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A lowly-rated consumer play on
electric bikes and scooters

This below the radar company is seeing explosive sales growth in an electronic product that is
set to become increasingly popular

Simon Thompson’s view:

It’s not often you get the opportunity to lock into a 14 per cent earnings yield when the

risk to earnings is to the upside. However, a leading UK sports, leisure and cycle product

provider offers exactly that. The group not only has orders for cycles stretching well into

the second half of next year, but offers potential to ramp up e-scooter sales if the UK

government approves their use on public roads. It looks a near racing certainty that they

will when trials complete next March. Trading on a PE ratio of seven and with the

directors recently declaring a 10 per cent half-year dividend hike, the investment risk is

skewed to the upside.

Source: FactSet
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Bull points

1. Robust £30m order book supports another year of growth.

2. Exceptionally strong bicycle and e-bicycle order books.

3. Blue-chip customer base.

4. Diverse product range across several businesses mitigates risk.

5. Valuable long established third-party licenses.

6. Ongoing organic growth from own-brand sales.

7. Enhanced warehouse capacity to improve efficiency.

8. Solid balance sheet and net cash position.

9. Experienced management holds significant shareholdings.

Bear points

1. Exposed to foreign currency fluctuations.

2. Supply chain issues – mainly freight and shipping costs.

3. Pension deficit.

4. Awaiting legislation on e-scooters

Tandem Group (TND)

Ticker TND

Current price 540p

Target price 775p

Market cap £28.3m

52 week high 725p

52 week low 350p

Net cash £2.15m (30 June 2021)

Shares in issue 5.24m

Financial year end 31 December

Next event annual results, March/April 2022

Website tandemgrouplc.co.uk
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Stronger headwinds have emerged in recent months for the UK consumer. Rising petrol
and energy costs, the new healthcare national insurance surcharge and a likely 5 per cent
increase in council tax next April are just some of the cost pressures making the
headlines.

However, some perspective is needed. The labour market is incredibly tight in multiple
sectors, so employers are faced with the decision of pushing through inflation-linked pay
rises as a minimum or risk seeing their staff seek alternative much higher paid
employment with rivals. Furthermore, millions of workers have changed their working
practices during the Covid-19 pandemic, either working from home part of the week
under flexible working arrangements, or working remotely full time, thus saving on
commuting costs. Homeowners are also taking advantage of record low interest rates
with five-year fixed rate mortgages below 1 per cent being offered by lenders.

As has been well-documented, UK households have accumulated record savings since the

pandemic started. Admittedly, this has not been equally distributed across households as

much of the accumulated savings has accrued to those who already have sizable savings,

higher incomes, and are older. Such households tend to spend less from any extra savings

they accumulate, while other households that have not built up a buffer of savings might

aim to do so, particularly if they are uncertain about the economic outlook.

So, although a majority of these excess savings will not be spent, there is still pent-up

demand being released that is creating additional retail spend. The Bank of England

noted in its May 2021 Monetary Policy Report that “consumer spending is supported by

households running down around 10 per cent of their additional accumulated savings

over the next three years”. That is higher than the 5 per cent figure assumed previously
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and is consistent with the Bank/NMG survey, which suggests that the share of

households (25 per cent in the first half of 2021), who expect to spend some of their

savings has increased, possibly reflecting higher confidence due to the successful

vaccination programme.

The unwinding of these excess savings, combined with ongoing demand from millions of

workers and retirees are positive demand drivers for Birmingham-based Tandem Group

(TND).

A small-cap value play under the radar

Founded in 1958, the group has grown through a combination of acquisition and organic

growth to become a leading UK provider of sports, leisure and cycle products. Servicing a

blue-chip client base that includes Amazon, Argos, Halfords, Wayfair, B&Q and eBay – the

top five customers account for 42 per cent of group turnover and bad debts are miniscule

– Tandem’s profits have been turbo charged in recent years.

