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KEY INFORMATION 

Enterprise value £4.7m 

Index/market FTSE/AIM 

Next news FY14 interims: Dec 2013 

Gearing 24% 

Interest cover n.a. 

 

BRAND DESIGNS 

Initiation of coverage 

Blavod is in a transitional phase as it moves its operating model 
solely into the development of premium own brand spirits. Having 
recently outsourced distribution, Blavod can now focus on the 
added-value activity of creating desirable, profitable, international 
brands, backed with a pipeline of new product development. 
Successful brand incubation can attract larger industry players 
prepared to pay multiples of Blavod’s current market capitalisation 
for a brand proposition they can leverage globally. The shares do 
not currently reflect upside potential with the new model as yet 
unproven. 

 Trading activities: Having taken the strategic decision to drop the 
low margin distribution of third party brands, Blavod is in the early 
stages of transforming itself into a higher margin developer of 
premium alcoholic drinks, effectively a brand incubator. 

 Supportive macro trends: The medium-term outlook is positive 
given a number of trends. 1) The global spirits market is forecast to 
deliver a tailwind of compound volume growth of 2.2% up to 2017. 2) 
Premiumisation, meaning a relentless shift towards more premium 
products. 3) The increasing consumer preference for flavoured 
spirits. 

 Brand portfolio: Blavod’s premium product portfolio covers the rum 
(RedLeg Spiced Rum), gin (Blackwoods 40% and 60%) and vodka 
(Blavod, Blackwoods and Diva) categories. RedLeg is the 
company’s hottest brand currently, having secured export orders to 
Australia and won a Double Gold award at the 2013 World Spirits 
competition in San Francisco. 

 Trading update: The September (5 months) trading update gave 
encouraging news on own brand gross profit (+59%), cost reduction, 
a repeat export order for RedLeg to Woolworth in Australia and 
wider distribution of Blackwoods gin in Tesco stores. 

 Outlook: While such news is positive, the initial milestone is to 
reach monthly breakeven, which Blavod is targeting for early FY15E. 
This would help sentiment for the shares, as would newsflow on new 
orders and extended distribution for the brand portfolio, which would 
underpin hopes for sparking interest from larger drinks companies. 
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FYE (MAR) 2012 2013 2014E 2015E 2016E 

Revenue 4.6 3.8 2.2 1.2 1.4 

Adjusted EBITDA -0.4 -0.3 -0.4 0.1 0.2 

Adjusted PBT -0.5 -0.4 -0.4 0.0 0.2 

Adjusted EPS (p) -0.5 -0.2 -0.1 0.0 0.1 

EV/Sales 1.0x 1.2x 2.1x 3.8x 3.2x 

EV/ Adj. EBITDA n.a. n.a. n.a. 76.6x 22.4x 

P/E n.a. n.a. n.a. 272.1x 20.6x 

Source: Company Information and Progressive Equity Research estimates 
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BACKGROUND AND HISTORY 

In order to show and better understand Blavod’s development, we summarise 
below the key stages of the company’s history from its foundation in 1999. We 
have focused more heavily on events over the past three years, since Don 
Goulding became involved with the company. Having initially joined as an NED, 
with a background in senior management in the drinks industry at Diageo, Don 
assumed the role of Executive Chairman around fifteen months later, following 
shareholder-driven changes to the previous senior management team.  

This has led to an evolution and refinement of Blavod’s strategy with a shift in focus 
from distribution of third party brands (Managed Agency Brands) to the higher 
value-added development and incubation of its premium Owned Brands. These are 
marketed both domestically and internationally, with a view to attracting interest 
from larger industry players. The business and financial model is therefore 
changing as a result, with the focus firmly on driving profits and shareholder value 
rather than chasing less profitable distribution turnover. 

