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It’s getting harder to find quality companies valued at a decent 
entry price. This week I run the rule over six businesses and ask 
whether they are expensive, fairly priced, cheap or value traps

The companies mentioned this week are:
n Avon Rubber
n Whitbread
n Sainsbury’s
n Greene King
n AJ Bell
n Apple

Avon Rubber
Avon Rubber (AVON) is the global market leader in mak-
ing breathing products that protect against chemical, 
biological, radiological and nuclear threats. Its protection 
masks and breathing apparatus are sold to military  
customers, police forces and fire services.

The business operates from four sites in the US and 
three in the UK. Sales to military customers are made 
directly with other markets served by a combination of 
direct sales and a network of just over 300 agents and 
distributors.
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Phil Oakley’s Weekly Round-Up

Fantasy Sipp performance
                        Portfolio returns( %)  
 1 month YTD 1 year

Finsbury Growth & Income Trust 6.72 18.1 16.8

Fundsmith Equity T Acc 1.75 17.9 22.4

Phil Oakley Quality Shares 5.3 17.2 21.4
Lindsell Train Global Funds 4.63 16.5 25.1

Castlefield CFP SDL UK Buffettology Fund 11 15.4 14.1

Vanguard S&P 500 ETF 3.64 15 16.3

Scottish Mortgage Investment Trust 2.82 13.2 11.1

FTSE All-Share – total return 1.75 11.9 2.04
Source: SharePad
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The key products and markets served are shown in the 
table below:

This kind of business has some very desirable charac-
teristics, in my opinion. As the products are safety and 
performance critical, the standards set by buyers are very 
high and strict. This creates a barrier to entry and reduces 
competition. Once a company is on the preferred supplier 
list it tends to stand a good chance of maintaining and 
growing its business. If you are not on the list you can’t 
compete.

The other desirable characteristic is that the products 
tend to have very long life cycles, which gives great  
visibility on revenues and profits. In many instances –  
research and development costs of military products  
receive a substantial contribution from the customer.

Avon also has a dairy business. It trades under the 
Milkrite and InterPuls brands, which are the market 
leaders in milking cluster technology – the process that 
removes milk from cows.

Avon Dairy Solutions (ADS) is a manufacturer for vari-
ous Original Equipment Manufacturers (OEMs) and many 
of the smaller Private Label Dairy clients, many of whom 
are shared with InterPuls. 

ADS also has its own brand of products, which are sold 
through a large external dealer network under the Milkrite 

Product Markets served Key Products
Masks Military, law enforcement M50 and FM50 General  

  Respirators, PC50 and C50 first  

  responder masks, FM53 amd  

  FM54 for Military special  

  forces, M69 aircrew mask,  

  M53A1 powered air respirator,  

  EL50 entry level mask 

 

Supplied and Powered Air – Masks  

combined with self contained  

breathing apparatus (SCBA) and  

powered air purifying respirators (PAPR) Law enforcement CS- PAPR and CS Elite 

 

Fire – argus thermal imaging  

camera and Deltair SCBA Fire Mi-TIC S infrared camera,  

  Del-tair breathing apparatus  

  and Magnum breathing  

  apparatus 

 

Filters for masks Military MILCF50, FM61 

 

Escape Hoods Police, emergency medical  

 and fire. NH15, NH15 combo 

 

Underwater – rebreathers for  

underwater diving by military Military MDC150, MCM100 

Source: Avon Rubber 
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brand name, which is similar to the InterPuls branded 
sales of products.

The business has a significant presence in the US,  
Europe and Latin America.

This business is split into three bits:

n Interface – bits that go onto milking machines such 
as clusters, liners, tubing, claws, shells and wash trays. 
These products are sold on the proposition of improving 
the efficiency of the milking process and the health of 
cows.

n Precision, controls & intelligence – Precision is all about 
controlling the air in the milking machine to make it work 
better. Control systems control the milking machine and 
minimise labour costs. Intelligence provides data about 
cows and helps farmers with managing their herds.

n Farm services – Avon’s products are offered to  
customers on a rented basis with a servicing package  
as well.

Avon’s share price fell heavily on Wednesday morning 
this week as it revealed a sharp fall in first-half revenues 
and profits. I think this was an overreaction as reading 
the results in conjunction with recent big contract wins 
suggests that the long-term outlook for this company is 
pretty reasonable, in my opinion. I used the cash from 
recent dividend payments to add a few more shares to the 
Fantasy Sipp portfolio.