Underlying operating profits increased by 35 per cent to £3m in 2019 and surged by the

same percentage again to £4.1m in 2020, an eye-catching performance given the

headwinds faced by other consumer facing companies during multiple national

lockdowns. Tandem’s products are sold across four key product categories:

■ Standard bicycles – sold through brands Falcon, Dawes, Squish, Claud Butler, Boss,

Elswick, Townsend and Zombie.

■ E-mobility – electric bikes (e-bikes), electric scooters (e-scooters), mobility scooters.

■ Toys, Sports & Leisure – children’s scooters and tricycles, swings, trampolines, and golf

equipment.

■ Home & Garden – furniture, heating/cooling appliances, parasols, gazebos, and

homeware.

It was a case of déjà vu when the directors delivered the group’s financial results for the

first half of 2021, posting yet another 35 per cent increase in operating profit to £2m on

14 per cent higher revenue of £19.2m. The sales growth rate that has been maintained

since the half-year-end, is buoyed by a £30m order book that includes over £20m in the

bicycle category. Not surprisingly, brokers expect another strong outcome for the full

year, a point that is simply not reflected in a current year prospective price/earnings (PE)

ratio of seven.
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Tandem
(TND)

Order price: 540p Market value: £ 28.3m

Touch: 530-550p 12-mth high/low: 725p 350p

Dividend yield: 1.9% PE ratio: 7

Net asset value*: 354p Net cash: £2.15m

Year to Revenue Pre-tax Earnings Dividend

31 Dec (£m) profit (£m) per share (p)
per share

(p)

2018 32.5 1.87 32.3 4.3

2019 38.8 2.51 40.5 6.6

2020 37.1 4.00 68.5 8.6

2021^ 42.4 4.60 74.7 9.0

2022^ 43.0 4.70 77.6 10.0
% change 1% 2% 4% 11%

SETSqx

* includes intangibles assets of £5.48m, or 105p a share.

^ Pre-tax profits and earnings per share stated after exceptional items of £26,000 (2020),

£344,000 (2019) and £209,000 (2018). Cenkos Securities estimates have nil exceptional items

for 2021 and 2022.

Source: London Stock Exchange

That’s a bargain basement rating for a company that has successfully navigated its way

through the pandemic. It also fails to recognise Tandem’s exposure to e-bicycles, a

high-growth business segment that reported eightfold sales growth in 2020, and

delivered 174 per cent higher revenue of £2m in the first half of this year.

Revenues from the e-mobility segment are forecast to rise by 44 per cent to £4.4m (10.4

per cent of group revenue estimate of £42.4m) this year, underpinned by strong industry

drivers (see section below), which suggests that analysts’ divisional revenue forecasts of

£4.7m in 2022 are far too conservative. Tandem also boasts a strong order book for

standard cycles (31 per cent of last year’s group turnover), so effectively almost

four-fifths of group revenue is generated from robust cycle sales.
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Tandem revenue by division

12 months to 31 Dec 2020 2021E 2022E
Toys, Sports & Leisure £15.8m £16.6m £16.8m

Bicycles £11.6m £12.1m £12.1m

Home & Garden £6.6m £9.3m £9.4m

E-mobility £3.1m £4.4m £4.7m

Group revenue £37.1m £42.4m £43.0m

Operating profit £4.1m £4.9m £5.0m
Source: Company annual reports,

Cenkos Securities (14 September 2021)

Tandem revenue growth by division

12 months to 31 Dec 2021E 2022E
Toys, Sports & Leisure 5.0% 1.2%

Bicycles 4.5% 0.0%

Home & Garden 40.6% 1.1%

E-mobility 43.7% 6.8%

Total 14.4% 1.4%
Source: Cenkos Securities (14

September 2021)

The two cycle divisions are not the only ones generating growth, contributions from the

group’s Toys, Sports & Leisure and Home & Garden businesses point to Tandem building

on a track record that has seen underlying operating profit increase 70 per cent to £4m

since 2017 as a focus on higher margin business activities reaps rewards.

Tandem a smart play on e-cycles’ green credentials

If the UK Conservative Party is to meet its 2035 climate change commitments to slash

carbon emissions by 78 per cent, the country will require more electric cars, low-carbon

heating, and renewable electricity.