 

Summary of Blavod company history 

1999  - Blavod founded, introducing the first Black Vodka 

2004  - AIM admission; acquisition of Extreme Spirits in USA to drive US expansion 

2007  - Divestment of US arm; started push for distribution of third party brands 

2008  - Acquisition of Blackwoods brand licences – Blackwoods Gin and Vodka, Diva and Jago's 

2010  - Board changes, including Don Goulding as NED and Sarah Bertolotti as FD 

2011  - Don Goulding appointed as Non-Executive Chairman 

 
 - Departure of MD 

 
 - Don Goulding appointed Executive Chairman; re-focus of strategy to value creation 

 
 - Blavod production agreement under licence with Waldemar Behn (Germany) 

2012  - March: Launch of RedLeg Spiced Rum, first new Owned brand 

 
 - October: Share placement and debt conversion 

2013  - March: RedLeg wins order from Woolworth Australia 

 
 - April: RedLeg wins Double Gold award at San Francisco World Spirits Competition 

 
 - May: Completed acquisition of Blackwoods brands 

 
 - May: Appointment of Hi-Spirits as UK & Ireland distributor for company's Owned brands 

 
 - June: Cessation of distribution for third party whisky brand, Bruichladdich 

 
 - September: Trading updates 

 

Source: Blavod; Progressive Equity Research  
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THE MARKET BACKDROP 

Before addressing the implications and impacts of the shift in Blavod’s business 
model, we will look at some of the trends within the global spirits market. These are 
generally supportive of Blavod’s strategic goals and play to the strengths of its 
premium product portfolio, which we describe more fully below in “The Brand 
Portfolio” section of our note. 

Global spirits growth forecast up to 2017 

The backdrop of the global market should be favourable with spirits consumption 
set to grow at an annual rate of 2.2% up to 2017, according to a report from 
International Wine & Spirit Research (IWSR) – “The IWSR Forecast Report 2102 – 
2017”.  

Within this the annual growth rate of imports into local markets is forecast to be 
3.4% over this period, an acceleration from the 2.6% recorded in the previous five-
year period. This bodes well for international brands that are exporting to other 
markets, as is the case with Blavod, whose most important export markets are the 
USA, Spain and, more recently, Australia. The corollary of import growth will be a 
deceleration in the growth rate of domestic local brands, whose CAGR will fall 
sharply from 6.6% over the prior five years to 2.0% out to 2017. 

With Blavod having just secured a repeat order into Australia for its RedLeg brand, 
it is pleasing to see that IWSR is forecasting a higher annual growth rate for the 
Australasian market at 2.8% out to 2017. In addition, IWSR forecasts that rum and 
cane will see the highest growth rates in Europe over this period. 

Premiumisation rules 

On a global basis, and despite the economic pressures in many economies in the 
wake of the banking crisis, the spirits industry has seen a relentless shift towards 
more premium products away from standard and cheaper products for many years. 
This premiumisation trend has been driven primarily by rising incomes in emerging 
markets and a trading-up in the richer economies.  

Within the overall forecast global growth up to 2017, IWSR forecasts that the 
premium and above price categories, defined as retailing for $20 and above, will be 
the fastest growing of the quality segments over the next five years. And this 
follows growth almost tripling for this category from 2001 to 2011. 

This trend to more premium products has been evident in both the UK and US 
markets. According to the First Drinks Market Report 2013, published in July, 
against total market growth of 2%, premium spirit brands in the UK saw annual 
growth of 18% to £696m. This was broken down further between on-trade (pubs, 
bars, hotels, restaurants etc) and off-trade (retail outlets). Premium spirits growth 
was 25% (to £475m) through on-trade, compared with 4% in off-trade (to £221m), 
the latter still twice the growth rate of the total market. Premium Gin was 
highlighted as one of the key premium categories, which plays well to the 
Blackwoods gins within Blavod’s portfolio. 

This survey also points out the increasing use of social media by customers of 
premium spirits to share their experiences. Blavod is actively embracing the social 
media channels with regard to its brands, and Blackwoods (gin) and RedLeg (rum) 
in particular. 

 

Global spirits volume CAGR 

of 2.2% forecast up to 2017 

Universal phenomenon of 
shift to more premium 

drinks  

Social media fuelling word 
of mouth recommendations 
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This trend to more premium prices is similar in the USA, where the Distilled Spirits 
Council of the United States (DISCUS) produces statistics on different price bands. 
Here, this is based on supplier rather than retail prices, and segmented into four 
bands – Value, Premium, High end and Super premium. For reference, DISCUS 
states these equate in retail price terms to <$12, $12 - $18, $18 - $30 and >$30 per 
bottle respectively. 