Avon is a reasonably operationally-geared business. This 
means that its profits can change more than the changes 
in its sales. A big reduction in sales to law enforcement 
customers in the US due to a shutdown in the US govern-
ment was the chief reason for the 28 per cent reduction in 
group operating profits. Weaker milk prices also held back 
the dairy business.

Both these issues are likely to be temporary. The law 
enforcement sales in the US business will not be fully re-
covered in the second half of the year, but should be back 
on track in 2020. The milk pice which was weak in the first 
half of the year is recovering and orders and revenues in 
the dairy business should pick up.

The bottom line here is that Avon did not warn on  
profits and said that it was on track to meet full-year  
profit forecasts.
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When looking further out, there are reasons to be  
reasonably optimistic about the protection business, 
which provides the vast bulk of Avon’s profits.

The M53A1 mask and powered air system has a contract 
value of $246m, while the M69 aircrew masks has a value 
of $93m over five years. If the experience of the M50 is any-
thing to go by – which is still chugging away with a similar 
amount of masks shipped in H1 to last year – then these 
contracts could last a lot longer. Avon now has a much 
stronger and more diverse base of military mask revenues, 
which bodes well for further revenue and profits growth.

Demand from the Norwegian and UK military is also 
very supportive.

I also get the feeling that Avon might be warming up 
to make some acquisitions based on the comments in its 
results statement. With £46.8m of net cash on the balance 
sheet, it has plenty of firepower to make a sizeable pur-
chase without straining its finances too much.

Dividend growth is also a major attraction of the shares, 
as the company looks to increase the proportion of its 
profits paid out to shareholders, while still investing in its 
business. The half-year dividend was increased by 30 per 
cent and this rate of growth is likely to continue for the 
next couple of years. 

At 1,388p, Avon shares trade on 18.5 times 2019 expected 
EPS. That’s not cheap, but this is a high-quality business, 
in my opinion, and looks like it has reasonable long-term 
potential.

Whitbread
Now that Whitbread (WTB) has sold its Costa Coffee busi-
ness its future prospects are entirely linked to the success 
or otherwise of its Premier Inn hotel brand.

I am a big fan of this business from a customer point of 
view. Premier Inn offers a good product at a good price 
across the UK and has a very strong and consistent brand. 
From a shareholder’s perspective, I am not sure.

There are lots of things I like. I like the fact that it owns 

Avon Rubber forecasts
   Year (£m)  
  2019 2020 2021

Turnover 171.1 177.6 180.5

EBITDA 37.6 39 39.7

EBIT  29.1 30.5 30.3

Pre-tax profit 28.6 29.9 30.6

Post-tax profit 23.1 23.8 23.1

EPS (p) 75.3 78.6 80

Dividend (p) 20.8 27.1 33.9

CAPEX 3.7 3.7 3.7

Free cash flow 19.8 21 21.6

Net borrowing -61.3 -74.3 -88.2
Source: SharePad
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most of its hotels (62 per cent freehold) and doesn’t use 
middlemen to generate bookings, which allow it to keep 
costs and prices low.

Premier Inn has been a great success over the years. 
It has grown the budget hotel market in the UK and has 
taken a lot of business from independent hotels, who 
struggle to offer a better product for the same price. It 
now has over 76,000 hotel rooms and 804 hotels in the 
UK, with revenues of just over £2bn and operating profits 
of £508m.

But can it keep growing without trashing its profits?
The company is confident that it can. It has more 

than 12,000 rooms in the pipeline and can see a path to 
110,000 rooms eventually. It thinks it can keep on taking 
business from independent hotels and sees a lot of scope 
to grow in London and the south east of England, where 
it feels it is under-represented.

Yet, current trading is quite tough. Occupancy fell 
slightly last year and the company was not able to increase 
prices. Its revenue per available room (the hotel occupancy 
rate multiplied by the room rate) fell. Profit margins have 
been maintained at just over 24 per cent due to cost-cut-
ting, and return on capital employed (ROCE) fell slightly 
but remained reasonable at 12.7 per cent.

Trading conditions in the UK regions is weak, as  
demand from both consumers and businesses weakened 
last year.

What is going to get demand to increase? The UK 
economy is not growing much, but it has been eeking out 
weak growth for a while now. Employment rates are high, 
but the buying power of workers’ wages makes it hard for 
many consumers to buy more stuff.

