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DeliveRed Leg Up 

Gaining momentum – new supermarket listing 

The reporting of further loss reduction at the interim stage has been 
somewhat overshadowed by the more positive news of a listing for 
its RedLeg spiced rum at a second UK supermarket chain. Distil has 
delivered a substantial improvement in its interim performance, with 
a 55% reduction in its pre-tax loss to just £90K. This has been driven 
by strong top line growth (+89%), especially for its RedLeg brand, 
driven by distribution gains supported by increased advertising and 
promotion in what remains a competitive market. In turn, good cost 
control has seen a 16% reduction in administrative costs.  

 Another major listing win: Further to the April announcement of a 
listing win at a major UK supermarket chain, Distil has announced that 
its RedLeg brand has won a listing at another leading supermarket 
operator. This should further underpin RedLeg’s future growth 
prospects and highlights the brand’s potential long-term value. 

 Interim results: Distil has enjoyed a good first half, with turnover 
almost doubling and the pre-tax loss more than halving in the period. 
Turnover rose 89% to £530K, driven by increased listings for its 
RedLeg brand and further progress with the Blackwoods brand. The 
company has supported this with increased advertising and 
promotional spend, which will continue through the peak Christmas 
trading period. The operating loss fell by 54% to £89K 

 Other developments: These results have been delivered despite 
declining volumes of Blavod sales in Eastern Europe due to adverse 
currency moves. While Blackwoods Limited Edition gin obtained its full 
TTB (US Alcohol and Tobacco Tax and Trade Bureau) approval, there 
has been a delay to RedLeg’s approval due to a technical query. This 
should not however affect RedLeg’s availability for its planned US 
launch next year. 

 Forecasts: We are leaving our forecasts unchanged at this stage, 
despite the new listing win and the interim increases in both turnover 
and promotional support being above those forecast for FY16. This will 
enable us to review 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. 
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FYE MAR 2014 2015 2016E 2017E 20148E 

Revenue 2.4 0.7 1.0 1.1 1.3 

Adjusted EBITDA -0.4 -0.3 -0.1 0.0 0.0 

Adjusted PBT -0.4 -0.3 -0.1 0.0 0.1 

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

EV/Sales (x) 1.4x 5.1x 3.4x 3.0x 2.6x 

EV/ Adj. EBITDA (x) n.a. n.a. n.a. 362.7x 78.0x 

P/E (x) n.a. n.a. n.a. 120.6x 57.0x 

Source: Company Information and Progressive Equity Research estimates 
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Supporting the winners 

Distil is now operating fully under its new strategic operating model as a value-added 
developer of premium spirit brands, having dropped distribution of third party brands to 
focus on its core strength as a brand incubator. It operates a portfolio of brands, 
foremost among which are RedLeg spiced rum, Blackwoods (gin and vodka) and 
Blavod black vodka.  

Progress in the first half has been led by developments for RedLeg and Blackwoods in 
particular. Both brands have continued to benefit from promotional support to 
encourage consumer testing and drive brand awareness at high profile music and food 
festivals over the summer period. The RedLeg rum shack even put in an appearance 
at this year’s Henley Regatta. 

RedLeg achieved a major breakthrough earlier this year in April, with the 
announcement of a listing at a major UK supermarket chain, to add to its growing 
distribution coverage. The launch within this channel was supported by promotional 
investment to support the volume growth of the brand. The announcement that 
RedLeg has won a listing at a second major UK supermarket retailer for 700 of its 
largest stores is a major breakthrough with regard to achieving critical mass of 
customer awareness and brand recognition. 

On the US front, following its TTB approval, the first shipments of Blackwoods Small 
Batch gin have been made. In addition, initial shipments of Blavod have seen the US 
market re-open for the brand. As is often the case with TTB approvals, a query on a 
technical description of one ingredient has delayed RedLeg’s full approval. This matter 
is in the process of being resolved, and should not delay the brand’s planned launch 
for next year. 