Taking the two ends of the price/quality spectrum clearly shows the trend to 
premiumisation. Between 2003 and 2012, the Value sector’s volume and turnover 
rose by 4.9% and 8.7% respectively. For the Super premium sector, volume 
increased by almost 120%, with turnover up 165%.  

As the following chart shows, in 2012, the volume growth across the US spirits 
market increased through the price bands. For reference, the total market grew by 
3% in volume terms. Breaking this down further shows that the High end and Super 
premium sectors accounted for 51% of the incremental volume growth achieved in 
2012 and 79% of the incremental supplier revenue. 

 

US spirits market 2012 - volume growth by price segment (%) 

 

Source: DISCUS  

 

DISCUS produces volume and value growth statistics for the key drinks categories 
within the market. Vodka is the largest category by volume, with a share of 32.2%, 
and second in value terms, with a share of 25.7% behind whisky/bourbon with a 
29.9% value share from a 24.6% volume share.  

The following chart shows the volume and value growth by price segment for the 
vodka category in 2012, together with that of the total vodka sector. The sector saw 
4.0% volume growth, which drove 5.1% value growth. In this category, it is the 
Super premium sector, which has delivered the strongest growth, with volume up 
10% and revenues up 9.5%. 
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US vodka market 2012 – gross revenues (U$m), volume growth and value 
growth (both %) by price segment  

 

Source: DISCUS  

In terms of the incremental volume and value growth within the vodka category, 
Super premium accounted for 23% and 42% respectively. 

A growing taste for flavours 

The final emerging trend that plays to Blavod’s product portfolio is that of flavoured 
products. There has been considerable growth in the use of flavourings across a 
wide number of spirit categories. This extends well beyond vodka, where flavour 
proliferation is most obvious through range extensions of all the major vodka 
brands. This also applies to other spirits including whisky & bourbon, gin, tequila 
and rum. 

To support this statistically, in the US in 2012, DISCUS reported that flavoured 
products accounted for 27% of the spirit market by volume and 46% of the volume 
growth in the spirit market. This trend partly reflects renewed interest and growth in 
the cocktail market, but also consumers’ desire for new taste experiences. 

The trend to flavoured spirits is also reflected in terms of New Product 
Development (NPD) in the US. Some 739 new products were brought to market in 
2012, of which 353 (48%) were flavoured, with the small majority being traditional 
products. This high number of new product launches shows how highly competitive 
the spirits market is and the challenges faced by new brands to establish or “seed” 
themselves in the market place. 

Blavod’s RedLeg Spiced rum plays strongly into this trend for flavoured spirits. 
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CHANGING THE BUSINESS MODEL 

Blavod is currently in a transitional phase of its development. It is moving from a 
blended business, comprising the distribution of third party (or Agency) brands and 
the development of Owned brands, to a dedicated focus on its Owned brands. In 
the table below we have summarised the segmental reporting of these two 
activities for the past two years. The 2013 figures already reflect the start of re-
balancing towards the dedicated Owned Brand model and therefore include some 
discontinued activities within the Agency channel. Twelve agency brands with 
declining profitability were discontinued for example. 

 

Owned and Agency brand performance – FY12 and FY13 

 

FY12 FY12 FY13 FY13 YOY change YOY change 

 
Owned  Agency Owned  Agency Owned  Agency 

Revenue (£K) 921 3659 681 3104 -26.1% -15.2% 

Gross profit (£K) 324 717 326 551 0.6% -23.2% 

Gross margin (%) 35.2% 19.6% 47.9% 17.8% +1370bps -180bps 

A&P costs £K -147 -170 -97 -80 -34.0% -52.9% 

Contribution £K 177 547 229 471 29.4% -13.9% 

Contribution margin (%) 19.2% 14.9% 33.6% 15.2% +1440bps +30bps 
 

Source: Blavod; Progressive Equity Research 

 

Within Owned brands, European sales of Blavod are no longer accounted for within 
revenue figures as sales of manufactured goods, since the December 2011 
agreement with Waldemar Behn GmbH to produce, distribute and market Blavod 
under licence in Europe. Profits are received from this agreement, which are 
recorded as licence fees within revenue, and drop straight through to the bottom 
line. Blavod also chose to withdraw from some unprofitable long-term customer 
arrangements and re-phased some export orders. 

