and the Buyer on Completion (see subsequent 
slides)

– this presents risk for both parties, but as the 
Vendor controls the business until 
Completion the risks are greater for the Buyer

• The date of Completion can materially alter the 
working capital in the business at Completion 
and therefore its total funding requirement

– our high level analysis suggests a range of 
c.£29m during the 12 months to January 
2015; any shortfall against the average at 
Completion is an additional funding 
requirement for the Buyer

Actual versus average working capital

£29m range

over LTM

NB1: the figures presented above have not been normalised so may not be representative

NB2: the figures presented above are net of those items addressed elsewhere in the completion adjustment
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The Vendor has agreed to settle c.£23.7m of debt-
like and other items on Completion

• Debt and debt-like items are typically borne by the 
Vendor in transactions. The items we consider to 
be debt or debt-like are set out opposite

– the rationale is that these relate to services 
enjoyed by, or costs incurred by, the Vendor 
pre-Completion to be settled by the Buyer post-
Completion

• The Vendor has agreed to bear c.£28.6m of the 
balances identified agreed between the Buyer and 
the Vendor (figures at 9 March 2015)

– the items will be settled either through cash left 
in the business, we note that there is also an 
adjustment for working capital items which the 
Vendor believes they are entitled to (see 
overleaf)

– the net adjustment is a £23.7m addition to 
opening cash

Potential debt and debt-like items as identified by Grant Thor nton

£'000

Balance at 

P5

Agreed w ith  

Vendor(a) Comments

Debt items (dealt with separately)

Jersey  Mortgage 20,038 - Debt item but assumed as underly ing property  transferred w ith deal

Debt-like and other items

Capital Accrual 1,332 - Capital commitments made pre-Completion - rejected by  the Vendor

Franchise fit out 1,000 -

VAT 7,722 5,500 Relates to pre-Completion trading - acknow ledged by  Vendor 

Rent rev iew s 6,900 - Relates to pre-Completion trading 

Pay roll Control 2,126 2,126 Relates to pre-Completion trading (PAYE and NIC, and pay roll) (per P5 Balance 

Sheet) - NB no accrual accepted for March trading

Dilapidations prov ision 8,400 - Liabilities incurred by  Vendor - rejected by  Vendor 

Asbestos prov ision 7,400 - Liabilities incurred by  Vendor - rejected by  Vendor

Gift Card Liability 9,934 3,315 Vendor taken the cash but not deliv ered the serv ice - accepted by  Vendor, 

how ev er the balance has reduced as follow s:

- £4.7 million due to incorrect allocations

- Arcadia corporate cards, w hich cannot be redeemed in BHS

- general reduction (5% + 10%) to reflect those w hich w ill nev er been redeemed

Insurance risk retention 7,109 1,700 Claims relate to pre-Completion issues - agreed by  Vendor although reduced as 

the Vendor indicated that £4.8 million is a general, surplus prov ision, and in fact 

the annual av erage pay -out ov er the past tw o y ears is £1.7 million 

Other items

Proceeds from disposal of properties 5,900 Ealing (£6.9 million) less £1 million (Ox ford £500,000, bank fees and Carmen 

£350,000)

Tax  for onerous lease unw ind 4,000 These w ill not be on opening balance sheet; rev ersal causes gain for tax  

purposes

Tax  group relief 3,000 In respect of H115 losses

Credit notes 3,019 Balance per P5, assumed to be constant

Total debt-like and other items 51,923 28,560

Less further adjustments (see ov erleaf) (4,900)

Net total added to opening cash 51,923 23,660

(a)balance at 11 March 2015
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Summary of Completion mechanics; net effect is 
a £23.7m uplift to opening cash

• The c.£23.7m left in opening cash by Vendor 
represents a combined proxy for the standard 
"debt-free, with a normalised level of working 
capital" approach

– ordinarily we would expect there to be a true-up 
post-Completion to ensure the accuracy of the 
balances at 11 March 2015; however this has 
been rejected by the Vendor and therefore 
represents a further risk to the Buyer

