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Shares in domestic-focused UK companies could  
be in for a rocky ride if there is a no deal Brexit

This has been a very interesting week to say the least.  
People have known for a long time that the UK’s trade 
talks with the EU would probably go down to the wire and 
that is where we find ourselves.

Talks are set to go on until Sunday 13 December and  
at the moment it looks like the gap between the two sides 
is too big to be settled. It looks as if we are heading for  
no deal.

The prospect of this is causing chaos at the ports,  
especially Dover and Calais. Panic buying and stockpiling 
are in full swing. Honda has closed its factory in Swindon 
because it cannot get enough parts to build cars and Tesco 
is stockpiling food. With Christmas and Covid, this  
development – while not totally unexpected – is going  
to cause a lot of short-term pain if nothing is agreed in  
the next few days.

Talk of shortages and price increases are probably not 
without foundation, but may be short-lived. The government 
is treading a very dangerous path and has – in my opinion – 
been offered a very reasonable deal by the EU, which would 
allow the country to get on with life and for businesses to 
buy and sell goods on reasonable terms that will not damage 
their businesses much, if at all. The strings attached to the 
offer and questions about issues of sovereignty and policing 
the deal raise some understandable issues, which I will  
not discuss, but from an economic point of view they look 
pretty good.

I have always believed that the need for both sides  
to trade with each other would lead to a reasonable  
outcome. I still think it will, but unfortunately it might  
take a dose of chaos and disruption to get it done.

This all puts short-term pressure on the value of the 
pound and could mean that the share prices of UK  
companies with largely domestic earnings could be in  
for a rocky ride.
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The perilous state of the UK government’s finances  
were again brought into spotlight when the Wealth Tax  
Commission laid down the case for a one-off wealth 
tax this week. Individuals with personal assets of over 
£500,000 would pay a one-off tax of 5 per cent on the 
value of assets above this level. They would then have five 
years to pay the government or in the case of the tax being 
levied on pension wealth it would be deferred until  
pension age was reached.

This is potentially explosive politically and my guess  
is that any talk of it will see Conservative backbench  
MPs rebel in big numbers. The one good thing that could 
come out of this is exposing to the general public how 
unfairly those who work in the private sector are treated,  
compared to the public sector, when it comes to their  
pensions.

The current lifetime allowance (LTA) for pension savings 
is £1,073,100, which increases annually in line with  
inflation. This is a figure that many people will not even 
come close to accumulating, but plenty will. 

But it does not make you rich. If you wanted to buy the 
security of an income that increases for life in line with  
inflation from age 65, then according to the best buy  
annuity tables from Hargreaves Lansdown, this would give 
you an initial annual income of £29,900 (2.786 per cent). 

A wealth tax above £500,000 would tax £573,100 of this 
pension pot, which would give rise to a tax bill of £28,655 
– almost the same as the initial income.

In the public sector, the LTA is based on the initial  
pension income multiplied by 20. So a public sector  
retiree can have an annual income of £53,655 before  
they breach it. It would cost someone with a defined  
contribution pension £1,925,879 to get the same income 
with the same security.

So how much pension wealth does the public sector 
worker really have? My view is the latter figure would give 
rise to a wealth tax bill of £71,293 and should arguably 
have a tax clawback of up to £469,028 if the pension pot 
was taken as a lump sum.

I’ve nothing against public sector workers, but the 
generosity of their pensions against the LTA shows why 
the LTA needs to be scrapped and the funding of pensions 
needs to be addressed.

What’s very worrying is that there is a real threat that the 
government is coming after the value of our savings, which 
will discourage the incentive to save in the first place.  
Unless you leave the country and move your savings  
offshore, there’s not a lot you can do to counter this threat. 
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The other alternative is that the government will print 
money to pay its bills and I think this is more likely. As 
I’ve said many times on these pages, this is no free lunch. 
Just as Harold Wilson was wrong when he said in 1967 
that the devaluation of the pound would not affect the 
value of the pound in your pocket, so are those that  
support Modern Monetary Theory (MMT) as a route to 
solving the problem of a country living beyond its means.