While therefore not totally like-for like in reporting continuing business activities, 
there are some immediately obvious differences in the business models, most 
notably in terms of margin structure. The Agency Brand model delivers a 
significantly lower gross and contribution margin than the Owned Brand activity. In 
essence, this reflects the lower value-added of the distribution activity for brands 
that are already established. In contrast, establishing an identity and driving 
awareness of brands in the earlier stages of their product lifecycle requires a higher 
level of advertising and promotional expense for Blavod’s Owned Brands.  

While Distribution does deliver a return, there is considerably greater potential for 
value creation through owning and developing brands. Distribution is typically 
difficult to sell on, unless it effectively has some kind of monopoly, and all 
distribution contracts contain exit clauses, undermining security of tenure and 
therefore future cashflows. Distribution activities tie up high levels of working 
capital, with distributors responsible for stockholding, albeit acting as an incentive 
to increase the volume of sales. 

Distribution activities also require a salesforce, national accounts management and 
customer service activities, supported by IT systems and administration staff. 
Blavod’s accounts do not split these activity costs between Owned and Agency 
brands, but in our view, the lion’s share of these historically will have resided within 
the Agency channel. The effectively fixed nature of these costs will in turn have 
driven the chasing of incremental volume to drive operational gearing – where the 
incremental gross profit incurs few if any variable costs and drops through to the 
bottom line – and enhanced operating margin. 

Distribution is inherently a 
lower value-added activity 
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As part of the business model transition, in May 2013, Blavod appointed Hi-Spirits 
Ltd on a three-year contract to distribute its Owned brands through all channels in 
the UK and Ireland. This means that Blavod can exit from distribution activities to 
focus on the higher value-added activities of brand and new product development. 
This move resulted in seven redundancies, with short-term costs associated, but 
will deliver £325,000 of annualised cost savings moving forward. 

There is also potential upside from this outsourcing of distribution activities, given 
Hi-Spirits’ greater resources and account reach than Blavod previously had 
internally. The equivalent headcount at Hi-Spirits for the seven positions at Blavod 
is thirty-eight, of which fourteen are salespeople compared with a salesforce of five 
at Blavod. In effect, Hi-Spirits has five times the total distribution impact of Blavod’s 
internal distribution team. This is already reaping benefits in obtaining increased 
listings within the UK and Ireland markets after only four months. 

Distribution outsourcing agreements are not unusual within the drinks industry. 
Another recent example of this saw Shepherd Neame outsource its distribution to 
Kuehne + Nagel, with some 60 staff transferring from Shepherd Neame to Kuehne 
+ Nagel. The justification was that Shepherd Neame’s logistics’ operation was sub-
scale, operating in just 20 countries, compared with over a hundred covered by 
Kuehne + Nagel’s operations. There is therefore considerable potential to expand 
Shepherd Neame’s international presence and footprint using Kuehne + Nagel’s 
more extensive network. 

The move out of Agency brands, which should be completed around the end of 
2013, along with the distribution outsourcing for Owned brands are both beneficial 
for Blavod in terms of working capital requirements. In turn, this will mean that the 
company’s Invoice Discounting Facility – in effect a form of debt factoring, 
providing a finance facility to Blavod secured against trade receivables – will 
reduce over time. The direct impact of his will be a reduced interest charge on the 
P&L account. 

Key benefits of model changes 

The benefits of moving from a mixed (Agency and Owned) brand model to a pure 
Owned brand model can be summarised as follows: 

1. The Owned Brand model has higher gross and contribution margins… 

2. ….with a leaner cost base… 

3. ..focused on driving value-added rather than chasing incremental volume 

4. Shift from a high fixed operating cost model 

5. Combined with the outsourced distribution agreement for Owned brands, 
working capital requirements should be much lower once the Agency 
brands have been phased out…. 

6. …with lower interest charges, as the invoice discounting facility usage will 
become less. 