– the amount will be reduced by c.£4.2m by 
netting off the costs due to the Vendor in 
respect of shared services and concession 
sales in the week following Completion

Net adjustment for debt-like items and working capi tal (a)

£'000

Cash settled 

by  Vendor Comments

Debt-like items 28,560 As per prev ious slide

Adjustment for w orking capital items

Supplier inv oices prepaid (500) Supplier inv oices due post-Completion settled early

Cash in transit (4,400) Estimate at closing

Total 23,660

Less: Items to be held on account

Week 1 inserts sales less commissions (1,100)

Week 1 shares serv ices (1,058)

Week 1 shares contract pay ments/ other (2,000)

Total immediately available 19,502

(a)balances at 11 March 2015

Concerning protection discussed w ith Stephen - to be 

included in the TSAs
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Appendix 1: Letter of Engagement
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Appendix 1: Letter of Engagement (cont.)
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Appendix 1: Letter of Engagement (cont.)
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Appendix 1: Letter of Engagement (cont.)
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Appendix 1: Letter of Engagement (cont.)
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Appendix 1: Letter of Engagement (cont.)
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Appendix 1: Letter of Engagement (cont.)
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Appendix 2: Important notice

• Sources of information

– The information contained in this report is based primarily on 
information provided by Bhs and Arcadia management. 

• Period of our fieldwork

– Our fieldwork was performed in the period between 16 February 
2015 and 8 March 2015. We have not performed any fieldwork 
since 8 March 2015 and our report may not take into account 
matters that have arisen since then. If you have any concerns in 
this regard, please do not hesitate to contact Paul Martin. 

• Scope of work and limitations

– Our work focused on the areas set out in the Letter of 
Engagement, which is reproduced at Appendix 1 of this report. 
Our review of the affairs of the Target Group does not constitute 
an audit in accordance with Auditing Standards and no 
verification work has been carried out by us; consequently we 
do not express an opinion on the figures included in the report.

– The scope of our work has been limited both in terms of the 
areas of the business and operations which we have reviewed 
and the extent to which we have reviewed them. There may be 
matters, other than those noted in this report, which might be 
relevant in the context of the Transaction and which a wider 
scope review might uncover.

• Limitation of liability 

– We draw your attention to the limitation of liability clauses in 
paragraphs 3.1 to 3.10 to Appendix 1 of the Letter of 
Engagement which is included in Appendix 1 to this report. 

• Location of our work

– We visited the following locations of the Target Group:

� Marylebone House

� Colegrave House

• Taxation

– Our review of corporation tax was based on figures contained in 
the financial statements therefore we are unable to comment on 
tax liabilities which may arise as a result of omissions from, or 
misrepresentations in, those financial statements.

• Forecasts

– The responsibility for the Bhs management plan, the cash flow 
forecasts and the assumptions on which these are based is 
solely that of Bhs and Arcadia management. It must be 
emphasised that profit and cash flow forecasts necessarily 
depend on subjective judgement. They are, to a greater or 
lesser extent, according to the nature of the businesses and the 
period covered by the forecasts, subject to inherent 
uncertainties. In consequence, they are not capable of being 
audited or substantiated in the same way as financial 
statements which present the results of completed accounting 
periods.
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Appendix 2: Important notice (cont.)

• Review of auditor’s working papers

– We have met with the auditors and tax advisors to the Target 
Group, PricewaterhouseCoopers LLP ("PwC"). Our meeting was 
subject to the terms set in the release letter issued by PwC 
dated 23 February 2015. However, we highlight that this report 
does not contain any information or secondary information 
derived from information obtained during our review of the 
working papers.

• Forms of report

– For your convenience, this report may have been made 
available to you in electronic as well as hard copy format. 
Multiple copies and versions of this report may therefore exist in 
different media and in the case of any discrepancy the final 
signed hard copy should be regarded as definitive.