I expect inflation and the threat of it to become a major 
concern for investors in 2021. The prominent hedge fund 
investor, Ray Dalio, was talking about it this week. He 
reckons that asset prices will soar to reflect the fall in the 
value of money that they are denominated in. I feel he 
may be right.

A diversified portfolio of strong businesses and  
inflation-protected assets has always been good advice 
and perhaps never more so than right now.

One of the best books I have read this year is The Myth 
of Capitalism by Jonathan Tepper. His central argument 
is that the capitalist world has become dominated by 
companies with increasing monopoly power. I largely 
agree with this and see increasing antitrust regulation and 
scrutiny of industry concentration as a big threat to big 
tech companies, and possibly the US stock market which 
is dominated by them.

This week’s filing of an antitrust lawsuit against  
Facebook by the Federal Trade Commission in the US is 
therefore a warning sign to investors. It thinks Instagram 
and WhatsApp are anti-competitive and that Facebook 
should be forced to sell them. This would do a lot of  
damage to Facebook’s prospects.

Will it be Google, Amazon, Apple and Microsoft next? 
These companies are probably safe, while the Republicans 
control the US Senate. If the Democrats take the upcoming 
Georgia election, which would give incoming Vice-President 
Kamala Harris the casting vote, then prepare for plenty of 
US stock market turbulence. 

This week has seen some very notable tech flotations 
in the US with what seem like crazy valuations. I’ll have 
more to say on this next week.
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Ocado
Regular readers will know that I don’t get Ocado (OCDO) 
as an investment. I think what it is doing with its software 
and customer fulfilment centres (CFCs) is very clever and 
is certainly more efficient than people picking orders in 
stores. But I do not yet believe that it transforms the  
economics of selling groceries over the internet where  
the costs of delivery do not seem to be fully absorbed by  
delivery charges and therefore profit margins are lower 
than those made in stores.

I’ve never been particularly impressed by Ocado’s profit 
margins and am sceptical of the value being placed on its 
technology. Essentially, Ocado’s valuation is based on the 
assumption that it will sell lots of it to other retailers  
despite showing publicly that it cannot make decent  
returns on investment from doing so.

The value of future profits its current Solutions contracts 
are expected to produce is disclosed in a note to its annual 
report. Looking at the sum of this figure plus the value of 
Ocado’s UK Retail business, for me the gap to its current 
market capitalisation is way too big. 

I would be happy to be proven wrong and see Ocado  
become a great success, but I just think the share price 
takes far too much for granted right now.

That said, the company is performing very well right 
now. Further lockdown restrictions are seeing more  
people buy over the internet, but the key driver of revenue 
growth for Ocado is that its customers are just spending 
more, as it is currently capacity constrained and cannot 
yet offer more weekly delivery slots.

Fourth-quarter revenues increased by 34.9 per cent to 

Fantasy Sipp & UK Quality shares performance
                    Portfolio total returns (%)  
 1 month Year to date 1 year 2 years 3 years

Scottish Mortgage Investment Trust 3.9 95.0 118.0 139.0 155.0

Smithson Investment Trust 1.6 25.9 28.1 59.2 

LF Blue Whale Growth Fund 1.9 25.5 28.8 52.9 74.8

Martin Currie Global Portfolio Trust -2.1 19.6 23.4 51.2 52.3

Fundsmith Equity T Acc 2.2 18.0 21.7 41.1 53.5

Mid Wynd International Inv Trust -1.0 17.5 19.0 48.8 48.1

Vanguard S&P 500 ETF 0.4 14.6 17.2 36.7 46.1

iShares MSCI World Acc 2.0 12.4 14.7 32.1 34.6

Lindsell Train Global Funds 3.3 9.4 11.7 27.0 46.7

Phil Oakley Fantasy Sipp -0.7 8.4 13 41.6 46.8
Castlefield CFP SDL UK Buffettology Fund 1.8 -1.1 3.7 21.9 30.7

