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KEY INFORMATION 

Enterprise value £6.2m 

Index/market FTSE/AIM 

Next news FY14 final results 

Gearing n.a. 

Interest cover n.a. 

 

LIFTING THE SPIRITS…. 

…with new Distribution agreement and share placing 

The recent appointment of an exclusive distributor for the 
important Spanish market, a successful share placing, which will 
support both existing and new brand development, and the recent 
peak season trading update reflect and underpin Blavod’s strategy 
of evolving from a blended operating model (of Agency and Owned 
brands) to one focusing solely on the more profitable in-house 
development of premium brand spirits. The upside potential from 
successful Owned brand leverage is considerable in our view. 

 Exclusive distributor appointed in Spain: Blavod has recently 
signed an exclusive distribution agreement for an initial three-year 
period, covering Spain, for its Blackwoods (gin and vodka) and 
RedLeg Spiced Rum products. Spain is the world’s largest single 
rum market, and the biggest single gin market in Europe. 

 RedLeg Rum Shack promotional UK tour: Following its coast to 
coast US promotional tour as one of the Double Gold award winners 
at the San Francisco World Spirits Competition in March 2013, 
RedLeg Spiced Rum undertook a tour of major UK cities in 
November and December with a pop-up RedLeg Rum Shack. This 
tour is to be extended in the first six months of 2014. 

 Brand re-launches: Blavod has re-launched all three Blackwoods 
products since August 2013. Work continues on re-launches this 
year of Diva Vodka and Jago’s Vanilla Vodka Cream. Blavod Black 
Premium Vodka will also benefit from a packaging refresh this year. 

 Trading results: The interim PBT loss widened year-on-year, but 
signs of progress were seen in four areas of transitioning to the new 
business model, with improvements in Owned brands’ revenues and 
percentage gross margin, accompanied by a reduction in both 
operating expenses and financing costs. The January trading update 
showed a continuation of these trends in all four areas. 

 Outlook: Our forecasts have been recast in light of the share 
placing, reflecting our expectation of higher revenues, along with 
higher costs. These should drive a higher level of profitability over 
the medium-term, but reflecting a prudent approach, our profit 
forecasts remain broadly unchanged at this stage. 
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FYE (MAR) 2012 2013 2014E 2015E 2016E 

Revenue 4.6 3.8 2.4 1.8 2.2 

Adjusted EBITDA -0.4 -0.3 -0.4 0.1 0.2 

Adjusted PBT -0.5 -0.4 -0.4 0.1 0.2 

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

EV/Sales 1.4x 1.6x 2.6x 3.4x 2.8x 

EV/ Adj. EBITDA n.a. n.a. n.a. 100.2x 29.3x 

P/E n.a. n.a. n.a. 80.4x 26.6x 

Source: Company Information and Progressive Equity Research estimates 

http://www.progressive-research.com/
mailto:djeary@progressive-research.com
mailto:ipoulter@progressive-research.com
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THE NEXT STEPS… 

…in transforming the business model 

Blavod remains in the early stages of transforming itself into a higher margin 
developer of premium alcoholic drinks as a brand incubator. In the wake of its 
share placing in October 2013, Blavod is looking to push ahead with its new 
business model, which has a clear focus on the value-added activity of in-house 
development and incubation of premium brand spirits. The historic model was a 
blended model, which included the lower margin distribution of Agency (third party) 
brands, as well as the more profitable development of the company’s Owned 
brands.  

Blavod underlined the shift of its focus to value-added activities by outsourcing its 
UK and Ireland distribution to Hi-Spirits Ltd on a three year contract in May 2013. 
This has three benefits – first, the greater resources of Hi-Spirits in terms of its 
salesforce and account management (by a factor of five) should increase the reach 
and market penetration of Blavod’s Owned brands; second, this move will deliver 
annualised cost savings of £325,000 on the back of internal redundancies; third, 
together with the move out of agency brands, this will be beneficial from a working 
capital and interest charge perspective. 

 

Key benefits of model changes 

In summary, the benefits of moving from a mixed (Agency and Owned) brand 
model to a pure Owned brand model are 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 outsourced distribution agreements 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 will no 
longer be required. 

 

RECENT DEVELOPMENTS AND TRADING 
RESULTS 

We summarise below the company’s development and trading updates since our 
initiation note – “Brand Designs” – was published on 16 October 2013. 