Despite Whitbread’s bullishness on the number of hotel 
rooms that it can ultimately have in the UK, you can’t help 
thinking that its section of the hotel market is pretty well 
served these days. Adding more rooms in the face of weak 
demand may drag down room rates and REVPAR more, 
and cutting costs might not stop profits falling.

Source: Whitbread
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Whitbread is pinning is expansion hopes on Germany, 
where 30 per cent of its room pipeline (7,100 rooms)  
exists. It thinks it can make similar returns on capital as it 
does in the UK. However, Whitbread has been very slow at 
getting going in Germany and now does so in the face of a 
weakening economy.

It will take a while to get to 7,000 rooms, but even when 
it does, I don’t see that moving the dial much in terms of 
Whitbread’s profits.

So what’s the potential attraction of Whitbread shares?
In short, a potential takeover as profits aren’t expected 

to grow that much over the next year. 
I’ve long held the view that Premier Inn could follow 

the path of Inter-Continental Hotels and turn itself from a 
hotel owner and operator into a franchisor. It could then 
release the significant freehold property value in the busi-
ness – the company estimates this is between £4.9bn and 
£5.8bn based on rental yields of 4.5 per cent to 5 per cent 
– and create a high-quality profit stream that throws off 
lots of free cash flow.

The company could choose to do this itself, but doesn’t 
seem to want to, or someone else could come along and  
do it. 

At the moment, the EPS line is being driven by a big buy-
back from the proceeds of the Costa sale. This will cushion 
shareholders a little from any further profit weakness in 
the UK hotel market. However, at 4,566p, the shares trade 
on a 2020 forecast PE of 20.7 times. Short of a takeover, 
that looks high enough to me.

Source: Whitbread

Whitbread’s forecasts
   Year (£m)  
  2019 2020 2021

Turnover 2,090.60 2,183.30 2,326.40

EBITDA 648.1 650 698.8

EBIT  481.6 482.8 510.4

Pre-tax profit 436.1 436.6 472.8

Post-tax profit 360.3 359.5 385.9

EPS (p) 196.2 220.5 258.8

Dividend (p) 94.1 95 104.4

CAPEX 532.5 525.5 554.2

Free cash flow -64.1 -34.8 69.7

Net borrowing -1,320.70 -205.7 38.2
Source: SharePad
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Sainsbury’s
I think Sainsbury’s (SBRY) is in big trouble and has been 
for some time. If my local Sainsbury’s is anything to go 
by, prices are high, store availability of products is very 
patchy and it takes 20 minutes to get out the store because 
there aren’t enough staff at the checkouts. 

I have given up shopping at Sainsbury’s and my family 
grocery spend has shifted to Tesco which seems to offer a 
lot better customer experience than it did a few years ago. 
I’m not really surprised that Sainsbury’s continues to leak 
market share.

For me, Sainsbury’s problem is that it has positioned 
itself as a premium food retailer, but has failed to commu-
nicate value to a growing number of customers. Rightly or 
wrongly, the perception among many households is that 
Sainsbury’s is an expensive place to shop.

It has also had to face up to the fact that all supermar-
kets – especially Aldi and Lidl – have improved their 
product quality and often at a lower price point than 
Sainsbury’s. As a result, there is no underlying sales 
growth from Sainsbury’s supermarkets whereas its major 
peers are able to grow a little bit.

There is some good news in that retail operating profits 
increased by 10.7 per cent, but margins remain less than 
3 per cent. My guess is that most of the profits growth has 
come from the cost savings from the Argos acquisition. 
Most of the cost savings have been taken and Sainsbury’s 
was pinning its hopes on getting together with Asda to get 
a lot more.

Now that the deal with Asda has been blocked, it’s 
difficult to see how Sainsbury’s can deliver meaningful 
growth in profits over the long term.