• General

– Our report is issued on the understanding that the management 
of the Target Group, Arcadia, Swiss Rock PLC and RAL have 
drawn our attention to all matters, financial or otherwise, of 
which they are aware which may have an impact on our report 
up to the date of signature of this report. Events and 
circumstances occurring after the date of our report will, in due 
course, render our report out of date and, accordingly, we will 
not accept a duty of care nor assume a responsibility for 
decisions and actions which are based upon such an out of date 
report. Additionally, we have no responsibility to update this 
report for events and circumstances occurring after its date.

• Contacts

– If there are any matters upon which you require clarification or 
further information please contact Paul Martin on 020 7865 
2118. 
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Appendix 2: Important notice (cont.)

• Auditor: PwC

– The auditor and tax adviser of the Target Group has, on certain 
conditions, allowed Grant Thornton ('the Investigating 
Accountants') to have access to the Auditor and Tax Adviser's 
(i) working papers relating to the statutory audits of the 
Companies' financial statements for the two years ended 30 
August 2014 ('the Audit Working Papers'), and to (ii) the 
draft corporation tax returns of the Companies, so far as in the 
Auditor and Tax Adviser's possession, for the year ended 30 
August 2014, working papers relating to those returns and 
copies of any correspondence and related documents passing 
between this firm and HM Revenue & Customs in respect of 
those returns (together 'the Tax Papers').

– The Auditor and Tax Adviser does not accept or assume 
responsibility to anyone other than each of the Companies and 
each of the Companies' members as a body, for its audit work, 
for its audit report or for the opinions it has formed. To the fullest 
extent permitted by law, the Auditor and Tax Adviser does not 
accept or assume responsibility to anyone as a result of the 
access given to the Audit Working Papers or the Tax Papers or 
in connection with the review by the Investigating Accountants of 
the Audit Working Papers or the Tax Papers.

– The Audit Working Papers were not created for, and should 
not be treated as suitable for, any purpose other than the 
statutory audits. The Tax Papers were prepared and/or 
obtained for the purpose of, and should not be treated as 
suitable for any purpose other than, calculating the 
Companies' tax liabilities and assisting the Companies to 
meet their statutory obligations to file corporation tax returns 
and respond to enquiries raised by HM Revenue & Customs 
into the Companies' UK corporate tax returns. The statutory 
audits are undertaken in order that the Auditor (as statutory 
auditor) might state to each of the Companies' members 
those matters it is required to state to them in an auditor's 
report and for no other purpose. The tax work performed for 
the Companies, and the Tax Papers created in connection 
therewith, were not planned or conducted in contemplation, 
or for the purpose, of any transaction involving any of the 
Companies.
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Appendix 3: Detailed analysis of risks around 
Completion Accounts mechanism
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Appendix 3: Detailed analysis of risks around 
Completion Accounts mechanism (cont.)
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Appendix 3: Detailed analysis of risks around 
Completion Accounts mechanism (cont.)
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Appendix 4: key tax issues

Area Issue Comment

Pension recovery plan and 
deficit top-up proposals 

The intention is to reduce the pension 
deficit through
• a compromise/reduction of members' 

benefits and 
• cash contributions, most likely involving 

a Vendor contribution of £5m per 
annum over 3 years. Some Bhs 
contributions are also contemplated

• The two key issues on pensions from a tax perspective are
− To ensure that the reduction in pension liabilities does not

create any corresponding accounting entry that is taxable; and 
− To minimise the risk of any Unauthorised Employer Payment 

issues, which can give rise to punitive tax charges
• Both issues are not clear cut, however we consider there to be a 

low risk that they will result in a material cash tax impact
• Given the amounts (i.e. a potential £207m reduction in the gross 

pension liability) and uncertainty involved, we would strongly 
recommend that a post-Transaction ruling is sought from HMRC
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Appendix 4: key tax issues (cont.)

Area Issue Comment

VAT – RAL RAL will incur costs in relation to 
professional services received in 
connection with its acquisition of the Target 
Group. 