The Water Company to reign in Spain for Blavod 

Further to the Hi-Spirits distribution contract for the UK and Ireland, Blavod has 
recently underlined and re-inforced the shift in its business model with the 
appointment of an exclusive distributor in January 2014 to cover all Spanish 
territories. The company has signed this exclusive agreement with The Water 
Company, which is based in Madrid. The agreement is to run for an initial three-
year period, covering the entire Blackwoods product stable as well as marketing 
and selling the award-winning RedLeg Rum in Spain for the first time.  

Summary of key benefits 
from changing the business 

model 

Exclusive distributor for 
Spain appointed, including  
RedLeg Spiced Rum for the 

first time 
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This is an important announcement for Blavod, as Spain is not only the largest gin 
market in Europe but also the single largest rum market in the world. Within the 
Spanish rum market, the spiced rum sub-sector is relatively under-developed, but 
growing as it plays into the global trend of flavours and flavourings. Blavod has 
high hopes therefore that its RedLeg Spiced Rum will be as well received in Spain 
as it has been in Australia, where in October 2013 it delivered a repeat order from 
the Woolworth Group, which operates 450 beer, wine and spirits (BWS) stores and 
the Dan Murphy chain of 175 liquor stores. 

 

The Water Company represents a number of spirit brands in the gin, vodka, rum 
and whisky categories, as well as some more specialised spirits products such as 
absinthe and vermouth. It also distributes mixers and mineral waters. While 
Blackwoods 60% Gin, Blackwoods 40% Gin and Blackwoods Botanicals Vodka are 
already established in Spain, their distribution should however benefit from 
considerably more distribution leverage given The Water Company’s established 
network of on-trade (bars, hotels, restaurants, etc) and off-trade (retail) contacts.  

 

Share Placing and use of proceeds 

Blavod advised the market in its FY13 prelims announcement that it was 
considering “additional capital facilities while the recent changes to the business 
establish themselves”. On 23 October 2013, Blavod announced a proposed share 
placing of 57.13m shares at a price of 1p to raise gross proceeds of £571,300. The 
placing was conditional upon admission of the new shares, which duly took place 
on 1 November 2013. The new shares represent just over 15.7% of the enlarged 
share capital, which now stands at 363.2 million shares.  

 

Compared with the placing that took place in October 2012, the price at which this 
new equity finance was raised was some 33% higher. A number of the major 
shareholders participated in the placing, underlining their confidence in the new 
strategic thrust under the more focused business model. 

 

The following table shows how the proceeds are to be utilised. Just over half of the 
net proceeds will be used for working capital purposes, as the business model 
continues through the transition process. This includes some investment in stock of 
packaging and dry goods for the planned re-launch of the premium Diva vodka 
brand. As well as targeting specific marketing opportunities such as Harrods or 
Barcelona Football Club, given the company’s ability to tailor the colours of the 
Swarovski crystals contained within the bottle, Blavod will be targeting other 
opportunities, including the global duty free market and high-end bars and clubs.  

 

Planned use of proceeds from placing 

 

£'000 % of total 

Working capital 282 49% 

Brand marketing/activation 226 40% 

New brand development 44 8% 

Expenses 19 3% 

Total 571 100% 
 

Source: Blavod; Progressive Equity Research 

Successful share placing in 

October 2013 

Proceeds primarily 
earmarked for brand 
development, marketing 
and working capital 
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The remaining proceeds, post expenses associated with the placing, will be utilised 
for business development. The larger proportion of these funds will be given over 
to increased brand marketing and brand activation for the current brand portfolio. 

 

In addition, and following on from the success of the launch of its RedLeg spiced 
rum brand, Blavod is to invest £44K into the development of a new brand. We 
understand that management has worked up some initial concepts, but this 
development work remains in its very early stages with little more specific to report 
currently.  

 

Brand promotion and re-launches 

Since our initiation note, Blavod has undertaken a promotion of its fast-growing 
RedLeg Spiced Rum under the auspices of its distributor, Hi-Spirits Ltd. The 
promotion was supported by social media activity, which is a key marketing 
channel for drinks brands among the target market. 

 

This promotion comprised a tour of major cities in the UK in November and 
December, taking in Edinburgh, Glasgow, Manchester, Leeds, Newcastle, Bristol 
and Brighton, the latter being the pilot location for RedLeg’s launch. It took the form 
of a pop-up RedLeg Rum Shack, accompanied by live music and featuring the four 
most popular RedLeg cocktails – Apple Shack, Ginger Mojito, Hot Rum Slap and 
RedLeg Libre. RedLeg’s financial contribution to the group continues to grow 
monthly, and this promotional tour should further drive both customer awareness 
and sales. The January 2014 trading update said that the company was planning to 
extend this tour over the first six months of 2014, indicating a positive reaction to 
and increased brand awareness from the initial Rum Shack promotional tour. 