Finsbury Growth & Income Trust 3.8 -2.6 -0.7 18.3 20.1

Phil Oakley UK Quality Shares -2.5 -6.3 – – –
Vanguard FTSE 250 UCITS ETF 6.3 -7.7 -3.1 16.9 7.1

FTSE All-Share - Total Return 6.6 -9.1 -5.0 7.4 1.9

Vanguard FTSE 100 ETF 6.6 -10.6 -6.5 4.8 0.2
Source: SharePad
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£579.6m, with average orders per week up by just 3 per 
cent to 360,000. This was slightly lower than the £587m 
achieved in the third quarter when sales were growing at a 
rate of 52 per cent.

The average value of each order increased from £104.90 
last year to £133. The M&S food offer is going down well 
with customers, while on-time delivery and substitution 
performance is also good.

This kind of revenue growth is leveraging the fixed cost 
base of the business very nicely. Earnings before interest, 
tax, depreciation and amortisation (Ebitda; which is a 
poor measure of profit for a business that needs to replace 
plant and machinery and delivery vans) for the UK retail 
business is now expected to be more than £70m. This is  
a big improvement from the £40m that was being guided 
as recently as September.

This would equate to an Ebitda margin of around 3.2 per 
cent, which is nothing to write home about and illustrates 
my key concerns about this business, especially when 
capacity utilisation is pretty good.

Three new warehouses are coming on stream next year 
which will add 40 per cent capacity to the business. This 
will give more slot availability to existing customers and 
allow Ocado to bring on new ones. 

This capacity will take a while to be filled and next year’s 
revenues will depend not only on this, but how much  
people order per delivery. If we are out of lockdown and 
people go back to at least some shopping in retail stores, 
then Ocado’s average order size is likely to fall back.

It was running at £110 per order in the first quarter of 
2020 before lockdowns came into force. If it goes back 
to a similar level and say half the extra capacity is filled 
(giving 432,000 orders per week), then next year’s fourth-
quarter revenues would be around £618m, which would 
equate to growth of 6.6 per cent. My guess is that the 
lower capacity utilisation on the extra warehouses could 
act as a drag on margins.

Ocado: current forecasts
  Year (£m) 
 2020 2021 2022

Turnover 2,384.50 2,830.50 3,246.80

Ebitda 59.6 93.4 185.8

Ebit -102.3 -106.3 -48.5

Pre-tax profit -140.9 -150.4 -84

Post-tax profit -151.3 -165.4 -121

EPS (p) -21.2 -23.3 -16.9

Dividend (p) – – –

Capex 566.7 612.6 629.4

Free cash flow -338.7 -438.3 -289.3

Net borrowing -153.5 347.5 740.4
Source: SharePad
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UK retail profitability is not the key value driver for  
Ocado’s share price, but it is a shop window for how  
attractive its technology solutions are to potential  
customers. Despite these improved results, I remain to  
be convinced.

Ashtead
Investors in quality businesses often seek out those  
making high returns on capital employed (ROCE) – where 
trading profits are a high percentage of the money  
invested in the business. This on its own is unlikely to 
deliver good long-term investment results. 

Without the ability and opportunity to reinvest money  
at high rates of return going forward, the company and  
its shares are unlikely to become more valuable. This  
reinvestment opportunity is arguably one of the biggest 
challenges facing the large established quality businesses 
that are owned by many investors.

Ashtead (AHT) is a great example of a high returning 
business that has plenty of opportunity to reinvest its profits 
at high rates of return. If someone offered you a savings  
account with the ability to earn 20 per cent interest on it and 
you could put large chunks of your savings into it every year 
at the same interest rate, you’d probably be interested.