  

Blavod has outsourced its 
own brand distribution, thus 
cutting costs and extending 
market reach 

Summary of key benefits 
from changing the business 

model 



15 October 2013 

 

 
8 

THE BRAND PORTFOLIO 

The UK market context 

Blavod has a diversified brand portfolio, including products in three of the major 
spirits categories, namely gin, vodka and rum, which together account for just 
under half of the UK spirits market by volume. 

 

UK spirits market – volume share (%) 

 

Source: www.ginvodka.org  

 

Unique characteristics and premium positioning 

This said, every product in the portfolio has a unique proposition and personality, 
offering superior differentiation from more standard renderings of each spirit type. 
Blavod’s products are therefore positioned within the premium segment of their 
respective markets.  

All of the brands within the Blavod portfolio are profitable at the contribution level, 
which is defined as gross profit less advertising and promotional costs.  

Before turning to look at the individual products within the portfolio in turn, the 
following schematic shows the complete product and brand portfolio. This gives a 
brief description of the category and characteristics, together with the key 
geographical markets for each product.  
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Owned brands and distribution regions 

 

Source: Progressive Equity Research 

 

RedLeg Spiced Rum – the hottest property 

RedLeg is the first brand created by the company since Blavod Black Vodka, with 
all associated intellectual property (brand name, recipe and logo) belonging entirely 
to Blavod. RedLeg incorporates the motif of the RedLeg Hermit Crab native to the 
Caribbean and named for its bright legs. It is a rum spiced with vanilla and ginger, 
therefore falling into the spiced rum category, which is forecast to have a 16% 
CAGR up to 2017. The target market is consumers in the 25 – 35 age group, who 
are moving away from beer and ready to drink (RTD) products.  

The time to market for RedLeg was four months with total development costs of 
£28,000. Brighton was selected as the focal launch area in 2012, where it quickly 
achieved listings in many key pubs and bars. The brand passed through breakeven 
and made a positive contribution within a year. RedLeg has grown very positively 
since launch into wider distribution following a positive response from both 
consumers and the trade. It has been actively supported by word of mouth within 
the bartender community and through social media.  
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For a young brand, it already has two major achievements to its name, which 
should underpin its potential on the global market. First, it secured its first major 
export order in March 2013 from the Woolworth Group in Australia, which operates 
450 beer, wines & spirits (BWS) stores and the Dan Murphy chain of 175 liquor 
stores. Blavod announced in its September trading update, that it has received a 
second order of the same size, which bodes well for further repeat orders in the 
future.  

The other major achievement was the winning of a Double Gold award in its 
category in the San Francisco World Spirits competition in April 2013. While an 
important accolade in its own right, all Double Gold winners participate in a Double 
Gold tour in the US taking in twelve major cities coast to coast between mid-
September and early November. This gives the award winners exposure to both 
the trade and media and should hopefully translate into further export orders for the 
brand. 

With its current momentum, RedLeg is undoubtedly the hottest brand within 
Blavod’s portfolio at present. While management believes the brand is making its 
mark and could already be of interest to third parties, it is too early in its life-cycle to 
achieve maximum value for shareholders. The spirits industry sees many brand 
transactions every year, often with prices not disclosed. As Blavod’s FY13 report 
and accounts says, “a successful brand can change hands for multiples of a 
company’s current market valuation”. Some transactions are achieved at a 
significant multiple of sales. One such example was Diageo’s 2012 acquisition of 
Brazil’s leading premium cachaca – a sugarcane based spirit - brand, Ypioca, and 
certain production and distribution assets for around £300m, a multiple of 5x 2011 
pro forma sales. 

While difficult to obtain, there would be a step change in RedLeg’s profile, if it were 
to obtain a US distributor or a listing with a major UK pub group. With the 
appointment of Hi-Spirits as its UK & Ireland distributor with a significantly larger 
sales force, the prospect of the latter being achieved has certainly increased. 

Blackwoods 

Blavod originally acquired licenses to distribute the Blackwoods Gin and Vodka, 
Diva and Jago brands from the administrator of Shetland Spirit Company Limited in 
2008. In May 2013, Blavod announced that it had completed the acquisition of all 
these brands for a total consideration of £50K. This was less than the £85K 
earmarked for this early buy-out in the 2012 share placement. 

