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Talk of negative interest rates is intellectually  
bankrupt, in my view

What I am about to write is bearish stuff, but I promise 
to end on an optimistic note.

It often crosses my mind that we will one day look  
back at today’s stock markets and say that they were  
overvalued and investors were too complacent. Valuations 
of shares had detached themselves from fundamentals 
and moved based on the assumptions of how much  
money central bankers would print and how much  
borrowed money governments would throw at economies.

The argument that there is no alternative to shares in 
a zero interest rate world – and that buying and holding 
high-quality growth stocks is the best way to do so – is 
hard to refute because it has worked so well. I don’t think 
it will last forever, as sooner or later earrings, cash flows 
and the valuations put on them will matter and share 
prices will stop going up and perhaps even fall heavily.

I think there is a lot to worry about and that blindly 
sticking to the view that stocks always go up over the long 
run may turn out to be true, but is not one that many  
investors who value some safety over their savings can 
sleep easily with. Yet investors seem relaxed about the 
events that are developing and lots of them have come to 
the fore this week.

In the UK, the Bank of England has been floating the 
idea of negative interest rates and asking banks what they 
think about the idea. My guess is that they will rightly 
think it is a very bad one.

Negative interest rates turn the normal workings of 
banking on its head. Instead of receiving interest,  
depositors have to pay to keep their money in a bank.  
Borrowers will be paid to borrow instead of paying  
interest. If banks want to keep money on deposit at the 
Bank of England, they will have to pay to do so instead  
of being paid.

Let’s look at a very simple example at how this could 
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badly damage the net interest income of banks and the 
profits they could make on lending. A bank makes a profit 
on lending money by getting more interest income from  
borrowers that it has to pay to savers. The difference in 
interest rates is known as its net interest margin and the 
bigger it is the better.

Today a bank may pay 1 per cent on a £1m deposit and 
lend it out at 3 per cent. This would give net interest  
income of £20,000.

Now see what happens when interest rates go negative 
and the depositor has to pay the bank to save money.  
At -0.5 per cent on £1m the saver pays £5,000 for the 
privilege. To make a profit the bank now has to pay the 
borrower less than £5,000. So it pays as little as it can at 
0.1 per cent or £1,000. Yet its net interest income has been 
slashed and this destroys the incentive to lend money.

Savers have no incentive to save with banks and will 
pull their money out, which may lead to a run on the 
banks. They may respond by saving more and depress 
economic activity in the process. Negative interest rates 
may even stoke asset price bubbles that have done more 
harm than good.

Europe has tried out negative interests rates for a while 
now and it has not done any good. It has not led to more 
lending and if the share prices of European banks are  
anything to go by has kicked the living daylights out of  
the sector.

It’s a stupid idea and shows the intellectual bankruptcy 
of central bankers and academics who push it as a  
solution. I think we actually need higher interest rates 
to rebalance economies towards savings and production 
rather than debt based consumption and over-inflated  
asset prices, but I’m not holding my breath.

The UK looks to be in a terrible mess and the  
government finances are shot to pieces. The bill will  
come in the spring with much higher taxes (The IFS thinks 
it needs to raise £40bn of extra taxes) that will depress 
economic activity further. However, the government 
must be worried about a failed gilts auction if the Bank of 
England won’t create the money out of fresh air to buy the 
ever increasing amounts of debt. Low interest rates should 

Bank net interest income with positive  
and negative interest rates

£1,000,000 Positive Negative
Interest to/from Depositors -£10,000 £5,000

Interest to/from borrowers £30,000 -£1,000

Net interest Income £20,000 £4,000
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not be seen as a permanent fixture.
How the value of the pound seems untroubled by these 

events is a mystery to me. If the government tries to  
monetise its debts then sterling could crash heavily and 
would deserve to. The only way to defend it would be to 
raise interest rates and the consequences of doing so in 
the UK are not worth thinking about.

Then there are negotiations with the EU over a trade 
deal. I’m more upbeat on this. I think there is the will to 
do a deal on both sides because it is both parties’ best 
interests to do so. My view is that Boris will eventually let 
French fisherman continue to catch some of our fish and 
that we will move on.

In the US, it looks increasingly likely that Joe Biden will 
be the next president. Donald Trump’s support is probably 
understated in national polls and in key swing states, but 
maybe not by enough for him to keep his job. Whatever 
the concerns there are about Biden, I am sympathetic to 
the view that the American electorate wants a change  
of leader.