Companies are more risky than savings accounts, but  
I have simplified the opportunity that Ashtead offers  
investors. The caveat is that its profits take a bit of a  
battering in a recession, but that over an economic cycle 
the returns have been very good.

Ashtead makes its money by buying equipment and 
renting it out to construction companies, special events, 
facilities maintenance, local authorities and emergency 
services – things such as aerial platforms, forklift trucks, 
tools, diggers, cranes, power generators, fencing, barriers 
and pumps. It makes most of its profits in North America 
(Sunbelt), but also has an established business in the  
UK (A-Plant).

Ashtead typically owns the equipment for seven years 
before selling it. At the end of March 2020, its equipment 
fleet had a gross value of £9.4bn mainly deployed in the 
US. It has remained at a similar level throughout 2020 as 
the company has not invested in new assets.

The company has thrived over the past few years in the 
US. It has done so due to a recovering and growing US 
economy, taking market share from competitors and  
buying up businesses. Arguably the biggest driver of 
growth has been the shift to renting rather than owning 
assets among its customers – a trend that is expected to 
continue. 
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Half-year results released this week shows how the  
business performs in a severe recession. Profits get  
hammered as fleet utilisation falls, but the costs remain. 
The business actually held up quite well with rental  
revenues falling by 4 per cent, but high operating leverage 
saw operating profit fall by 18 per cent. Profit margins fell 
from 30 per cent to 25 per cent.

When times are good, Ashtead reinvests most of its cash 
flow back into new assets and bolt-on acquisitions. It has 
not been doing this. The company is also in a favourable 
place as far as its fleet age is concerned and so does not 
have particularly high replacement Capex requirements 
right now. As a result, free cash flow soared to £822m from 
£228m, with the business generating nearly £1.4bn over 
last year. It has used this to bring its debt levels down.

The good news is that trading activity is picking up in its 
core US business, which is the bulk of the group’s profits. 

Ashtead: Rental revenue trends

The table on page 8 shows that growth in speciality  
markets have been particularly encouraging.

Source: Ashtead
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Ashtead: Speciality rental business

The business is still heavily exposed to construction 
markets and here the outlook is looking favourable. The 
US housing market is currently running red hot (a bit like 
2006) and whilst this might worry economists, it’s good 
for Ashtead right now with a decent recovery expected 
from next year.

Source: Ashtead
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Ashtead is not just reliant on strong end markets. It sees 
potential to expand into the repairs and maintenance  
market in areas such as infrastructure, utilities and  
telecoms, which is worth around $340bn. It is also looking 
to sell more into Events and Emergency Response markets.

The rental fleet market is still highly fragmented with 
United Rentals the biggest player, with around 14 per cent 
share with Sunbelt on 10 per cent. Around half this market 
is in the hands of private companies, with about half of 
that expected to end up being owned by the bigger  
players eventually. Ashtead has been very successful  
with its bolt-on acquisitions and there looks to be still 
plenty of opportunity to do more of them.

Ashtead has become more optimistic about its full-year 
results and revised its guidance higher.

I like this business a lot, despite its inherent cyclicality. 
I am very surprised that its shares have done so well this 
year. An increase of 37 per cent seems at odds with a  
difficult market backdrop. A valuation of around 20 times 
next year’s rolling earnings per share (EPS) also looks 
quite expensive, but I’m going to stick with them in the UK 
portfolio.

Source: Ashtead
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Howden Joinery
The UK economy is in a grim place right now, but certain 
parts of it look to be doing quite well. Trying to make a call 
on what will happen over the next few months is hard, but 
I think that anything to do with the housing market will 
continue to do well.

The stamp duty holiday is seeing a surge in homes  
for sale and moving activity. This is generally good for  
homewares, DIY stores and spending on kitchens and 
bathrooms. For those who have kept their jobs and saved 
money on commuting and holidays, there is cash avail-
able to spend. For those with a reasonable chunk of equity 
in their homes, re-mortgaging and equity extraction is 
cheap.