The recovery of VAT on transaction costs 
is an area that is frequently challenged by 
HMRC. To ensure that RAL is in the 
strongest possible filing position to recover 
VAT on transaction costs, we have 
recommended that the company applies to 
register for VAT. 

• RAL must demonstrate, prior to acquiring the Target Group, that it 
intends to actively manage and provide services to Target Group 
and, post-Completion, that it fulfils this intention. 

• In practice, in addition to documenting the intentions in a pre-
Completion board meeting minute and preparing a draft 
management services agreement to be entered into with the 
Target Group, we have also recommended that all TSAs be 
addressed to RAL. 

• We have also recommend that central functions are set up in / 
transferred to RAL in the first 90 days post-Completion.
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Appendix 4: key tax issues (cont.)

Area Issue Comment

VAT – Transitional 
arrangements

The Target Group will need to fulfil its VAT 
reporting requirements in the period 
immediately post-Completion. We have 
agreed with Management to approach HMRC
to request that the Target Group remains in 
the Arcadia VAT Group until 28 March 2015 

The Target Group will then form its own VAT 
group registration with effect from 29 March 
2015. 

As there may be difficulties updating the 
accounting system to reflect the Target
Group’s new VAT number, permission has 
also been sought from HMRC to use the 
Arcadia VAT group registration number on 
invoices issued after exiting the Arcadia VAT 
group

• It is important to note that members of a VAT group are jointly 
and severally liable for the VAT debts of the other members of 
the VAT group for the period in which they are in the same 
VAT group

• As such, the Target Group will be jointly and severally liable for 
Arcadia’s VAT debts for the period between 9 March 2015 and 
28 March 2015 (and vice versa) 

• However, given the administrative difficulties which would arise 
if the Target Group separated from the Arcadia VAT group 
immediately, this additional liability is not considered to be 
material
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Appendix 4: key tax issues (cont.)

Area Issue Comment

General tax profile Other than detailed opposite, Management 
have confirmed that the Target Group is 
substantially up to date with corporation 
tax, payroll tax and VAT compliance 
requirements, and there are no open 
HMRC enquiries for these taxes

• The corporation tax returns for Bhs Limited and Bhs Properties 
Limited have historically been submitted late for 2012 and 2013. 

• For Bhs Limited the 2013 tax computation has not yet be 
submitted
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Appendix 5: Cash flow assumptions and 
limitations

Source Assumptions and / or limitations Notes

Post-acquisition
major property 
transactions

RAL management • We have been made aware of the funding sources both pre and post-Transaction, 
incorporated in our initial funding

• We believe these cash flows are critical to the funding of Harvey but as at the date 
of this paper can not be determined with any certainty

(2)

Store disposals 
and closures

Vendor 
management team 
(notably Chris 
Harris)

• Chris Harris has provided a list of properties in the process of negotiation, as well 
as 32 loss making stores identified for closure, including an estimate of cash flow 
impacts and exit costs

• We have incorporated sales which are confirmed or in process, being Ealing 
(£5.9m) and Carlisle, as well as the impact of losing 15 loss making stores

• We understand from Vendor management that the sale of Carlisle may no longer 
be in place from Day 1 however the model assumes these funds will be available 
in the first week post-Completion

• The Oxford store closure costs were provided by Chris Harris as £0.5m, however 
these have not been included as our understanding is that these are included in 
the net proceeds of £5.9m for Ealing

• For North West House, we have not been provided with details of transaction 
costs or current rental costs hence we have assumed a £1m transaction fee

• For the sale of Marylebone House, originally anticipated break fees of £5m have 
not been included per discussions with RAL management. A £1m fee has been 
included

• We have not been provided with full details relating to the Jersey loan, hence the 
model assumes the £5m break clause and no further costs or interest charges

(6)

RAL Capital 
Injection

RAL Management • The £5m capital injection from RAL has been modelled to be paid on Day 1. The 
model does not have this amount being removed from the business at a later date

(2)
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Appendix 5: Cash flow assumptions and 
limitations (cont.)

