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Building the brands and filling the channels 

Further loss reduction at interim stage 

Distil has delivered further strong progress in its interim results. 
These mirror the pattern of last year’s interims with a substantial 
reduction in operating losses, new major retail listings, another full 
TTB approval for sales into the US and a strong volume uplift across 
key brands. In summary, Distil is continuing the process of brand 
building across all channels, with a clear operational focus on the 
development of its key brands in its key markets.  

 Interim results: The first half performance has been strong, delivering 

top line revenue growth of 26% in the period to £0.666m, despite 
lapping against pipeline fill to the major retailer listing won in April 
2015. This particularly impacted Q1, when sales revenues were up 
5%, so top line growth has been considerably more impressive in Q2. 
Production volume in litres increased by 16.4%, which compounds on 
last year’s interim volume growth of 23%. Despite investment in 
headcount to support Distil’s continued growth, operating costs remain 
well controlled and rose at a slower rate than turnover. Consequently, 
the operating loss decreased by 26% to £66K, compared with £89K 
last year. 

 UK listing gains: During H1, Distil announced further listing gains 

within the UK. In August, Distil announced the listing of RedLeg within 
the leading premium grocery chain in the UK, followed in September 
by the announcement of the listing of both RedLeg and Blackwoods 
Vintage Dry Gin at another of the so-called Big Four UK grocery retail 
chains. RedLeg is now listed at three of the Big Four chains, which will 
significantly increase brand awareness. 

 Full TTB approval for RedLeg: Distil received finalised label approval 

for RedLeg from the TTB (US Alcohol and Tobacco Tax and Trade 
Bureau) in October. Having crossed this final hurdle, Distil is planning 
production and shipments into the US in Q4 of FY17. 

 Unchanged forecasts: We are leaving our forecasts unchanged at 
this stage. The increased momentum seen in Q2, together with the 
new listings and support activity secured for the peak Q3 trading 
period in FY17, should underpin top line performance in H2. Given the 
broadly break-even performance delivered in H2 last year, FY17 PBT 
forecast risk now appears weighted to the upside in our view after 
these interim results.  
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FYE MAR 2015 2016 2017E 2018E 2019E 

Revenue 0.7 1.2 1.5 1.9 2.3 

Adjusted EBITDA -0.3 -0.1 -0.1 0.1 0.3 

Adjusted PBT -0.3 -0.1 -0.1 0.1 0.3 

Adjusted EPS (p) -0.1 0.0 0.0 0.0 0.1 

EV/Sales (x) 7.3x 4.2x 3.2x 2.6x 2.1x 

EV/Adj. EBITDA (x) n.a. n.a. n.a. 82.9x 18.5x 

P/E (x) n.a. n.a. n.a. 98.6x 22.2x 

Source: Company Information and Progressive Equity Research estimates 
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Channel fill 

The name of the game for Distil remains building brand awareness across its product 
portfolio. To that end, H1 has delivered welcome progress on that front with the gain of 
important listings at two more major national UK grocery chains. RedLeg Spiced Rum 
is now available at three of the Big Four UK grocery retail chains, as well as the 
leading prestige/premium grocery chain. As a brand incubator, building consumer (and 
peer brand operator) awareness through increased distribution is a critical factor in 
achieving success and making a discernible mark on the market’s radar screen. 

Distil is clearly focused on this brand building across all key channels. These now 
include not just the so-called On-trade (restaurants, hotels, pubs etc) and Off-trade 
(retail) channels, but also an emerging “third channel”. This encompasses a number of 
different routes to engage with consumers that broadly fall under the definition of 
“events”. These comprise events and venues such as concerts, festivals and even 
farmers’ markets. Given the different consumer profiles attending these, subject to 
criteria such as performers, artists and geographic location, these offer good 
opportunities to market brands to some specific customer demographics. 

Distil has long used pop-ups, primarily the RedLeg Rum Shack, as a means of 
spreading the brand gospel to a wider audience at appropriate city venues. In Q4 of 
FY17, the company will launch a new Rum Shack and Blackwooods Gin Palace 
vehicle, which will be used to make appearances at various festivals and events 
around the UK. In essence, this will be a literally roaming brand ambassador for two of 
the group’s key brands. 

The other major event falling within H1 was the EU referendum. Like many 
businesses, and in the absence of a concrete picture of what a post-Brexit UK will look 
like from a trading perspective, Distil too will be facing uncertainties over the future and 
investment decisions. One immediate short-term effect has been the sharp devaluation 
of sterling. Depending on companies’ business models, this has been either a boon or 
bane, or a balance of both. So how could this impact Distil? 