Put this together with pent-up demand from the lockdowns 
earlier this year and I’m surprised that suppliers of kitchens 
such as Howden Joinery (HWDN) are doing well.

Just over a month ago, it announced that sales for the 
preceding four months were up by just over 10 per cent, 
with year-to-date UK sales down by 6.8 per cent. Excess 
stock coming out of lockdown had seem some discounting 
and a slight reduction in gross margins.

The good news is that in the four weeks since then gross 
profit margins have held up, while sales have surged. On 
a same depot basis, they are up by 17.2 per cent, with total 
UK sales down by 5.1 per cent year to date.

The company now expects pre-tax profits for the year to 
December 2020 to be 10 per cent higher than the top of the 
range of analysts’ forecasts. This implies pre-tax profits  
of around £167m and EPS of 22.1p. Forecasts for 2021 will 
probably move up as well.

This a business that clearly has momentum behind it 
and it will enter 2021 in a good position. I can see demand 
remaining very robust until at least the end of the stamp 
duty holiday in March and think it could have a very good 
2021 if the housing market holds up.

Ashtead: current forecasts

  Year (£m) 
 2021 2022 2023

Turnover 4,833.50 5,050.60 5,429.00

Ebitda 2,211.40 2,346.80 2,556.30

Ebit 1,098.80 1,222.90 1,377.30

Pre-tax profit 882 1,037.60 1,189.50

Post-tax profit 653.4 774.7 902.7

EPS (p) 145.2 171.9 204.6

Dividend (p) 40.1 45.1 50.6

Capex 471.4 695.2 1,140.20

Free cash flow 1,315.50 972.4 850.4

Net borrowing 4,004.40 3,280.50 2,832.20
Source: SharePad
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This is where I am very cautious given likely increases 
in unemployment and the probable return of stamp duty. 
Howden shares are only down 2.5 per cent so far in 2020 
and have rallied 65 per cent off their March lows. On 2019 
profits they would trade on 18 times PE, which looks high 
enough for now.

Games Workshop
The good news keeps on coming from Games Workshop 
(GAW) with another profit upgrade announced this week. 
Having said in early November that it expected half-year 
pre-tax profits for the six months to the end of November 
to be not less than £80m, it now expects them to be not 
less than £90m.

For the period as a whole, revenues are expected to be 
£37m higher than a year ago and profits £31m higher. The 
company as usual did not go into the detail of trading too 
much, but this is an impressive drop through rate from 
sales to profits.

This is not unexpected as Games Workshop is a highly 
operationally-geared business. There is also likely to be 
some benefit from sales having lower overheads when 
sold through internet channels. The other key profit driver 
is royalty income, which is almost pure profit. All we have 
heard about royalty profits so far is £3m of profit booked 
in the first quarter.

A £10m increase in profit guidance in just over a month 
is a very big jump and rightly raises questions as to how 
this has been achieved.

There are several possible explanations. I think there 
is definitely an amount of low balling going on from the 
management team here. Over the years, companies have 
become much smarter in steadily and regularly upgrading 
profit forecasts to keep its share price going up. That said, 
I do not believe for one minute that Games Workshop has 
knowingly guided analysts to publish profit forecasts that 

Howden Joinery: current forecasts
  Year (£m) 
 2020 2021 2022

Turnover 1,463.60 1,592.10 1,696.80

Ebitda 263.6 347.4 387.4

Ebit 151.5 231.4 272.2

Pre-tax profit 144.6 223.3 264.9

Post-tax profit 115.7 176.8 210.4

EPS (p) 19.2 30.2 35.8

Dividend (p) 6.7 11.2 13.2

Capex 59.2 59.9 62.6

Free cash flow 56.4 157.1 172

Net borrowing 261.9 17 175.9
Source: SharePad
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are way below what it thinks it will achieve.
My guess is that it looked at its numbers in early  

November and could perhaps see a path to early to  
mid-£80m’s of profits, but might have been waiting on 
Black Friday sales and perhaps the signing of a royalty 
deal or two. In early December with most, if not all of the 
trading numbers in and better than expected and maybe 
a royalty deal signed, it can be more confident of what 
the outcome is. 