It is not alone in finding itself in a very difficult position. 
It does not have the business model of small stores and a 
narrow range of products to compete on price with Aldi 

Sainsbury’s forecasts
   Year (£m)  
  2019 2020 2021

Turnover 28,933.00 29,174.60 29,534.20

EBITDA 1,439.10 1,447.80 1,521.60

EBIT 7 12 739.2 761.5

Pre-tax profit 625.1 639.5 658.1

Post-tax profit 482.5 494.6 515.6

EPS (p) 20.3 20.7 21.4

Dividend (p) 10.2 10.5 10.7

CAPEX 648.3 647.6 645.6

Free cash flow 462.2 536.8 627.1

Net borrowing 1,454.10 1,027.70 884.7

NAV  7,970.00 8,191.00 8,486.00

Like-for-like sales growth (%) -0.2 0.3 0.8
Source: SharePad
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and Lidl. It still sells too many products and has big stores 
with big overheads. It needs customers to spend money to 
cover these overheads, but doesn’t have a broad enough 
appeal to woo more of them.

The shares are lowly valued to reflect this outlook. This 
gives them more the look of a value trap than a bargain.

Greene King
Making good money from pubs and brewing is hard work 
and difficult to do. However, I must admit, I’ve always had 
a bit of a soft spot for Bury St Edmunds-based Greene 
King (GNK). It has benefited from having a large propor-
tion of its pubs in more affluent parts of the UK where 
eating out is a bigger and more affordable part of life. 

These desirable characteristics haven’t been able to 
protect from the strong headwinds that the pub sector 
has faced over the past decade. Some of its problems have 
been self-inflicted such as securing lots of debt against 
the asset value of its pubs.

The key challenge facing all pub groups now is to grow 
their sales in order to offset growing cost pressures, par-
ticularly wages. This is not easy to do, but Greene King 
seems to be having a good attempt at trying to do so.

Pub company like-for-like (LFL) sales for the year to 
April were up by 2.9 per cent, with its drink led pubs 
growing by an encouraging 4.6 per cent. Easter trading 
has gone well and was helped by the good weather.

Trading is more difficult in tenanted pubs, with pub LFL 
profit down by 1.4 per cent and own-brewed beer volumes 
down by just over 3 per cent in a falling market.

The company has refinanced some of its debt, which 
should lead to slightly lower interest costs next year, 
and remains on track with its pub-selling strategy which 
generates meaningful amounts of cash flows to pay divi-
dends. Pre-tax profits are expected to be between £244m 
and £247m, which is bang in line with current forecasts. 

Greene King forecasts
   Year (£m)  
  2019 2020 2021

Turnover 2,210.50 2,227.50 2,263.20

EBITDA 484.6 486.6 492.7

EBIT  371.3 371.9 376.4

Pre-tax profit 244.5 247.1 252.6

Post-tax profit 196.2 197.9 202.1

EPS (p) 63.3 64 65.6

Dividend (p) 33.2 33.3 33.5

CAPEX 190.8 192.4 193.5

Free cash flow 152.6 148.2 165.1

Net borrowing 1,967.80 1,927.90 1,890.60
Source: SharePad
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It’s difficult to see how a company like Greene King 
grows its profits in the current trading environment. That 
said, its free cash flow generation and pub disposals  
suggests to me that the current dividend payout is safe for 
a while yet. The dividend yield of 5.4 per cent has some 
attractions for income-seekers.

AJ Bell
AJ Bell (AJB) is a good business. As a customer, I find it 
offers a good service with a good online experience and 
reasonable fees. The company’s shares only listed on the 
stock exchange last December, but have doubled in price 
since then. I’m not sure why.

The investment platform business has a high proportion 
of fixed costs and is very operationally-geared. An in-
crease in customers, assets under management and a ris-
ing stock market tends to lead to higher fees and trading 
commissions and higher profits. The company is benefit-
ting from all three at the moment.

Once a platform business has enough customer revenue 
to cover its fixed costs, incremental revenues lead to big 
incremental increases in profits and allow the bigger 
players to become very profitable with very high profit 
margins. AJ Bell is expected to make profit margins of 36 
per cent this year, which is impressive, but still a long way 
short of industry leader Hargreaves Lansdown which is 
making nearer 63 per cent.

The bull case for AJ Bell is that it can win more custom-
ers by offering a better service and lower costs and that 
this in turn will allow it to leverage its fixed cost base and 
generate even higher profit margins. It will need a bit of 
help from the markets on the way as well.

Quarterly results to the end of March 2019 show that the 
company is doing pretty well, with 5 per cent growth in 
customers and 8 per cent growth in assets under man-
agement that was helped by the current buoyant stock 
market.