In 2014, Distil moved to GBP invoicing for all export sales, together with a move to 
source raw materials locally wherever possible. These two moves should serve to 
largely mitigate the adverse impact of sterling devaluation. Production of glass bottles 
for Distil’s liquids has been moved from Europe to the UK. Given that the glass 
component is not an insignificant element of total manufacturing costs, and in light of 
the c 20% weakening of sterling against the euro since Brexit, this transfer of glass 
manufacturing has effectively side-stepped the adverse currency impact that would 
have been inevitable with continued glass manufacturing in and import from the 
Eurozone. 

The weakening of sterling should increase the appeal and lower the cost of British 
products to export markets. This should also apply to Distil’s products for its appointed 
distributors in international markets. However, assuming inventory pipelines are well-
stocked, any positive volume impact will be lagged. It is also unlikely that the benefits 
of lower prices will be passed on directly to consumers, but rather absorbed into 
distributor margins. In addition, with many competing brands, especially in the gin and 
rum categories, manufactured by British companies or in Britain, sterling weakness is 
the same for all, effectively rendering this into a zero sum game. 

Inverting the FX telescope, so to speak, means that weaker sterling makes UK assets 
more attractive to international buyers. For brand incubators such as Distil, this could 
mean increased potential interest from international buyers. Distil has of course no 
influence on this. What it can do, and is doing, is to keep filling the channels and 
building a bigger a bigger footprint on the market radar screen. 

  

Building brand awareness is 
key – RedLeg now in three 
of Big Four UK grocery 
chains 

Emergence of the so-called 
third channel, focussing on 

festivals and events 

New Rum Shack and 
Blackwoods Gin Palace 

vehicle for this third channel 

The impact of Brexit? 

Mitigating impact of sterling 
invoicing for exports and 

focus on local sourcing 

Sterling weakness a zero 
sum game for UK 

exporters…… 

……but does make UK 
assets more attractive to 
potential international 
buyers 
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Key events 

Before examining the interim results in more detail, the following updated table 
summarises the key events of FY16 and FY17 to date. 

 

Distil - Key newsflow and events in FY16 and FY17 

FY16 Event 

April '15  Full TTB approval for Blackwoods Limited Edition 60% Gin granted 

 
 RedLeg Spiced Rum obtains major listing with J Sainsbury 

June '15  Publication of FY15 prelims results 

July '15 AGM statement confirms company has resumed shipments of Blavod Black Vodka to USA 

September '15 Reports YTD sales volumes and revenues up 26% and 76% respectively 

October '15 Announces listing of RedLeg in 700 Tesco stores  

January '16 Q3 year-on-year revenue up 71% from 31% volume increase 

March '16  Proposed share placing announced to raise £626K gross 

 
Miton UK Microcap Trust becomes 10% shareholder through the placing 

April '16 Q4 year-on-year revenue up 66% from 76% volume increase 

FY17 Event 

May '16 Group receives TTB approval for RedLeg Spiced Rum 

June '16  Publication of FY16 prelims results 

Aug '16 RedLeg obtains listing in Waitrose 

 
Q1 revenue up 5% from 1% volume increase 

Sept '16 RedLeg and Blackwoods Vintage dry Gin obtain listings in Morrisons 

Oct'16 Interim results deliver 26% reduction in operating loss 

 
TTB label approval for RedLeg obtained; US shipments planned for Q4 

 
H1 revenues up 26% from 16% volume increase 

 

Source: Distil; Progressive Equity Research 
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Interim results 

The table below summarises the interim results, comparing progress with regard to the 
prior year. It includes a breakdown of the key operating cost lines, as disclosed by the 
company.  

It should be noted that the “Other costs” line, primarily relating to share based 
payments included £5K of other operating income last year, and none this year, such 
that the underlying costs within this line are actually unchanged year-on-year. 

Summary of Distil interim results – FY17 

(£'000 unless stated) 
H1 

FY16 
H1 

FY17 Change 
% 

change 

Turnover 530 666 136 26% 

Gross profit 307 376 69 22% 

Gross margin (%) 58% 56%     

Advertising and promotion -133 -146 -13 -10% 

Other administrative costs -237 -266 -29 -12% 

Depreciation and amortisation -2 -1 1 50% 

Other costs -24 -29 -5 -21% 

Total operating costs -396 -442 -46 -12% 

Operating loss -89 -66 23 26% 

Finance charge -1 0 1 100% 

Pre-exceptional loss before tax -90 -66 24 27% 

Exceptional charge 0 0 0 n.c. 