With regard to the Jago’s vanilla vodka cream liqueur, Distil has re-formulated the 
product and re-designed its packaging ready for launch. Management continues in its 
efforts to secure major listings before proceeding to full-scale production, given the 
seasonal weighting to Christmas/NewYear and the shelf life of the product. Further 
investment is therefore being held back at this stage until such listings are secured. 

The super-premium Diva vodka brand has also been re-designed for its re-launch, 
including new packaging and a diamante “Diva” bracelet. PR activities have seen Diva 
featured on a TV programme and during the Pride in London week at the end of June. 
Shipments have begun in both the UK and Europe. 

In summary, Distil has seen good progress made in H1, not only in terms of increased 
customer awareness of key brands, but more importantly in terms of securing 
incremental distribution for them, both domestically and in international markets, in 
particular the US as the world’s largest spirit’s market. Driving awareness and 
distribution requires advertising and promotional support, which Distil has duly 
delivered. This pattern is likely to continue over the medium-term as the brands 
establish themselves further, but should also see continued bottom line progress, 
aided by cost control, as delivered in the first half. 
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Interim results 

We now look in more detail at the interim results, starting with a results summary: 

Summary of Distil interim results 

(£'000 unless stated) 
H1 

FY15 
H1 

FY16 Change 
% 

change 

Turnover 280 530 250 89% 

Gross profit 157 307 150 95% 

Gross margin (%) 56% 58%     

Advertising and promotion -66 -133 -67 -100% 

Other administrative costs -284 -237 47 16% 

Depreciation and amortisation -2 -2 0 0% 

Other costs 0 -24 -24 n.a. 

Total operating costs -352 -396 -44 -13% 

Operating loss -195 -89 106 54% 

Finance charge -3 -1 2 67% 

Pre-exceptional loss before tax -198 -90 108 55% 

Exceptional charge 0 0 0 n.c. 

Reported loss before tax -198 -90 108 55% 
 

Source: Distil; Progressive Equity Research 

This table shows the strong progress made at the turnover and gross profit lines by 
Distil. The drivers for the turnover growth have been discussed above. Production 
volume, in terms of litres, increased by 23% year-on-year. There has been a small 
improvement in the gross margin, which therefore drove a slightly higher increase of 
95% at the cash gross profit line, or £150K. 

Turnover growth was supported by a broadly similar percentage increase in advertising 
and promotion costs. Some of this increase in brand marketing was funded from 
procurement savings. These resulted from improved forecasting and volume 
efficiencies, which successfully reduced unit case production costs. 

Contribution, defined as gross profit minus advertising and promotion costs, increased 
by 91% to £174K from £91K last year. The contribution margin rose by 30bps to 32.8%    
(from 32.5% last year). 

We have also seen a continuation of good discipline on management of Other 
administrative costs, which came in £47K or 16% lower, compared with last year. 
There was a £29K expense relating to share based payments in the period, with a 
small £5K offset from other operating income.  

Total operating costs therefore increased by £44K (or 13%) to £396K in the period. 
This was however more than offset by the incremental cash gross profit, the net result 
of which saw a £106K (54%) reduction at the operating loss level to £90K from £198K.  

There was an aggregate cash outflow in the period of £156K, almost identical to last 
year’s £155K outflow. Net cash at the period end stood at £355K, following the £562K 
proceeds from the share placing last year. Net assets stood at £2,169K at the period 
end, up on last year’s position (£1,759K) and down slightly on the FY15 year-end 
position of £2,230K. 
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Forecasts 

We have left our forecasts unchanged at this stage and to review these again at the 
financial year-end. This will enable us to review 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. We should also then 
be in a better position to review the US potential, with RedLeg having hopefully 
received its full TTB approval.  

Our forecasts were already assuming around a 50% increase in top line revenue. Our 
FY16 revenue forecast should certainly prove conservative based on H1’s 
performance with its 90% sales uplift. This was accompanied by a slightly larger 
increase in the advertising and promotion spend, which we expect to see repeated and 
potentially maintained as Distil continues to build customer awareness of its key 
brands over the medium-term. Overall upside could therefore be more muted at the 
bottom line, given the ongoing brand investment. 

The following table lays out our forecast summary and valuation metrics. 