If Biden wins the White House and the Democrats win 
control of the Senate, then they have the potential to 
cause trouble for big business and taxpayers. Taxes could 
go up and households and businesses could have less 
money. That’s not a good outcome for US shares.

We all want the value of our investments to go up, but 
how they go up matters. Over the long haul (five to 10 
years or more), I believe the shares of good companies can 
continue to grow their profits and cash flows will prosper.

The problem is that share prices of good businesses 
continue to increase faster than their profits. This cannot 
continue indefinitely and makes it harder for them to  
deliver acceptable, inflation beating returns for new  
buyers. 

You may think that I have taken leave of my senses, but  
I believe that the current stock market is a false and fragile 
one and that some form of correction is needed and would 
be healthy.

Central bankers seem to think that it is their job to prop 
up stock markets and weak businesses so that there can 
be no losers. This is not how capitalism is supposed to 
work and getting in the way of it just makes things messier 
eventually.

What does this mean for long-term investors?
It does not mean that they should sell the stocks of good 

companies because they are or may be overvalued  
(unless, of course, you need the money from them soon). 
Nor does it mean they should be tempted by cheaper 
shares of inferior businesses.
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For those of us not fortunate to have final salary  
pensions underpinned by someone else, it is important 
to acknowledge that we will perhaps own a portfolio of 
shares for the rest of our lives given the lack of reliable  
returning investments elsewhere. This means having a 
share portfolio that focuses on high-quality, lower-risk 
businesses, which can grow and compound in value and  
be left largely alone with periodic checks on their  
soundness.

Sensible investors should accept that the value of their 
portfolios will move up and down a lot and that jumping 
in and out of shares is hard to get right. 

By all means hold cash, precious metals and property  
to diversify if you want to but do not sacrifice business  
quality when it comes to shares. As with most things in 
life you ultimately get what you pay for and quality  
usually pays off.

Bunzl
Bunzl (BNZL) continues to do what it is good at. Its  
distribution business of supplying boring but essential 
items such as packaging and cleaning materials continues 
to squeeze out modest rates of organic revenue growth 
and is complemented by buying up small distribution 
companies. 

Like Diploma, Bunzl has been a good example of  
a company that can create significant value for share-
holders through acquisitions and continues to make high 
returns on the money invested.

Bunzl’s supplies to most of its customers has suffered 
due to Covid-19, but it has benefited from being a major 

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

Scottish Mortgage Investment Trust 14.0 86.0 118.0 125.0

LF Blue Whale Growth Fund 3.5 26.6 31.2 55.5

Smithson Investment Trust 6.0 22.5 30.3 –

Martin Currie Global Portfolio 3.0 17.9 24.7 50.4

Fundsmith Equity T Acc 2.5 16.8 19.5 44.9

Mid Wynd International Inv Trust 4.4 15.0 19.7 43.0

Vanguard S&P 500 ETF 2.9 12.3 16.7 33.4

Phil Oakley Fantasy Sipp 3.3 11.7 18.0 51.2
Lindsell Train Global Funds -0.1 6.1 5.2 28.3

Phil Oakley UK Quality Shares 3.4 -3.1 – –
Finsbury Growth & Income Trust -0.6 -4.4 -3.8 17.7

Castlefield CFP SDL UK Buffettology Fund 1.5 -4.8 4.9 16.1

Vanguard FTSE 250 UCITS ETF 1.7 -17.7 -8.9 -1.2

FTSE All-Share - Total Return -0.5 -18.2 -13.2 -6.4

Vanguard FTSE 100 ETF -1.3 -19.1 -14.6 -7.3
Source: SharePad
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supplier of medical and cleaning products where  
business has boomed this year. The company is selling a 
lot of gloves, masks, sanitisers and disinfectants. Third-
quarter revenue growth for the business was 8.8 per cent 
at constant exchange rates after a hit of 3.2 per cent due  
to fewer trading days in 2020.

Currency moves have not been favourable, which  
reduced actual revenue growth to 4 per cent with just  
under half of this growth coming from acquisitions.

This is a solid trading performance with some  
encouraging developments. The company has seen  
significant growth in its own-label Covid-related products 
that have boosted gross margins, which should help  
profits growth in the second half of the year.

As with many businesses right now, the outlook is very 
uncertain due to the increase in restrictions on people’s 
movements in many parts of the world. This suggests that 
Bunzl’s non-Covid products could see a downturn in  
demand, while the large Covid-related orders that were 
seen earlier in the year are unlikely to be repeated.