The words “not less than” give the company a lot of 
wriggle room, but I think that it is unlikely that there has 
been a £10m profit swing in a month – it’s not totally  
impossible – and it’s more likely to be £5m-£6m.

What’s more important is to look at the trend in  
numbers and where they are likely to be going. Second-
quarter revenues are stronger than the first quarter. The 
first quarter’s were seen to have benefited from some  
pent-up demand from the closure of the factory and shops 
in the last quarter of 2020.

This is undoubtedly true, but the fact that second-quarter 
sales are even stronger is a very bullish sign that this is a 
business which is experiencing more than a temporary 
boom in demand. The profit margin is not quite as strong, 
but still very impressive relative to history, nonetheless.

Now get to the issue of profit forecasts for the year to 
May 2021. Is the company low balling analysts still or does 
it genuinely not know how things will pan out?

I maintain my view that Games Workshop is a low  
visibility business, but this does not mean that it is a 
no visibility business. Management will know what the 
release pipeline of new games and storylines is and will 
have a pretty good idea as to how well they will sell. In  
recent months, some releases such as Indomitus have 
been much better than expected and the company has 
had to produce more. This is a very good position to be in.

We also do not know what will happen to the sales mix 
once stores start opening up again, nor do we know how 
big royalties will be. This will have a big impact on profit 
margins for the second half of the year.

Edison Research is paid by Games Workshop to write 

Games Workshop profit progression
£m H1 19 H2 19 2019 Q1 20 Q2 20 H2 20 FY 20 Q1 21 Q2 21 H1 21 LTM
Revenues 125.2 131.4 256.6 78 70.4 121.3 269.7 90 95 185 306.3

op profit 35.3 34.6 69.9 28 20.5 24.7 73.2 45 38 83 107.7

Royalties 5.5 5.8 11.3 2 8.7 6.1 16.8 3 4 7 13.1

Tot Op Profit 40.8 40.4 81.2 30 29.2 30.8 90 48 42 90 120.8

Margin 28.2% 26.3% 27.2% 35.9% 29.1% 20.4% 27.1% 50.0% 40.0% 44.9% 35.2%

Margin incl Royalties 32.6% 30.7% 31.6% 38.5% 41.5% 25.4% 33.4% 53.3% 44.2% 48.6% 39.4%
Source: Games Workshop/Investors Chronicle/Edison Research
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and publish research on it. Its revised forecasts for the 
year to May 2021 are for revenues of £349.1m, operating 
profits of £127.9m and £13m of royalties which give total 
operating profits of £140.9m.

This would imply second-half revenues of around 
£164.1m, operating profit of £44.9m and total operating 
profit of £50.9m. This would give operating margins,  
excluding and including royalties of 27.4 per cent and  
31 per cent, respectively. This is very similar to the second-
half margin performance from 2019.

This does not sound too unreasonable and implies a 
moderation of quarterly revenues from over £90m to just 
over £80m and a normalisation of trading patterns and 
sales channels. If this projection turns out to be true then 
the message for investors is that the company’s current 
performance is exceptional and cannot be sustained.

The alternative view and one taken by those of a bullish 
stance are that this guidance is way too cautious. It’s not 
unreasonable or wrong to think this given recent history.

The question is: Why are management guiding analysts 
to this kind of outcome? Are they just ridiculously low 
balling and gaming them or do they genuinely not know? 
My view is that it is the latter which makes this business 
very hard to predict and forecast with any degree of  
accuracy. My guess is that Games Workshop will make at 
least £150m of total operating profit this year and could do 
that quite easily.