It will also mean replacing journeys that were previously undertaken by petrol and

diesel-fuelled cars and public transport to reduce our carbon footprint and air pollution.

E-scooters and e-bikes are one way of achieving this as they are not just practical

(lightweight, foldable and have a range of 10 miles), but they can reduce journey times for

commuters dogged by congestion in cities where public transport systems are under

intense strain. The Covid-19 pandemic is accelerating this trend given the health and
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safety implications of not having to commute on public transport systems with potentially

infected other passengers.

They also represent a viable economic alternative given the cost savings, another reason

why this alternative form of transport is becoming increasingly more popular in UK cities

and overseas, too. These factors explain why analysts at research consultancy Allied

Market Research expect the global e-scooter market to more than double from US$2.1bn

this year to US$4.5bn in 2028.

Interestingly, Claus Fleischer, chief executive of Bosch eBike Systems, told our sister

publication The Financial Times that “in the next three to four years, every second bike in

the European core markets should be an e-bike”. In Europe, 4.5m e-bikes were sold last

year – a third more than in 2019 and representing a fifth of total bicycle sales (source:

Confederation of the European Bicycle Industry). Fleischer predicts annual growth rates

in e-bike sales returning to pre-pandemic levels (20 to 25 per cent), as commuters look to

greener ways to travel. Bosch eBike Systems is one of the largest producers of electric

bike components in Europe.

Bearing this in mind, although e-bikes are categorised as regular push bikes in the UK (so

can be ridden on cycle lanes and are exempt from mandatory motor vehicle insurance), at

present it is only legal to ride e-scooters on private land in the UK. Industry observers

believe that UK legislation is a racing certainty as it would help accelerate the move to

greener forms of transport.

This explains why the UK government is currently carrying out multiple e-scooter rental

trials across 30 areas of the UK, the results of which will have a major input in shaping
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future policy. Key factors being considered are the requirements for speed limits,

insurance and licenses, where e-scooters can be ridden and whether users should be

compelled to wear helmets. The trials have stepped up a gear since they commenced in

the summer of 2020, and a decision is expected by March 2022.

Assuming e-scooters are legalised for use on public roads, it will present a massive

business opportunity for companies such as Tandem to capitalise on. That’s because the

price of e-bikes and e-scooters are becoming increasingly affordable due to the ongoing

reductions in the cost of lithium-ion batteries. It’s not the only thing in their favour as they

can store more energy per kilogram of weight so are more efficient than lead-acid

batteries, thus highlighting the potential for even greater cost savings at a time when

petrol prices are sky high.
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Tandem’s e-bikes are sold under several of the group’s conventional bike brands (Falcon,

Dawes, Claud Butler and Elswick) and its e-scooters are sold under brands Li-Fe and

Wired. In the first half this year, divisional revenue raced ahead from £0.74m to £2m,

driven by a 10-fold rise in e-scooter sales, and 81 per cent higher e-bike sales. Entry level

for an e-bike is around £1,500 and can rise to £10,000 for premium ranges.

The group also sells mobility scooters under its Pro Rider brand (acquired for £2.6m in

2014) and is a distributor for third-party mobility scooter brands, albeit mobility scooter

sales have been impacted during the Covid-19 pandemic. However, the directors note

that sales have started to recover as economies reopen and the fully vaccinated elderly

feel more secure venturing out.

Bicycles a robust contributor

The pandemic has caused a surge in purchases of bicycles, too, and demand is showing no

sign of abating for Tandem. Please note that standard bicycles exclude e-bikes, which are

reported as a separate division.

