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17 November 2015 

 
Dear Ladbrokes Shareholder 
 
I am writing to you as a fellow shareholder in Ladbrokes plc to set out my thoughts on the 
proposed merger with Coral, which is the subject of a General Meeting of Ladbrokes scheduled 
for 24 November.  Ladbrokes’ shareholders should instruct the Board to properly evaluate all 
strategic options open to it before committing to what I believe is the wrong deal.   
 
Ladbrokes has a great brand but, unlike Coral, has failed to migrate its customers online.  
Ladbrokes needs a new management team to achieve this.  However giving away half your 
company and taking on over £800m of debt is a very expensive way to recruit a quality 
management team. 
 
The deal has been championed by Peter Erskine, Chairman and John Kelly, Chairman designate 
and currently Senior Non-Executive Director who joined the Board of Ladbrokes in 2009 and 
2010 respectively.  They have led Ladbrokes down the disastrous path to a deal that is 
effectively the death of Ladbrokes as an independent company.  John Kelly was previously 
Chairman and CEO of Coral, which he left having taken on excessive debt and which, as a 
consequence, had to be restructured to the detriment of the shareholders shortly after he left.  
 
I have been a shareholder of Ladbrokes for nine years and, in 2013, I sold the Betdaq exchange 
business to Ladbrokes and entered into a technology joint venture with them.  I have seen at 
first-hand how Ladbrokes has been run and I believe I am well placed to comment on the 
proposed transaction.  
 
In summary, my concerns regarding the proposed transaction are as follows: 
 

 The real winners in this transaction are the Coral shareholders.  Make no mistake – this is 
a zero premium acquisition of Ladbrokes by Coral.  The Coral shareholders receive access 
to liquidity for their shares and significant relief from a £2.2bn debt burden.  In contrast 
the Ladbrokes shareholders have suffered a 66% reduction in their dividends and will be 
saddled with gearing multiples fifty percent higher than the current level.  In addition 
Coral shareholders will benefit from the transition of the Ladbrokes clients to the higher 
value online space whereas this has already been largely accomplished for the Coral 
customer base. 

 Corals margins will decline.  The margin on LBO sports betting is 16.5% at Ladbrokes 
and c.18% at Coral.  Paddy Power operates on a UK retail margin of c.11% and online 
margins are typically c.8%.  LBO margins will likely have to move towards these lower 
levels over time and the proposed transaction greatly increases Ladbrokes’ exposure to 
this risk. 

 Neither Corals nor Ladbrokes have developed their core technology platforms.  The lack 
of proprietary technology has been a significant driver of Ladbrokes’ underperformance 
versus peers and the proposed transaction with Coral, which is also largely reliant on 
third party technology, does nothing to address this weakness.  Playtech cements its 
position as key technology supplier to both Coral and Ladbrokes, in addition to receiving 
a £75million settlement of an incentive payment despite the failure of Ladbrokes’ digital 
division to achieve the recovery which the 2013 Playtech deal had promised.   



 

 Ladbrokes has failed to quantify the synergies or the potential cost of any competition 
review.  The Competition and Mergers Authority will comprehensively review the 
proposed 45% share of the LBO market.  That process will delay any completion of the 
proposed transaction until mid-2016 and will require Ladbrokes to dispose of a significant 
number of shops (estimated at between 400 and 1,000) to already strong competitors 
such as William Hill, BetFred and Paddy Power. This will likely occur at a discount to the 
price Ladbrokes will be paying for those shops.  

 The lost profits from any such disposed shops may outweigh the unspecified synergies 
which the proposed transaction is hoped to yield.  In respect of synergies, the 
commitment to maintain both the Coral and Ladbrokes brands and two trading teams 
would suggest that material synergies will be difficult to deliver. 

 The huge growth in Fixed Odds Betting Terminal (FOBT) revenues has been a critical 
recent contributor to Ladbrokes’ profitability.  In 2014 Ladbrokes had a contribution after 
machine duty of £346m from these machines.  Its Pre-Tax profit was £112m, about a 
third of this figure.  The profits from FOBTs have attracted significant media attention 
and political pressure and remain under regulatory threat.  Any further regulation would 
be extremely damaging to Ladbrokes and, in merging with Coral, it would be doubling up 
on this risk.   

 Since the announcement on 24 July, the Ladbrokes share price has fallen 16% from 130p 
to 109p, wiping out a further c. £200m in shareholder value, indicating the market’s view 
on the proposed transaction.  In contrast, since the announcement of the Paddy 
Power/Betfair merger, their share prices have increased 35% and 20% respectively. 

Despite its troubles, I believe Ladbrokes has the potential to be a great company once again and 
to become a major force globally in online gaming – a sector that is growing fast and where well 
managed companies are thriving.   
 
The shareholders in Ladbrokes have passively accepted all the bad news and the loss of value 
heaped upon them by the Ladbrokes Board and management over the last 10 years.  It may be 
tempting to just wave through the Coral merger – surely it can’t be any worse?  
 
This is not a good deal for Ladbrokes shareholders.  Shareholders should vote against it at the 
General Meeting on 24 November and insist that an independent committee of the Board, with 
appropriate advice from an independent investment bank, review all the strategic options open 
to Ladbrokes in a very active M&A market. 
 
Please refer to www.saynotocoral.com for more information. 
 
Yours sincerely, 
 

 

 

 
 
Dermot F. Desmond 
 