Generally speaking, this is a business that I continue to 
like. It is selling products that have relatively resilient and 
regular demands for them and adopting a business  
strategy to consolidate a fragmented global market. It  
also has a very low exposure to a fragile UK economy 
(about 13 per cent of total sales), which I continue to see  
as a good thing.

I added the shares to the UK Quality portfolio back in 
August at an average price of 2,518p. So far they have not 
made it any money, but I think the shares are reasonably 
priced at 2519p which equates to 18 times 2020 forecast 
EPS.

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

Turnover 9,723.30 9,750.00 9,983.90

Ebitda 848.1 825.5 844.9

Ebit 666.9 651.6 668.9

Pre-tax profit 636.9 605.1 629

Post-tax profit 485.1 465 486

EPS (p) 140.3 134.6 140.2

Dividend (p) 59.7 53.5 56.4

Capex 31.9 35.4 35.9

Free cash flow 476 488.2 496.5

Net borrowing 1,626.20 1,301.50 1,014.80
Source: SharePad
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Asos
Asos (ASC) looks to me like an internet retailer that is 
doing lots of things right and seems to be building a very 
strong business for both now and in the future. It sells 
over 85,000 products and has spent a lot of time and 
money engaging with its customers and making sure that 
their delivery - and importantly returns – experience is 
very good.

The company targets the fashion conscious  
20-something customer and has built its Asos brand  
into a £1bn a year revenue business. Complementing this 
with an offering of big well-known brands, its total  
revenues increased by 19 per cent last year to £3.3bn.

Like all good growth stocks listed on the UK stock  
market, this is a business which is global in nature with 
nearly two-thirds of revenue coming from outside the  
UK, which continues to grow nicely.

The business is adding new customers at an impressive 
rate with average basket sizes holding up well, despite the 
hit to consumer confidence. Gross profit margins did fall 
by 140 basis points due to higher freight costs, a change in 
sales mix and more discounting but still remain at a very 
decent 47.4 per cent.

The most impressive part of Asos’ results has been the 
costs it has taken out of the business and the efficiency 
gains that have been made without damaging the  
customer experience and revenues. Over £50m of  
non-essential cost has been lost, while investment in 
automation has seen significant improvements in product 
picking and packing efficiency which is a key challenge 
facing most internet volume retailers.

The benefits of this was seen with a huge jump in  
operating profit from £35m to £151m. Profit margins, 
which looked worrying low a year or so ago, are now  
4.6 per cent and the business now has a respectable  
return on capital employed (ROCE) of 13 per cent.

However, this result needs to be treated with caution. 
Asos has long been criticised by analysts for the drag on 
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profit margins that come from its policy of free returns. 
Covid-19 has meant fewer opportunities to go out and  
socialise and this has meant that customers have not 
bought lots of clothes to try on and send back. The profit 
benefit to Asos has been significant to the tune of £45m 
which shows the staggering costs involved in returns.

If buying behaviour returns to what it was, then this 
profit benefit will disappear. That said, continued strong 
sales growth and the benefits of operating leverage still 
remain.

This is a company that is not resting on its laurels and 
continues to invest in customer service and to grow  
future profits. It is broadening the Asos brand into new 
categories (such as face and body), expanding the  
number of payment and delivery options (such as later 
day before ordering) and improving buying and stock 
management. It is also investing in warehouse capacity  
so that it can actually cope with future growth.

Asos is already very good at managing its cash flow 
– particularly its payables position. Stock control and 
debtor collection was excellent last year, which  
contributed to a £140m working capital cash inflow, 
compared with a £16m outflow last year. There was a big 
benefit from a later stock build due to Covid, which has 
flattered the company’s year-end stock position and cash 
inflow significantly by £89m. This benefit will not repeat 
next year and will see a big reduction in trading cash  
flow. That said, Asos says that it still expects to be cash-
generative next year.

As a result, the company’s finances are in very rude 
health with net cash of £407m, which was helped by 
nearly £250m of free cash inflow and raising fresh equity 
from shareholders early in the year.

The gloss was taken off this very good set of results with 
a strong and understandable note of caution in terms of 
the short-term outlook. The company highlighted the very 
tough time that many of its key 20-something customers 
are going through, in particular with their job security.

This obviously raises concerns about profit forecasts for 
2021 and there are clearly plenty of investors who think 
they are at risk. It’s hard to disagree with this line of think-
ing and as a result Asos shares are down from £54 last 
Friday to £46 on Thursday afternoon as I write this. The 
benefits from fewer returns is also a big moving number 
when it comes to profit forecasts and needs to be  
considered.