 

Following the re-launch in August 2013 of Blackwoods Gin 40%, which is 
benefitting from wider distribution (from 192 to 566 stores) within the Tesco chain, 
Blavod has since re-launched its stronger (60% ABV) limited edition version, 
Blackwoods Gin 60%. In January 2014, the company launched its reformulated 
Blackwoods Botanicals Vodka, including a completely new look bottle and 
packaging. These launches are to be accompanied by a new-look Blackwoods 
website to reflect the new look of the re-launched products. 

 

In terms of Jago’s Vanilla Vodka Cream liqueur, Blavod remains on track to re-
launch this product in time for Christmas 2014. This remains a seasonal product 
focused on the Christmas period, which is primarily drunk in the home, hence the 
importance and choice of the supermarket channel for its distribution. 

Interim results 

The shape of Blavod’s interim results, announced on 4 November 2013, continued 
to reflect the transition of the overall business model. This could clearly be seen 
within the decline in the turnover line, a direct consequence of the ongoing exit 
from the Agency business, which is targeted to complete by the end of FY14. The 
company’s reported gross margin moved up marginally in percentage terms, but 
this concealed a 500bps improvement in Owned brands’ gross margin and a 21% 
increase in Owned brands’ cash gross profit.  

 

RedLeg Rum Shack 
promotional tour of major 

UK cities 

Initial concepts worked up 

for a new brand 

Good improvement in 
Owned brands’ gross 

margin percentage 
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Summary of H1 profit and loss account 

(£'000 unless otherwise 
stated) 

H1 
FY14 

H1 
FY13 

Change 
(£'000) 

% 
change 

Turnover 1,286 1,991 -705 -35% 

Gross profit 277 412 -135 -33% 

Gross margin (%) 22% 21%     

Advertising and promotion -58 -79 21 27% 

Other administrative costs -427 -468 41 9% 

Depreciation and amortisation -4 -4 0 0% 

Total operating costs -489 -551 62 11% 

Operating loss -212 -139 -73 -53% 

Finance charge -17 -52 35 67% 

Pre-exceptional loss before tax -229 -191 -38 -20% 

Exceptional charge 0 -340 340 100% 

Reported loss before tax -229 -531 302 57% 
 

Source: Blavod; Progressive Equity Research 

Recurring administrative costs reduced by 11% in the period. This did not however 
reflect the full benefit of targeted annualised cost savings of £325,000 from the 
outsourcing of distribution activities, since it included the total costs of £58K 
associated with redundancies that were incurred to achieve these cost savings. 
Staffing costs nonetheless reduced by 15% year-on-year. 

 

Financing costs were around a third of last year’s figure, reflecting both the 
improved balance sheet and reduction over time of the company’s utilisation of its 
Invoice Discounting Facility. The latter is a form of debt factoring, providing a 
finance facility to Blavod, secured against trade receivables.  

 

Christmas trading update 

The directional trends seen in the interim results continued over the following three 
months (to 31

st
 December 2013), which is Blavod’s peak seasonal trading period, 

taking in both trade and consumer purchasing for Christmas/New Year The 
highlights from the trading update published on 30 January 2014 were:  

 a 43% increase in net revenues of Owned brands over Q3 FY13A 

 a continued increase in Owned brand margins 

 financing costs down 74% yoy, helped by the share placing in October 
2013 

 a 44% reduction in group overheads, reflecting the model transition to 
focus on in-house brand development 

 a proposed extension of the pop up RedLeg Rum Shack events in the first 
six months of 2014 

Blavod confirmed that it remains on track to achieve monthly breakeven by the 
early part of FY15E. 

Reduction in financing 

costs 

Positive trends continued 
into the peak Christmas 

trading period 
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FORECASTS 

We have changed our estimates to reflect the result of the share placing and the 
increased levels of investment spend and associated revenues which the new 
capital allows. The result is an increase in revenues but little change to our EBITDA 
numbers (see table below). Although some of the percentage increases for FY15E 
PBT and EPS look huge, it should be noted that these are off a very small base 
number in our original estimates. At this stage, our forecast revisions do not 
incorporate any incremental revenue benefit from the new distribution agreement 
for Spain.  