The terms of the Blackwoods licence provided for a profit share with the vendor 
from the third year post acquisition through to the end of the seventh year and also 
gave Blavod the option to acquire the intellectual property rights at certain pre-
specified dates for £1. Blavod reached agreement with the vendor for an early 
exercise of the option for the early acquisition of Blackwoods Gin and Vodka for a 
cash consideration of £50,000. The Diva and Jago's brands' licences provided for a 
four year term. Following their expiry, Blavod acquired the brands for £1 each from 
the vendor. 

In FY12, the total Blackwoods licence was responsible for £358K of sales net of 
duty and £102K of contribution. In FY 13, sales of Blackwoods Gin and Vodka 
amounted to £305K with a contribution of £107K. 

Blackwoods Gin 

Blackwoods Vintage Dry Gin is made with Shetland botanicals hand-gathered 
during the spring and summer months. These include sea pink, marsh marigold, 
angelica and meadow sweet, which are then combined with juniper, coriander and 
other botanicals to give a unique flavour. Each vintage is slightly different as the 
harvest varies every year depending on the weather. 

RedLeg won prestigious  
Double Gold award at San 
Francisco World Spirits 
competition in 2013 

A brand stable with a true 

Shetland heritage  
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This vintage gin has undergone a design overhaul with a new bottle and labelling. 
The combination of the label design and the refractory properties of the bottle 
produce a green background effect, underpinning its natural Shetland heritage and 
the hint of lime in its flavour. It was re-launched in August 2013 

Blackwoods Vintage Dry Gin is sold in a number of UK retail multiples, with Tesco 
a major customer. The September trading update also contained the positive news 
that Tesco is increasing its store listing for Blackwoods Vintage Dry Gin from 192 to 
566 stores with effect from the end of September. 

Blackwoods also produces a stronger (60% ABV) limited edition version, 
Blackwoods Gin 60%, one of only two globally produced to this ABV. The ABV is 
inspired by Shetland’s line of latitude, with production limited to a maximum of 
22,000 reflecting the population of Shetland. 

The 2012 vintage won a Gold Award at the San Francisco World Spirits 
Competition earlier this year. 

Blackwoods Vodka 

Blackwoods Premium Nordic Vodka is a five times distilled and cold filtered spirit, 
also infused with Shetland botanicals. It is meant to be served direct from the fridge 
or freezer. This vodka and the 60% gin have also been re-packaged and the new 
design will be rolled-out from October 2013. 

Jago’s Vodka Cream 

Jago's Vodka Cream liqueur was created by Tom Jago, who was involved in the 
creation of Bailey’s, the world's best-selling cream liqueur and one of the top twenty 
global drink brands of all time. Jago's Vanilla Vodka Cream Liqueur is made with 
three times distilled vodka, Madagascan vanilla and 100% natural cream. It can be 
drunk by itself or used as a cocktail ingredient. Given its cream content, it has a 
natural shelf-life of around 2 years. Blavod is looking to re-launch this product via 
the supermarket channel in time for the Christmas season 2014. 

Diva Vodka 

Diva Vodka is a super-premium, three times distilled, wheat-based vodka. The 
bottle contains a tube filled with Swarovski crystals. The 48 crystals in each bottle 
include cubic zirconia, smoky topaz, pink tourmaline, amethyst, citrine and peridot 
and the crystals in each bottle are hand-filled with each bottle having a unique 
colour combination of crystals.  

This presents the company with unique marketing opportunities, being able to tailor 
colours to a specific customer’s requirements, be it Harrods or Barcelona Football 
Club, and also to price accordingly for this premium product. There is a 
differentiated pricing scale for this product, which is available in 17 export markets. 
It sells well in the Middle East and USA. 

Blavod is in the process of re-designing the bottle and packaging for this product to 
further underpin its premium status. 

Blavod 

Blavod Original Black Vodka achieves its black colour through infusion with the 
South East Asian herb Black Catechu. Blavod (BLAck VODka) is a premium triple 
distilled English grain vodka, which floats on top of most mixers, thereby offering a 
whole range of possibilities for the creative barman. 