I can see there’s a lot to like about owning a slice of a 
big investment platform, but there are still some risks. I 
think platform fees charged on open-ended funds treat 
customers unfairly as they are based on a percentage of 
value, whereas other investments attract a flat fee. In my 
opinion, they are essentially a form of trail commission 
in disguise which has been banned, and they allow AJ 
Bell and Hargreaves Lansdown to make excessive profits. 
There is a risk that one day the competition authorities 
will start to look at these fees, which could blow a big hole 
in future profits.
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As good a business as it is, I think the forecast one-year 
rolling PE of 50 times, at a share price of 417p, is very frothy.

Apple
Despite the bearishness regarding Apple’s (NYSE:AAPL) 
over-reliance on iPhone sales, its shares are up by more 
than 35 per cent so far in 2019.

Second-quarter results this week were received well 
mainly because they were better than expected, as was 
the outlook statement.

However, what seems to have been brushed aside is that 
Apple’s sales and profits fell during the quarter, driven 
primarily by a 17.3 per cent reduction in iPhone sales. 
Bulls pointed to the 30 per cent growth from wearables 
(Apple Watch) and accessories, and 16 per cent growth in 
services (Apple Music, iTunes etc).

Despite growth from elsewhere, this set of results show 
the harsh reality of how reliant Apple’s profits are on 
iPhones. Group sales fell from $51.3bn to $46.6bn and net 
income fell from $13.8bn to $11.5bn – a fall of 16.7 per cent.

Apple is trying to limit the damage by buying back more 
shares, but there is no escaping the fact that the company 
is a long way from reducing its reliance on iPhones and 
the fat profits these bring. With little innovation in hand-
sets, the upgrade cycle continues to lengthen and growth 
in services is still some way from plugging the gap.

This is reflected in the company’s guidance for its third 
quarter (Q3):

n Revenue between $52.5bn and $54.5bn
n Gross margin between 37 per cent and 38 per cent
n Operating expenses between $8.7bn and $8.8bn
n Other income/(expense) of $250m
n Tax rate of approximately 16.5 per cent

This would give a range of Q3 net income forecasts of 
between $9.1bn and $10.2bn, compared with $11.5bn for 

AJ Bell forecasts
   Year (£m)  
  2019 2020 2021

Turnover 104.7 119.4 136.7

EBITDA 40.7 46 52.8

EBIT  38.1 44.3 51.1

Pre-tax profit 35.9 40.5 47.4

Post-tax profit 31.1 35.9 41.7

EPS (p) 7.5 8.9 10.6

Dividend (p) 4.8 5.8 8.8

CAPEX 1 1.5 1.5

Free cash flow 32.3 39.5 45.4

Net borrowing -60.2 -74.6 -91.3
Source: SharePad



www.investorschronicle.co.uk
telephone: +44 (0)20 7873 3000 email: icalpha.editorial@ft.com
© The Financial Times Limited 2019. Investors Chronicle is a trademark of The Financial Times Limited. Registered office: Bracken House, 1 Friday Street, London EC4M 9BT

11

Q3 in 2018. The sales are expected to be roughly the same, 
but what you can see is that services and wearables are 
not as profitable as iPhones, and this declining mix trend 
could continue for a while yet.

Apple shares are not that expensive on a one-year  
forecast rolling PE of 16.4 times at $213, especially given 
its big net cash balance, but it will be interesting to see if 
its news and movie subscription services can help return 
the company to profits growth in 2020.

I am a big fan of Apple products but won’t be replacing 
my iPhone 7 any time soon, nor will I subscribe to its un-
derwhelming news and streaming service. I am a long way 
to buying into Apple as a service play, despite it’s 1.4bn 
users and scope to grow services such as Apple Music. I 
remain wary of further iPhone weakness and profit pres-
sure before the upgrade cycle stabilises.

Apple forecasts
   Year ($m)  
  2019 2020 2021

Turnover 256,889.70 267,103.00 282,861.60

EBITDA 74,749.00 79,253.50 84,026.70

EBIT  62,295.90 66,075.70 71,631.00

Pre-tax profit 63,841.70 67,345.40 72,818.30

Post-tax profit 53,037.70 55,976.50 59,816.20

EPS (¢) 1,138.30 1,286.90 1,470.70

Dividend (¢) 302.7 332.1 353.8

CAPEX 13,551.90 14,072.90 14,424.50

Free cash flow 62,455.90 63,506.20 68,221.80

Net borrowing -105,776.40 -66,586.80 -67,487.60
Source: SharePad
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