Top line forecasts may likely 
prove conservative, but 
ongoing brand support will 

limit bottom line impact  

We are leaving our forecasts 

unchanged at this stage 
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SUMMARY FINANCIAL INFORMATION 

Year ended March FY-14A FY-15A FY-16E FY-17E FY-18E 

£m unless stated 
     Profit & Loss 
     Revenue 2.41 0.67 1.00 1.15 1.32 

Adj EBITDA -0.36 -0.28 -0.13 0.01 0.04 

Adj EBIT -0.37 -0.29 -0.13 0.01 0.04 

Reported PBT -0.39 -0.29 -0.10 0.03 0.07 

PBT before exceptionals and AAG -0.39 -0.29 -0.10 0.03 0.07 

Fully adj PBT -0.39 -0.29 -0.10 0.03 0.07 

NOPAT -0.37 -0.29 -0.13 0.01 0.04 

Reported EPS (p) -0.12 -0.08 -0.02 0.01 0.02 
EPS before exceptionals and AAG 
(p) -0.12 -0.08 -0.02 0.01 0.02 

Fully adj EPS (p) -0.12 -0.08 -0.02 0.01 0.02 

Dividend per share (p) 0.00 0.00 0.00 0.00 0.00 

Cash flow & Balance sheet 
     Operating cash flow 0.09 -0.37 -0.15 -0.03 0.03 

Free Cash flow £m 0.07 -0.38 -0.12 0.00 0.06 

FCF per share p 0.02 -0.10 -0.03 0.00 0.01 

Acquisitions -0.08 -0.02 0.00 0.00 0.00 

Disposals 0.00 0.00 0.00 0.00 0.00 

Shares issued 0.55 0.56 0.00 0.00 0.00 

Net cash flow 0.54 0.17 -0.12 0.00 0.06 

Overdrafts / borrowings 0.00 0.00 0.00 0.00 0.00 

Cash & equivalents 0.34 0.51 0.39 0.39 0.45 

Net (Debt)/Cash 0.34 0.51 0.39 0.39 0.45 

      NAV and returns 
     Net asset value 1.96 2.23 2.13 2.16 2.23 

NAV/share (p) 0.54 0.51 0.49 0.49 0.51 

Net Tangible Asset Value 0.46 0.72 0.62 0.65 0.72 

NTAV/share (p) 0.13 0.16 0.14 0.15 0.16 

Average equity 1.88 2.09 2.18 2.14 2.19 

Post-tax ROE (%) -20.9% -13.8% -4.7% 1.5% 3.1% 

      Metrics FY-14A FY-15A FY-16E FY-17E FY-18E 

Revenue growth -36.5% -72.3% 49.8% 15.0% 15.0% 

Adj EBITDA growth -15.8% 21.7% 53.9% 107.2% 365.0% 

Adj EBIT growth -14.7% 22.0% 53.1% 103.9% 658.2% 

Adj PBT growth 46.9% 26.2% 64.4% 131.7% 111.6% 

Adj EPS growth 46.9% 26.2% 64.4% 131.7% 111.6% 

Adj EBIT margins -15.3% -43.0% -13.5% 0.5% 3.0% 

            

Valuation FY-14A FY-15A FY-16E FY-17E FY-18E 

EV/Sales 1.4 5.1 3.4 3.0 2.6 

EV/EBITDA (9.5) (12.1) (26.3) 362.7 78.0 

EV/NOPAT (9.3) (12.0) (25.5) 653.9 86.3 

PER n.a. n.a. n.a. 120.6 57.0 

FCF yield 2.2% -11.2% -3.1% 0.0% 1.4% 
 

Source: Company information and Progressive Equity Research estimates 
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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 note, together 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 

  Current lack of sales in the world's  Management has made distributor appointments, but revenue  

largest market, the USA generation held back by unforeseen delays in TTB approvals 

  Heavy reliance on two 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 transition of business model  and better quality of earnings. Cash is being managed tightly,  

 
 and investments undertaken, together with re-launches and 

 
new listings, should see further loss reduction in FY16E. 

]  

Source: Progressive Equity Research 
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