Supportive government policies such as investment in improved cycle infrastructure, new

cycle lanes and tax breaks for employees purchasing bicycles for commuting are helping

to underpin demand as more consumers look to adopt greener and healthier transport

alternatives. Indeed, the number of bikes purchased across Europe is expected to

increase by half to 30m by 2030 (source: Confederation of the European Bicycle Industry

and European Cyclists’ Federation).
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Such is demand that Tandem had pre-sold almost all this year’s supply of Squish bicycles

(lightweight children’s bikes) before the first quarter ended. The divisional order book

currently exceeds £20m and stretches well into 2022. Bikes are sold through

independent retailers (two-thirds of divisional revenue of £11.6m in 2020) and national

chains (one-third).

Tandem’s bicycle division accounted for 31 per cent of group revenue in 2020, and given

the strong underlying growth drivers, the directors have sensibly increased investment

this year. Initiatives include additional recruitment in digital marketing, and the full

redesign of all bicycle websites. As part of the redesign, ‘click and collect’ functionality for

bicycle purchases has been introduced and fulfilled by participating independent bicycle

retailers, thus segmenting the strong relationship the group has with its clients. Key

brands sold to independent retailers include Dawes, Claud Butler and Squish, while the

national retailer brand sales are led by Falcon, Boss, Elswick, Townsend and Zombie.

The major challenge facing the division isn’t end user demand, but receiving sufficient

supply of bicycles to maintain timely supply to customers. Lead times are becoming a

prevalent issue, particularly due to higher global demand for components. So, to mitigate

disruption in the supply chain, Tandem is committing to purchases much further into the

future. The directors note there has been some easing in supply chain disruption, but

freight issues (freight cost, container availability, port closures, blank sailings costs)

remain an issue. That’s because most of the products are sourced from China, although

the directors reassure shareholders that they are “managing these issues well and where

necessary are seeking alternative shipping routes to minimise cost whilst seeking to

maintain timely supply of product.”

Toys, Sports & Leisure

The global toy market is forecast by ResearchandMarkets.com to increase from

US$111bn to more than US$130bn in 2025, a key driver being global licensors and

interest in specific brands.

Importantly, Tandem’s own-brand products are less sensitive to swings in market demand

and fads given their nature, so this business offers defensive qualities even when overall

market demand slackens. Products include in-house designed and developed wheeled

toys, outdoor toys and play equipment (swings and trampolines), which are sold under a

mix of licences and own brands (split 55:45).
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Licences are mainly for children’s bikes, scooters, tricycles, skateboards and helmets

where Tandem has a dominant market share, creating a barrier to entry for rivals. This

explains the longevity of the group’s licenses which include agreements with Thomas &

Friends (held for 24 years), Batman (11 years), Peppa Pig (10 years), Disney (six years),

Paw Patrol (six years), LOL Surprise (four years), and Barbie (two years). They are proving

incredibly popular.
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Tandem also looks to partner with upcoming brands offering exciting growth

opportunities. Recent additions to the license portfolio include: Bluey, CoComelon, Baby

Shark, Kindi Kids, Hey Duggee and Brandalised Banksy Graffiti. Expect new product

launches under these brands later this year and into 2022. Licences tend to be initially for

two to three years, and Tandem is usually the sole licensor in the UK and Ireland

(especially in bikes) so effectively they are exclusive in all bar names.

Directly-owned brands include: Hedstrom (swings, trampolines and slides); Kickmaster

(football training and skills products including goals, cones, training balls and ball

rebounders); MoVe (scooters for young children, roller skates, luggage scooters and

helmets); Stunted (scooter skate park products for children); Bored (children’s

skateboards); and Pot Black (children’s table-top games, pool/snooker tables, air hockey

and table football). In the first half, the directors reported strong growth in Stunted and

uMove scooters sales, and Kickmaster football training products.

Interestingly, divisional sales were split almost 50:50 in the first half between domestic

and free on board (FOB), indicating a resurgence of national retailer confidence in both

licensed and own-brand products (split 59:41). FOB is when a customer bulk buys by

purchasing a container of the item, and pays for the shipping, insurance, and inland

transport costs to ship the products to their own warehouse to lower the unit cost.