 

Re-launch planned for 2014 

Listings recently almost 

tripled to 566 Tesco stores 

Huge marketing potential 
on international stage for 

this Super premium product 
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This iconic brand, which was the start point for the company, is also to undergo a 
brand refresh, including the bottle and packaging. Originally, Blavod was sold in a 
clear bottle in order to highlight its unique colour to customers. In 2010, the 
company changed the colouring of the bottle to black - with mixed results. It is 
therefore likely to revert to a clear bottle as part of the brand refresh, so drinkers 
are immediately aware of one of the drink’s key attributes, its black colour, rather 
than it being implied - but also disguised - by the black sprayed bottle. We also 
believe a move to brand extension through the introduction of flavours is highly 
likely at some stage. 

RECENT NEWSFLOW 

Blavod released a trading update for the first five months of FY14E in mid-
September, which confirmed good progress on Owned Brand performance, along 
with cost reductions. The key short-term objective is a return to profitability, with the 
initial milestone of reaching monthly breakeven in the early part of FY15E. 

The key commercial updates were: 

 Own brand gross profit up 58% 

 Strong growth from RedLeg with second order received from Woolworth in 
Australia 

 Acquisition of Blackwoods brands completed 

 Tesco listing or Backwoods 40% gin increased from 192 to 566 stores, 
with effect from end of September 

 Roll-out of new design for Blackwoods Gin 60% and Blackwoods Vodka 
from October 2013 

 Operating cost reduction of 13%, including redundancy costs 

 Financing costs down 59% 

Blavod also released an AGM statement on 30
th
 September, which confirmed the 

continuation of RedLeg sales growth both in the UK and internationally.  

 

 

  

Blavod to undergo brand 
refresh, with likely move 

into flavour extensions 

Encouraging signs of 
progress in September 

trading updates 
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RISKS AND CHALLENGES 

As with all businesses, Blavod faces risks and challenges to its growth. It is 
Progressive Equity Research policy to include in any large note a table of risks and 
challenges, and management’s responses to these. In the table below, we highlight 
what we believe to be the main risks and allow management the opportunity to 
describe whatever actions are being taken to minimise or mitigate the risk. 

 

Risks and management response 

Risks Management response 

  Economic downturns can result  Management can react to this through its pricing policy, with the  

in lower customer spending development of differentiated products encouraging consumer 

 
 spending and market share gains in a falling market  

  Brand portfolio falls out  Blavod undertakes regular consumer research  

of consumer favour to stay abreast of taste and drinking trends 

  Drinks marketplace is very competitive,  Management has a policy of constant price monitoring 

exerting pressure on margins  in order to react and adjust pricing where necessary 

  Financial uncertainty given PBT loss  The underlying PBT loss reduced in FY13A and the own brand 

and transition of business model  focus delivers superior margins and quality of earnings. Cash 

 
 is being managed tightly, although Blavod may have to seek 

 
additional working capital facilities while the new model beds in 

  
 

Source: Progressive Equity Research 
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FORECASTS AND MILESTONES 

Financing 

As we note in the Risks and Challenges section of this note, there is some financial 
uncertainty given previous losses and a transitioning business model. Blavod 
stated in its preliminary results that it “may be required to seek additional capital 
facilities while the recent changes to the business establish themselves…..Other 
measures are being considered, which may include initiating future fund raisings, 
however, no commitment has been obtained for these options”. 

Blavod will look to conserve cash while it moves towards monthly breakeven and 
beyond into profitability by conserving cash and rephasing cash expenditure over 
the coming year. 

A changing shape 

Clearly, the Group has undergone significant change over the last two years - not 
least in terms of management and the strategic decision to move from a mixed 
(Agency and Owned) brand model to a pure Owned brand model. 

Our estimates reflect the new business model. The move to profitability will depend 
on the pace of change and the associated phasing of revenues and cost 
reductions. However, we know that the Owned Brand model will have higher gross 
and contribution margins and will operate with a reduced cost base with a lower 
proportion of fixed costs. The business should also benefit from lower interest 
charges as the use of the invoice discounting facility reduces. 

Consequently, our estimates for the current financial year and the two beyond 
reflect the following assumptions and outcomes: 

 Third Party revenue fades during FY14E and is zero in FY15E. 