If Asos can deliver 122p of EPS for 2021, then the shares 
would trade on a  forecast PE of 37.7 times. For a business 
with decent medium-term growth prospects and an  
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improving rate of profitability, I don’t think this is too 
shabby in the context of the current valuations of high-
quality companies. However, I accept that confidence in 
forecasts is rightly questionable and that this is likely to 
hold the shares back for a while.

Barratt Developments
Most house builders are in quite a nice position right now. 
Having suffered badly from the spring lockdown they now 
face a lot of pent up demand from buyers. This also got 
a nice boost from the stamp duty holiday up to £500,000 
and a rush to exploit Help to Buy – both end in their  
current forms in March next year.

Barratt Development’s (BDEV) first-quarter trading 
update released this week was very strong, with  
completions up 24 per cent to 4032 homes and a very 
strong forward order book of 15,135 units and value of 
£3467.6m – up 16.8 per cent and 12.9 per cent, respectively.

I think next year could see things become a lot more  
difficult for housebuilders. The prospect of rising  
unemployment is never a positive backdrop for them,  
but the drying up of the 95 per cent loan-to-value (LTV) 
mortgage market is a big concern.

Barratt, like so many of its peers, has become very  
reliant on Help to Buy to sell its homes. The scheme 
allows people to buy with a 95 per cent LTV mortgage 
because the taxpayer steps in and protects the lender with 
a 20 per cent equity loan (40 per cent in London), which 
effectively makes it a 75 per cent LTV from the lender’s 
view point.

Fifty one per cent of Barratt’s reservations (7,719 units) 
are related to Help to Buy and 5,711 are first-time buyers. 
The new Help to Buy scheme starting in April next year 
still supports first-time buyers, but makes things less  
favourable when selling to existing homeowners. No 
doubt, Barratt and its peers will be furiously lobbying the 

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

Turnover 3,220.20 3,840.90 4,350.40

Ebitda 251.4 285.5 330.9

Ebit 144.9 156.1 179

Pre-tax profit 140.6 148.1 169.8

Post-tax profit 101.7 121.5 139

EPS (p) 111.6 122.3 141.5

Dividend (p) - - 11.1

Capex 120.1 175 188.8

Free cash flow 106.3 70.6 124

Net borrowing -79.2 -355.1 -260.8
Source: SharePad
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government to support the market but if this fails then 
expect builders to resort to things like part exchanges and 
even some form of equity support for buyers.

This will increase exposure to existing house prices and 
threaten profits and returns on equity. The company  
reckons it will sell 14,500 to 15,000 units in the year to 
June 2021 which looks doable given its forward order 
book. Rising unemployment could threaten this and lead 
to lots of cancellations. Barratt’s longer term aspiration 
to sell 20,000 homes a year looks more difficult to achieve 
than it did a year ago.

At 548p, Barratt shares have fallen by more than a  
quarter in 2020 and still trade at 1.4 times 2021F net asset 
value (NAV), which is not really a distressed valuation or 
one that contains a great deal of worry yet.

I’ve thought for some time that the builders have  
enjoyed their days in the sun with a following wind on 
their backs. The wind direction has now changed and is 
blowing in their faces which leads me to believe that the 
shares could find it hard to move upwards for some time 
to come.

Dunelm Group
Not so long ago, Dunelm (DNLM) looked like a business 
that had lost its way. It has chosen to grow by opening lots 
of stores at out of town retail parks. For a while it had a lot 
of stores maturing which gave it impressive like-for-like 
(LFL) sales momentum. At the same time its presence on 
the internet seemed like something of an afterthought.

That’s definitely not the case now. The company has 
transformed its internet offer to shoppers and was doing 
very well with it before the coronavirus reared its ugly 
head. Now it has gone from strength to strength, both  
during the spring lockdown and after it ended.

Barratt Developments: current forecasts
  Year (£m) 
 2021 2022 2023

Turnover 4,186.00 4,473.90 4,752.70

Ebitda 664.7 731.2 806.9

Ebit 665.5 726.6 803

Pre-tax profit 671.3 745.8 821.8

Post-tax profit 547.6 605.3 671.4

EPS (p) 52.2 57.3 63.3

Dividend (p) 20.7 26.9 30.9

Capex 8.3 8.2 8.6

Free cash flow 320.7 405.4 483

Net borrowing -576.4 -811.3 -1,071.40

NAV 4,751.50 5,146.00 5,575.50
Source: SharePad
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First-quarter sales announced this week were up by 
an impressive 36.7 per cent, with online sales up by a 
stunning 131 per cent. A year ago, sales over the internet 
accounted for just under 13 per cent of total sales. Today 
they are approaching 30 per cent.