Although Tandem’s margins are lower on FOB sales, working capital isn’t tied up in stock

and the client is taking the risk of selling the item. For smaller orders, the business

supplies the customer directly from its own UK warehouses.
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The division also encompasses the group-owned Ben Sayers golf brand (acquired for £1m

in 2002). Established in 1873, it is one of the oldest golf companies in the world. Ben

Sayers range of clubs, golf bags, trolleys, and accessories are sold to retailers Halfords,

Argos, Amazon, Shop Direct and B&M as well as to ‘pro shops’ across the UK and

specialist golf websites. They are proving popular as sales more than doubled in 2020,

highlighting the increased popularity of the sport which has stimulated demand from

both new and occasional golfers.

The trend has remained positive this year, and  the directors have highlighted that Ben

Sayers’ contribution is “considerably ahead of the same period of 2020, and the forward

order book remains strong.” This is understandable given that the pandemic has given

home-working employees more time to pursue leisure activities and with the benefit of

commuting costs savings they have the money to do so. ResearchandMarkets.com

expects the growth to continue, estimating that the global golf equipment market will be

worth US$14.4bn by 2025, up from US$12.6bn in 2020.

In the first half, revenue from Tandem’s toys, sport and leisure division increased by 9 per

cent to £7.5m, accounting for 38 per cent of the group total.

Homewares and Garden

Tandem’s homewares and garden segment has traded strongly through the Covid-19

pandemic, partly as consumers who were unable to take foreign vacations and pursue
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leisure activities during national lockdowns used some of their surplus savings to splash

out on their homes. In the first half of 2021, divisional revenue increased 14 per cent to

£4.2m (21 per cent of group total) so is well on course to exceed the £6.6m revenue total

for 2020. In fact, house broker Cenkos are pencilling in a 12-month revenue contribution

of £9.3m, a 40 per cent year-on-year increase.

Trading under the Expressco Direct brand (expressco-direct.co.uk), the first half

performance was even more impressive given that the reporting period covered the

fourth wettest May on record and the coldest since 1996. Despite the poor weather,

sales of parasols, gazebos, and garden furniture still performed well. Other product lines

include home décor and accessories (lamps, decorative shelves, mirrors, portable

speakers), household furniture (chairs, tables, sideboards), small home appliances (coffee

machines, food blenders) and portable heating/cooling products.

The group continues to invest in its two key websites – garden-camping.com and

jackstonehouse.com – and has recruited additional digital marketing and product

development/buying resources for the second half, which should have a positive impact

on trading in 2022, and beyond. It makes sense, because the pandemic has structurally

changed the way millions of people work and live, and for many has afforded them

greater time and money to spend on designing and furnishing their living spaces.
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Birmingham property project

Tandem operates three warehouses: a 30,000 sq ft leasehold facility in Northampton; a

third-party facility in Felixstowe (Tandem pays a daily storage fee per pallet); and a

75,000 sq ft freehold warehouse in Castle Bromwich, Birmingham.

To support future growth, the group purchased 3.23 acres of land adjacent to the Castle

Bromwich site for £2.85m in April 2021. The purchase was funded by a new 10-year

term loan of £1.43m (interest rate of 1.99 percent above base rate) and from existing

cash resources. The decline in Tandem’s net cash from £3.8m at the start of the year to

£2.15m at 30 June 2021 reflects the cash used in funding the land purchase. The site has

since been cleared and construction of a new 85,000 sq facility will commence shortly

which will more than double Castle Bromwich’s warehouse capacity to 160,000 sq ft.

Other benefits of the expansion include carrier scale economies (carriers can pick up

products from the same location), improved warehouse labour efficiency and faster

distribution from order intake to despatch. Birmingham is also more centrally located

than Felixstowe for UK distribution. That’s important because in the first half of this year

81 per cent of Tandem’s sales were distributed from its UK warehouses, and 19 per cent

were fulfilled as FOB shipments direct to customers from the Far East.

Admittedly, the £4m construction cost is higher than the £3.5m estimated budget in

March, reflecting rising material costs as well as delays in sourcing material, specifically

steel and cladding. The construction is being funded by a new 10-year term loan of

£2.35m on the same terms as the land purchase loan with the rest of funding coming

from internal cash flow and existing cash on the balance sheet.