Reported loss before tax -90 -66 24 27% 
 

Source: Distil; Progressive Equity Research 

Turnover has increased over the period by 26%, with a 140bps decline in the gross 
margin translating into a 22% increase (or £69K) at the cash gross profit level. The 
turnover increase was achieved despite tough comparatives against supply chain infill, 
which had a marked impact on Q1’s performance, where revenue was only up by 5%.  

The key brands behind the turnover growth remain RedLeg and Blackwoods (gin and 
vodka), with sales of Blavod Black Vodka described as being “considerably lower” than 
last year. Blavod was however facing tough comparatives in the US against a period of 
pipeline fill after regaining full TTB approval in February 2015. In addition, trading in 
Europe has remained difficult, with fewer Russians travelling, especially into Northern 
Europe, where Blavod performs strongly in the duty free market. Australia remains 
Distil’s biggest export market and continues to perform well. 

The turnover growth was achieved with an increase in marketing spend, albeit at a 
lower rate of increase relative to the top line. As the following table shows, advertising 
and promotion spend increased by 13%, half the rate of turnover growth. This resulted 
in a 320bps improvement in the marketing spend to turnover ratio, which declined from 
25.1% to 21.9%. The cash contribution rose by 32% to £230K. This improvement was 
more than enough to compensate for the fall in gross margin, such that the contribution 
margin rose by 170bps to 34.5%.  

H1 turnover up 26%, 
compared with the 5% 

increase for Q1 

RedLeg and Blackwoods the 
key brand drivers; Blavod 

finding life more difficult 

Contribution margin up 

170bps to 34.5% 
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Development of contribution margin 

(£'000 unless otherwise 
stated) 

H1 
FY16 

H1 
FY17 Change  

% 
change 

Turnover 530 666 136 26% 

Gross profit 307 376 69 22% 

Gross margin (%) 1 1     

Advertising and promotion -133 -146 -13 -10% 

Contribution 174 230 56 32% 

Contribution margin (%) 33% 35%     
 

Source: Distil; Progressive Equity Research 

Other administrative costs were contained to 12% growth to £266K. This included 
some further investment in staffing resources to support the growth of the business, 
ascribed to “marketing activity, improved procurement and increased production 
volumes”. 

In total, the operating cost base increased by 12% (or £46K) to £442K. Operating costs 
expressed as a percentage of sales therefore improved by 840bps to 66.4%. The 
operating loss therefore reduced or improved by 26% to £66K. The operating loss ratio 
improved by 690bps to 9.9%. 

In terms of cash flow, the H1 period saw a net outflow of £99K, leaving Distil with cash 
reserves of £883K following the share placing last year. The balance sheet therefore 
remains in a solid position to invest further in the development of the company and its 
brands. The working capital outflow reduced from £91K last year to £64K this year, 
with swings occurring in all three components. We believe that Distil has shown a 
degree more caution on deploying its cash reserves in the aftermath of Brexit, such 
that the cash balance is higher than might have been expected at this stage. Net 
assets on the balance sheet stand at £2,730K. 

Forecasts 

We have left our forecasts unchanged at this stage and will review these again at the 
financial year-end. We can then consider the progress made with account wins and 
greater distribution penetration on sales and profit performance over a longer trading 
period, including the all-important peak Christmas season.  

H1 sales growth of 26% compares with our full year forecast for 30% growth. While 
this implies nearer 34% top line growth in H2, we would point to two factors that should 
contribute to higher top line growth in H2. First, Q1 sales growth as per the August 
trading update showed only 5% revenue growth, compared with the 26% achieved for 
the whole of H1. This implies turnover growth in excess of 45% in Q2. Second, the 
new UK listings announced during the period will also bolster sales growth in H2, 
including the key Christmas and New Year holiday period. 

Given the broadly break-even performance delivered in H2 last year, FY17 PBT 
forecast risk now appears weighted to the upside in our view after these interim 
results. Achieving breakeven in H2 would deliver an FY17 PBT loss of £66K, 
compared with our current forecast of a PBT loss of £119K. Having seen an improved 
year-on-year H2 profit performance for each of the last two years, it is possible that 
Distil could deliver a small profit for FY17. Given the importance of H2, and especially 
the peak trading period, we believe it prudent to continue to forecast on a conservative 
basis. The following table lays out our forecast summary and valuation metrics. 