The business had been helped by an improving  
housing market that is leading people to buy more  
homewares. It has also been helped by the falling away 
of previous competitors in this market such as Homebase 
and Debenhams. However, it is clearly doing something 
right in terms of its customer offer both online and in its 
stores as trading remains strong in both channels.

As a result, Dunelm is grabbing a lot of market share 
and building up a very strong competitive position. 
Growth continues to be ahead of management estimates 
and gross margins are improving due to better buying  
and fewer price discounts.

The business is about to enter its key Christmas  
selling season just as it seems that the UK economy is on 
the verge of another lockdown or something close to it. Its 
online business should see it do well relative to its peers 
but there must be a risk that profits don’t end up being as 
good as might have been hoped for.

Management does not feel confident to give any  
meaningful profit guidance right now, but had the second 
wave of the coronavirus not been around I think it’s fair to 
say analysts would have been increasing their forecasts – 
perhaps by quite big numbers.

Based on current consensus estimates and a share price 
of 1,483p, the shares trade on a 2021F PE of 26.7 times. I 
have a lot of admiration for this business but this kind of 
valuation looks high enough for a purely UK-focused  
business at the moment.

Dunelm: current forecasts
  Year (£m) 
 2021 2022 2023

Turnover 1,259.30 1,292.10 1,381.80

Ebitda 227.3 225.6 247.3

Ebit 149.4 148.1 167.8

Pre-tax profit 142.3 141.8 157.5

Post-tax profit 115.3 116.1 133.3

EPS (p) 55.5 56.2 62.4

Dividend (p) 26.5 30.1 32.4

Capex 26 28.3 67.3

Free cash flow 87 132.2 -

Net borrowing -78.7 -94.4 38.8
Source: SharePad
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Domino’s Pizza
In many areas Domino’s Pizza (DOM) has the hallmarks 
of a high-quality business. It has a great brand and  
probably the best online and delivery experience of all  
the major pizza retailers in the UK. Its franchised business 
model is very profitable and cash generative but it  
currently lacks a vital ingredient – profits growth.

Franchised businesses can often make great  
investments, as they take a cut of revenues without many 
of the business costs and investment requirements that 
come with them. Domino’s however does not make most 
of its money from royalty fees, but from selling pizza  
ingredients to its franchisees. The more pizzas its  
franchisees sell, the more ingredients they need, which 
should mean more profits for Domino’s.

Third-quarter sales growth across its stores looks good 
at first glance, but if you take a bit of time to study it in 
more detail you can see why the stock market was  
unimpressed.

This strong sales performance is not leading to an 
increase in profit forecasts (profit before tax guidance of 
£93-98m), despite pizza delivery being a big beneficiary of 
the current economic climate. The business took on extra 
costs to meet the challenges of Covid-19 and has not been 
able to leverage the sales growth on profits.

The reason for this is again down to how Domino’s 
makes most of its money from selling ingredients. While 
it will get a small cut of the higher revenues from its 
franchisees the key driver of ingredients demand is pizza 
orders and these fell by 7.8 per cent in the third quarter. 
This means lower ingredients sales for Domino’s and a 
drag on profits.

There are grounds for concern here. Just Eat reported 
stunning third-quarter order growth of 43 per cent in its 
UK business this week. While not all of this will have 
come from pizza takeaways, it is clear that its service has 
a lot of traction with consumers and gives independent 
operators a better competitive position against the big 

Source: Domino’s Pizza
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chains such as Domino’s.
The big problem that Domino’s has faced in recent years 

is that striving for more pizza sales has brought it into 
conflict with its franchisees.

It has sought to take more of the market by splitting its 
existing sales territories. In practice this means opening 
another store in the same town or city. This may mean 
more pizza sold overall but it has cannibalised the sales of 
its existing stores and reduced the profits of them as well.

The good news is that the cannibalisation effect seems 
to have abated for now. Third-quarter LFL sales in the  
UK were up by 18.3 per cent and were only reduced to  
17.3 per cent when splits were taken into account. This is 
a continued improvement from the half year stage – when 
the gap was 1.1 per cent – and from the start of 2019 when 
the gap was 2.2 per cent.