What we do know is that a business with high gross 
profit margins and high operational gearing can see big 
changes in operating profits when revenues change. When 
those revenue changes are big then the changes to profits 
and profit forecasts are also very big and we get a series of 
material profit upgrades like we have seen in recent years.

I am still positive on Games Workshop as I think that 
Warhammer is still in a healthy growth phase and that 
profits can still grow from current levels. That said, I do 
think that 2021 profits could be so good that getting them 
to grow in 2022 could be quite challenging. Analyst  
forecasts raise some interesting observations.

Edison is currently forecasting 2022 revenues of £381.2m, 
operating profit of £141.6m, royalties of £15.4m and total 
operating profit of £157m. This equates to revenue growth 
of 9.2 per cent and profit growth of 10.7 per cent and 11.4 
per cent excluding and including royalties. The respective 
profit margins are 37.1 per cent and 41.2 per cent. This is 
saying that margins will be broadly unchanged on what it 
expected for the whole of 2021.

I don’t quite get this. What these forecasts are telling 
me is that profit margins are expected to revert to H2 2019 
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levels in the second half of this year, only to revert back  
to 2021 margins - which include very high H1 margins –  
in 2022.

This does not make sense to me. Having been an analyst 
myself, I’m loath to criticize another, especially one that 
will probably follow a company more closely than me. 
That’s not to say that there aren’t bad forecasts out there. 
However, on the expectation of growing revenues, I  
cannot see how margins would be so low in the second 
half of this year only to pick up again the following year. 

The company will have looked at these forecasts and 
will no doubt have been happy to see them published,  
but for me there is an inconsistency in margin forecasts  
between the second half of this year and for 2022. If I  
assume 37 per cent pre-royalty profit margins for H2 21 
(what is being assumed for 2022), then Edison’s profit 
forecast has another £15m of upside in it to £155m.

It’s difficult to know what’s really going on here and  
I’ve probably strayed into overthinking about it. One  
possibility that has crossed my mind is that the company’s 
profits are so good that it could hold back new releases 
and royalty deals until next year in order to keep profits 
growing.

The simple message is that things are good, but I also 
think that there will come a day when a trading update 
disappoints or there may even be a profit warning. You 
might be able to spot signs of weakness if you are heavily 
immersed in the Warhammer community but otherwise I 
think such an event will come as a surprise.

The share price has been decidedly lacklustre in recent 
weeks after briefly hitting £120. Keith Ashworth Lord has 
been a forced seller out of his UK Buffettology fund, but 
I also think that there are quite a few people who believe 
that profits have received a windfall from lockdown that 
cannot last.

I understand this view and don’t dispute that there has 
been a windfall but I also continue to believe that there is 
genuine traction and momentum in Warhammer among 
its players that continues to surprise.

The shares stay in both portfolios because I think that 
the business’ high gearing with a following wind behind 
it leaves it well placed. That said, I will admit to feeling 
that I don’t know what’s going to happen with it and that 
medium-term revenue visibility is hard to call. I am also 
very aware that the operational gearing can work against 
investors. What I do know is that the business is well  
managed and has fantastic engagement with its  
customers, which are two ingredients that build the  
foundations of long-term success.
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At £100, the shares trade on 28 times rolling one-year 
forecast EPS. That’s not cheap, but this is a unique and 
high-quality business with great profitability. Going  
forward, the shares may not re-rate upwards, but profit 
growth can drive the share price higher.

Games Workshop: current forecasts
  Year (£m) 
 2021 2022 2023

Turnover 349.4 377.4 397.3

Ebitda 163.1 176.7 179.4

Ebit 139.9 154.2 162.6

Pre-tax profit 139.4 152 159.3

Post-tax profit 109.5 122 -

EPS (p) 339.6 368.5 380.2

Dividend (p) 200 230.4 220

Capex 20.3 20.5 25.5

Free cash flow 119 123 -

Net borrowing -94.7 -133.6 -194.2
Source: SharePad
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