  

Forecasts unchanged 

Operating cost ratio 

improved by 840bps 

Lower working capital 
outflow; net cash outflow of 
£99K leaves strong net cash 
reserves of £883K 

Our forecasts imply 34% top 
line growth in H2, which 
should be helped by new 
listing gains 

Balance of FY17 forecast 
risk appears weighted to the 

upside in our view 
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SUMMARY FINANCIALS 

 

Source: Company information, Progressive Equity Research estimates 

 

  

Year ended March FY-15A FY-16A FY-17E FY-18E FY-19E

£m unless stated

Profit & Loss

Revenue 0.67 1.17 1.52 1.90 2.28

Adj EBITDA -0.28 -0.09 -0.12 0.06 0.26

Adj EBIT -0.29 -0.10 -0.12 0.06 0.26

Reported PBT -0.29 -0.10 -0.12 0.06 0.26

PBT before exceptionals and AAG -0.29 -0.10 -0.12 0.06 0.26

Fully adj PBT -0.29 -0.10 -0.12 0.06 0.26

NOPAT -0.29 -0.10 -0.12 0.06 0.26

Reported EPS (p) -0.08 -0.02 -0.02 0.01 0.05

EPS before exceptionals and AAG (p) -0.08 -0.02 -0.02 0.01 0.05

Fully adj EPS (p) -0.08 -0.02 -0.02 0.01 0.05

Dividend per share (p) 0.00 0.00 0.00 0.00 0.00

Cash flow & Balance sheet

Operating cash flow -0.37 -0.11 -0.30 -0.04 0.22

Free Cash flow £m -0.38 -0.12 -0.30 -0.03 0.23

FCF per share p -0.10 -0.03 -0.06 -0.01 0.05

Acquisitions -0.02 -0.02 0.00 0.00 0.00

Disposals 0.00 0.00 0.00 0.00 0.00

Shares issued 0.56 0.60 0.00 0.00 0.00

Net cash flow 0.17 0.47 -0.30 -0.03 0.23

Overdrafts / borrowings 0.00 0.00 0.00 0.00 0.00

Cash & equivalents 0.51 0.98 0.68 0.65 0.87

Net (Debt)/Cash 0.51 0.98 0.68 0.65 0.87

NAV and returns

Net asset value 2.23 2.76 2.64 2.70 2.97

NAV/share (p) 0.51 0.55 0.53 0.54 0.59

Net Tangible Asset Value 0.72 1.24 1.12 1.18 1.44

NTAV/share (p) 0.16 0.25 0.22 0.24 0.29

Average equity 2.09 2.50 2.70 2.67 2.84

Post-tax ROE (%) -13.8% -3.9% -4.4% 2.2% 9.3%

Metrics FY-15A FY-16A FY-17E FY-18E FY-19E

Revenue growth -72.3% 75.6% 30.0% 25.0% 20.0%

Adj EBITDA growth 21.7% 66.8% -28.1% -149.1% 347.1%

Adj EBIT growth 22.1% 66.2% -27.0% -145.7% 364.4%

Adj PBT growth 26.3% 66.2% -21.4% -150.1% 344.9%

Adj EPS growth 26.3% 66.2% -21.4% -150.1% 344.9%

Adj EBIT margins -43.0% -8.3% -8.1% 3.0% 11.4%

Valuation FY-15A FY-16A FY-17E FY-18E FY-19E

EV/Sales 7.3 4.2 3.2 2.6 2.1

EV/EBITDA (17.3) (52.1) (40.7) 82.9 18.5

EV/NOPAT (17.1) (50.5) (39.8) 87.0 18.7

PER n.a. n.a. n.a. 98.6 22.2

FCF yield -8.6% -2.2% -5.1% -0.6% 3.8%
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Risks and challenges 

Distil, as with all businesses, faces a number of risks and challenges that could affect 
its growth prospects. It is Progressive Equity Research policy to include a table of 
identified risks and challenges within any large research note, along with 
management’s responses to the matters raised. Therefore, in the table below we have 
identified what we believe are the mains risks, while also allowing management the 
opportunity to give their responses, outlining the actions being taken to minimise and 
mitigate these risk factors.  

Business 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  Distil undertakes regular consumer research  

of consumer favour to stay abreast of taste and drinking trends 

  Relative lack of sales in the world's  Distributor appointments made, but revenue generation held  

largest market, the USA back by unforeseen delays in TTB approvals (now all received) 

  Heavy reliance on key customers for  This reflects the transition of the business model, and  

owned brands  establishing wider distribution of our brands will result in a  

 
more balanced customer base, thereby diversifying risk 

  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 focus on owned  brand should deliver higher margins and 

and transition of business model  better quality of earnings. Share placings have strengthened the  

 
balance sheet, allowing continued investment in growing the top 

 
line, as shown with listing gains, and moving towards breakeven  

 
as increased scale delivers better operating metrics 

 

Source: Progressive Equity Research 

 
 
 
 

Risks and challenges are 

broadly unchanged for Distil 
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