The other big issue that needs to be resolved is the 
relationship with its franchisees who clearly think that 
Domino’s is getting too much of a good deal from them 
when it comes to ingredients costs. I think it is going to  
be very difficult to get to a solution which allows both  
parties to grow their profits at the same time. Domino’s 
needs the goodwill of its franchisees if it wants more 
stores and more market share and it has to give them an 
incentive to buy into its strategy which it has not yet done.

At 340p, the shares trade on a 2020F PE of 20.7 times. 
That’s not horrendously expensive in a low interest rate 
world but it needs to resolve its growth issues before the 
shares can move higher.

Domino’s Pizza: current forecasts
  Year (£m) 
 2020 2021 2022

Turnover 542.1 561.8 544.4

Ebitda 113.5 118.7 123.5

Ebit 100 104.8 110.4

Pre-tax profit 94.7 99.5 105.5

Post-tax profit 71.8 81 85.5

EPS (p) 16.4 17.5 18.6

Dividend (p) 9.5 10.3 9.5

Capex 23.5 24.6 24.5

Free cash flow 62.2 65.8 71.2

Net borrowing 215.9 206.4 194
Source: SharePad
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Marston’s
What is to become of debt-laden pub businesses such as 
Marston’s (MARS)? This company is more needy than  
most when it comes to cash flow as it is loaded up with 
debt and has a big interest bill to pay. 

Lockdowns and social restrictions are a nightmare 
for it. The year to the end of September 2020 has been a 
write-off,  which will see the company lose a significant 
amount of money. The good news is that it has managed 
its cash flow very well and sold off more pubs to bring net 
debt down by £70m year on year, but it is still too high at 
£1,379m.

The summer cut the pub trade some slack with the eat 
out to help out scheme and warm weather which allowed 
people to drink outside. The darker, colder winter nights 
take this away. Social distancing has cut Marston’s indoor 
pub capacity by 30 per cent. It is trying to offset this by 
creating heated outside spaces but the second wave of  
the coronavirus looks as if it is going to deliver another  
hammer blow to the business.

Pubs are not going to be able to make as much money as 
they used to. With a 30 per cent reduction in capacity and 
10pm closing times, a business that struggled to make  
acceptable profits and returns in better times is not going 
to come anywhere close while Covid-19 is still with us.

Sadly, the changes to the furlough scheme means that 
2,150 employees are going to lose their jobs as the pubs 
they work in can’t make enough money to pay them.

My main concern with Marston’s before Covid has not 
gone away. The business has struggled to generate suf-
ficient free cash flow after investing in its pubs. I have 
argued previously that I think many pubs are under  
depreciating their assets and overstating their profits and 
this shows up in their cash flow statements.

Marston’s currently has an annual interest bill of £75m 
on debt largely secured against its tenanted pubs, which 
cannot be paid off quickly. It has been reliant on selling its 
poorly performing managed pubs to generate cash to pay 
down some debt and pay dividends. It raised £61m from 
selling pubs last year but I’m not sure how many buyers 
there are for surplus pub assets over the next  
12 months.

The company will get a welcome £230m inflow of cash 
from its brewing joint venture with Carlsberg, which  
will complete at the end of this month. This will go to  
reducing debts but even then I think Marston’s still has 
too much.

This is a business that has been ruined by corporate 
financiers a decade or so ago who seemed to think that 
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tenanted pubs were goldmine-like property assets.  
Shareholders have painfully learned that they were not 
and are still picking up the bill.

Marston’s needs more equity finance to get the business 
on a firmer footing but I’m not sure it could get a rights 
issue away without it being deeply discounted right now.

The share price rightly paints the picture of a business 
that is unwell. The operating and financial leverage in the 
business has the potential to kill it just as much as it has 
of making the shares a contrarian recovery play for very 
brave investors.

The business has a tangible net asset value of around 
£500m compared with a market capitalisation of £291m 
at the time of writing. This does not mean the shares are 
cheap as the assets are arguably overvalued on the bal-
ance sheet and would have few buyers for all of them at 
the moment.

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

Turnover 783 723.4 756.8

Ebitda 87.3 145.9 170.5

Ebit 42.1 108.1 132.1

Pre-tax profit -41.2 38.9 74.1

Post-tax profit -44.9 25.6 58.1

EPS (p) -5.9 5.3 10.2

Dividend (p) - 0.6 1.5

Capex 61.1 58 67.1

Free cash flow 29.9 65.5 94.9

Net borrowing 1,425.20 1,246.50 1,162.80
Source: SharePad
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