 

Summary of forecast changes 

£m unless stated Old New

Change 

(%) Old New

Change 

(%) Old New

Change 

(%)

Revenue 2.2 2.4 8% 1.2 1.8 49% 1.4 2.2 53%

Adj EBITDA -0.4 -0.4 0% 0.1 0.1 1% 0.2 0.2 1%

Reported PBT -0.4 -0.4 n.a. 0.0 0.1 439% 0.2 0.2 23%

Fully adj PBT -0.4 -0.4 n.a. 0.0 0.1 439% 0.2 0.2 23%

Reported EPS (p) -0.1 -0.1 n.a. 0.0 0.0 354% 0.1 0.1 4%

Fully adj EPS (p) -0.1 -0.1 n.a. 0.0 0.0 354% 0.1 0.1 4%

FY14E FY15E FY16E

 

Source: Progressive Equity Research estimates 

 

As we noted in our initiation document in October 2013, the business has been put 
on a surer footing with both operating costs and interest charges reduced by the 
action of the management team. The capital raising brings opportunity to further 
refine the balance of borrowings. We estimate that the business will end FY14E 
with net cash of around £0.2 million. 

 

Our estimates continue to reflect the new business model under which Third Party 
revenue fades during FY14E and is zero in FY15E. Our numbers already include 
previously announced cost savings. We continue to assume that the group will 
report a loss in FY14E but will reach its initial target of monthly breakeven in the 
early part of FY15E.  

 

Overall, we expect FY15E to marginally beat a break even performance at PBT 
level and that FY16E produces a higher level of profitability. We assume that 
Blavod maintains a 0% tax rate for our estimate horizon with UK invoiced income 
and prior year losses.  

 

  

Revisions to shape, but 
EBITDA forecasts broadly 

unchanged  
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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 Owned brand 

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

 
 is being managed tightly and the October 2013 share placing  

 
gives greater financial security 

  
 

Source: Progressive Equity Research 
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Financial summary 

 

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 2.4 1.8 2.2

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 0.1 0.2

PBT before exceptionals and AAG -0.5 -0.7 -0.4 0.1 0.2

Fully adj PBT -0.5 -0.4 -0.4 0.1 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 -0.3 0.0 0.1

Free Cash flow £m 0.2 -0.8 -0.3 0.0 0.1

FCF per share p 0.2 -0.4 -0.1 0.0 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 0.6 0.0 0.0

Net cash flow 0.2 0.3 0.2 0.0 0.1

Overdrafts / borrowings -1.0 -0.3 -0.1 -0.1 -0.1

Cash & equivalents 0.1 0.1 0.3 0.3 0.4

Net (Debt)/Cash -0.9 -0.2 0.2 0.3 0.4

NAV and returns

Net asset value 1.0 1.8 2.0 2.0 2.3

NAV/share (p) 0.0 0.0 0.0 0.0 0.0

Net Tangible Asset Value (0.4) 0.4 0.5 0.6 0.8

NTAV/share (p) 0.0 0.0 0.0 0.0 0.0

Average equity 0.5 1.4 1.9 2.0 2.1

Post-tax ROE (%) -104.5% -53.6% -21.8% 3.7% 10.5%

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

Adj EBIT growth -22.1% 25.4% -113.2% 281.6%

Adj PBT growth -8.4% -6.6% -118.2% 202.4%

Adj EPS growth -56.6% -47.5% -116.5% 202.4%

Adj EBIT margins -9.0% -8.5% -16.7% 2.9% 9.2%

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

EV/Sales 1.4 1.6 2.6 3.4 2.8

EV/EBITDA (15.4) (19.9) (15.8) 100.2 29.3

EV/NOPAT (15.1) (19.4) (15.4) 116.6 30.6

PER n.a. n.a. n.a. 80.4 26.6

FCF yield 15.1% -25.9% -6.4% 0.6% 1.8%
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APPENDIX 

 

 

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 Blackwood's brand licences - Blackwood 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 and senior management 

 
 - 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 to Woolworth Australia 

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

 
 - May: completed acquisition of Blackwood's brands 

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

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

 
 - September: Trading update 

 
 - October: Share placing announced with gross proceeds of £571,300 

 
 - November: FY14 interim results announced 

 
 - November/December: RedLeg Rum Shack promotional tour in major UK cities 

2014  - January: Appointment of The Water Company as exclusive distributor for Spain 

 
 - January: Trading update 

 

Source: Blavod; Progressive Equity Research 
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Owned brands and distribution regions 

 

Source: Progressive Equity Research 
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