 The overheads cost in the first 5 months of FY14E is lower than that of first 5 
months of FY14E. 

 The business achieves around £280k of cost savings in FY14E and £325k in 
FY15E. 

 The average loss per month in H2 FY14E is around one-third of that of H1 
FY14E. 

 The business operates with a lower working capital requirement under the 
Owned brand model. 

 The business incurs lower finance costs – the convertible loan note has been 
converted to equity and the factoring arrangement will reflect reduced volumes. 
There are less customers and less duty. We understand that the Group will 
target maximum borrowings of around £250k. 

 The group will report a loss in FY14E but will reach its initial target of monthly 
breakeven in the early part of FY15E. 

 FY15E produces break even. 

 FY16E produces a profit. 

 The Group maintains a 0% tax rate for our estimate horizon with UK invoiced 
income and prior year losses.  
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FINANCIALS 

Summary financial statistics 

 

Source: Blavod, Progressive Equity Research estimates 

 

Year ended March FY-12A FY-13A FY-14E FY-15E FY-16E

£m unless stated

Profit & Loss

Revenue 4.6 3.8 2.2 1.2 1.4

Adj EBITDA (0.4) (0.3) (0.4) 0.1 0.2

Adj EBIT (0.4) (0.3) (0.4) 0.1 0.2

Reported PBT (0.5) (0.7) (0.4) 0.0 0.2

PBT before exceptionals and AAG (0.5) (0.7) (0.4) 0.0 0.2

Fully adj PBT (0.5) (0.4) (0.4) 0.0 0.2

NOPAT (0.4) (0.3) (0.4) 0.1 0.2

Reported EPS (p) (0.6) (0.4) (0.1) 0.0 0.1

EPS before exceptionals and AAG (p) (0.6) (0.4) (0.1) 0.0 0.1

Fully adj EPS (p) (0.5) (0.2) (0.1) 0.0 0.1

Dividend per share (p) 0.0 0.0 0.0 0.0 0.0

Cash flow & Balance sheet

Operating cash flow 0.3 (0.7) (0.4) 0.3 0.2

Free Cash flow £m 0.2 (0.8) (0.4) 0.3 0.1

FCF per share p 0.2 (0.4) (0.1) 0.1 0.0

Acquisitions (0.0) (0.0) 0.0 0.0 0.0

Disposals 0.0 0.0 0.0 0.0 0.0

Shares issued 0.0 1.1 0.0 0.0 0.0

Net cash flow 0.2 0.3 (0.4) 0.3 0.1

Overdrafts / borrowings (1.0) (0.3) (0.3) (0.3) (0.3)

Cash & equivalents 0.1 0.1 (0.3) (0.1) 0.1

Net (Debt)/Cash (0.9) (0.2) (0.6) (0.3) (0.2)

NAV and returns

Net asset value 1.0 1.8 1.4 1.4 1.6

NAV/share (p) 0.0 0.0 0.0 0.0 0.0

Net Tangible Asset Value (0.4) 0.4 (0.1) (0.0) 0.1

NTAV/share (p) 0.0 0.0 (0.0) (0.0) 0.0

Average equity 0.5 1.4 1.6 1.4 1.5

Post-tax ROE (%) -104.5% -53.6% -27.9% 1.0% 12.5%

Metrics FY-12A FY-13A FY-14E FY-15E FY-16E

Adj EBIT growth -22.1% 25.3% -113.0% 283.3%

Adj PBT growth -8.4% 0.3% -103.1% 1222.0%

Adj EPS growth -56.6% -39.3% -103.1% 1222.0%

Adj EBIT margins -9.0% -8.5% -18.0% 4.3% 13.9%

Valuation FY-12A FY-13A FY-14E FY-15E FY-16E

EV/Sales 1.0 1.2 2.1 3.8 3.2

EV/EBITDA (11.6) (15.0) (11.9) 76.6 22.4

EV/NOPAT (11.4) (14.6) (11.6) 89.4 23.3

PER n.a. n.a. n.a. 272.1 20.6

FCF yield 20.2% -34.8% -10.4% 7.3% 3.6%
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