Source Assumptions and / or limitations Notes

TSA & Standalone 
costs

RAL management/ 
Vendor 
management team 

• We are anticipating that should the proposed Transaction proceed, significant 
further work will be undertaken to plan (and budget for) the separation of Harvey 
from the Vendor. As such with more time we would expect to be able to provide 
better estimates of the likely costs. 

• We have sought to undertake an initial analysis with a view to providing the Buyer 
with a guide; however, you may wish to include a sensitivity for further costs when 
calculation how much headroom is required to fund Harvey on a stand-alone basis

• Major categories of one-off costs include deal related fees, insurance payments, 
stand-alone systems development. These are based on our best estimates, in turn 
based on data provided and the time available, however further time and due 
diligence might have uncovered additional one-off or exceptional costs that are not 
included

(5)

Pensions Deloitte / KPMG 
pensions team

• At the date of writing this paper, we understand that the Buyer will make annual 
contributions of £5m, which will continue to be spread evenly on a monthly basis

• We understand the Vendor has committed to make a further £5m of annual 
pension contributions, which we are assuming are made direct and do not flow 
through the Harvey cash flow

• However, in order to allow for prudency in light of the upcoming revaluation we 
have modelled for £10m of contributions from Harvey

• Our discussions in relation to pensions have included meetings with the Vendor's 
advisors. We have not been able to meet the pension trustees as part of our 
engagement, which we would normally seek to do as part of advising the Buyer on 
any such transaction. We have therefore relied on the representations of the 
Buyer and the Vendor as to the impact of the Transaction on pension fund cash 
flows
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Appendix 5: Cash flow assumptions and 
limitations (cont.)

Source Assumptions and / or limitations Notes

Tax and VAT PwC tax team
Vendor 
management

• The cash flow forecast assumes there will be no corporation tax payable, and 
removed any group relief

• VAT has been assumed to be payable on a quarterly basis with payments on 
account required post separation

• The impact of VAT on the various turnaround initiatives and overlays has not been 
included in the model due the limited time available and estimated minimal impact 
of VAT given this is a cash in and outflow

• In addition, although the VAT liability for March of £5.5m is to be paid by Group we 
have maintained a £6.5m cash outflow to cover any additional liability for the 
period from 1st to 10th March

• Stamp Duty Land Tax payable on the sale of North West House and Marylebone 
has not been included based on our understanding that these will be covered by 
the respective purchasers

• Our discussions in relation to both Corporation Tax and VAT have been limited 
and are based on our current views of potential liabilities for the stand-alone 
business. This being that no corporation tax will be payable, and VAT will be paid 
under a payment on account method following separation. 

• Where identified further tax items, such as carbon tax payments and stamp duty 
land tax, have been incorporated. We note that a potential tax liability triggered 
due to relief taken on onerous lease provisions has not been included as this 
would not be payable until beyond the period of the model

(3)
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Appendix 5: Cash flow assumptions and 
limitations (cont.)

Source Assumptions and / or limitations Notes

Vendor 
Management 
Operating Cash 
Flow

Richard Burchill/ 
Gillian Hague

• The weekly receipts and payments forecast provided by the Vendor was 
hardcoded and therefore we have not been able to adjust underlying trading 
assumptions to 'stress test' the forecast for changes in sales mix, volumes etc. 

• With more time available an integrated P&L, balance sheet and cash flow model 
could have been built to provide the ability to alter trading assumptions to run 
different trading scenarios

Management 
Turnaround Plan

Kathryn 
Morgan/Kate
Parton/Chris Harris

• We have had one meeting with Kathryn Morgan in order to discuss the phasing of 
the Harvey management turnaround plan. As such we have not sought to 
sensitise the plan. With more time we would anticipate undertaking more meetings 
and undertaking more due diligence on the turnaround plan, which could alter the 
timing and overall quantum of the cash flow impact

(6) & (7)