After factoring in the £4m construction cost, cumulative positive net cash flow of £4.6m

from operations and the payment of £1m of cash dividends in 2021 and 2022, Tandem’s

net funds are expected to fall from to £0.5m by the end of 2022. However, it’s a sensible

use of capital given the group’s improved financial position in recent years – net cash of

£3.8m at end of 2020 compared with net debt of £5.65m in 2016 – and there will be an

immediate annual overhead saving of £200,000 when the new facility is completed next

summer. In addition, the £7m combined cost of construction and site acquisition is a low

price (£82 per sq ft) for a well located 85,000 sq ft freehold warehouse on the outskirts

of Birmingham.

Continued on the next page...
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The new facility will create balance sheet value, too. That’s because it will increase

Tandem’s property assets to £11.7m (222p a share) once complete (all bar £400,000 is

freehold property), a sum that represents exactly half of Cenkos Securities’ estimated net

asset value of £23.5m (448p a share) at 31 December 2022, up from £16.6m in 2020 and

£5.6m in 2013.

Continued on the next page...
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Tandem’s hefty property asset backing and strong balance sheet also reduce investment

risk given that the shares are only trading on a modest 1.2 times book value estimates at

31 December 2022.

Progressive dividend policy

Shareholders can be reassured that the board is committed to maintaining the

progressive dividend policy that they pursued as profits improved in recent years.

Continued on the next page...
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Indeed, having raised the pay-out per share by 187 per cent from 3p to 8.62p since 2011,

house broker Cenkos Securities is pencilling a dividend per share of 9p for 2021, rising to

10p in 2022. It’s worth noting that the board reviewed the policy to consider declaring

special dividends when profits are materially ahead of forecast. That was the case in 2019

when the directors declared a special dividend of 2p a share.

Continued on the next page...
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Last year’s 8.6p a share pay-out was comfortably covered by earnings per share (EPS) of

68.5p (Cenkos has an adjusted figure of 72.2p) and the cash cost (£435,000) was covered

5.5 times by net operating cash flow. Given that operating profits are on course to rise a

further 20 per cent to £4.9m this year, then it’s only reasonable to expect the dividend to

progress strongly in the coming years especially as capital expenditure requirements will

fall dramatically after the new warehouse opens next summer. The directors raised the

2021 interim dividend by 10 per cent to 3.43p, a clear sign of their optimism.

Continued on the next page...
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Management team

Tandem has a small board of directors led by 60-year-old chairman Steven Grant who

joined MV Sports & Leisure (acquired by Tandem in 2003 for £1.9m) from the

accountancy profession in 1990. He held the roles of finance director and managing

director at MV before becoming chief executive of Tandem in June 2010. He was

appointed non-executive chairman in August 2020 following the retirement of Mervyn

Keene. Grant has in-depth knowledge of the toy, sports, leisure and bicycle sectors (MV’s

speciality) in both licensing and own brand environments, as well as extensive experience

in sourcing and importing from overseas suppliers and selling to both national and

independent customers.

Chief executive Jim Shears is a 47-year-old qualified chartered accountant who was

appointed group finance director in June 2010, a position he held for a decade before

taking up the position of chief executive in August 2020 from Grant. Sheers previously

worked for the Audit Commission, IFG Group plc and AWG plc as well as start-up

businesses.

Commercial director Phil Ratcliffe joined MV Sports & Leisure in 1999 and has spent

many years working in commercial and strategic roles within the consumer goods sector,

incorporating well-known companies such as Car Plan, Waddingtons Games and Mattel.

His experience encompasses marketing, licensing, product development, Far East

sourcing and account management. Ratcliffe is a Fellow of The Chartered Institute of
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Marketing, Vice-Chairman and formerly Chairman of The British Toy & Hobby

Association.

Tandem has one non-executive director, 59-year-old Mark Taylor, and the board is

actively looking to appoint another non-executive director after Juliet Barrett left over

the summer to pursue other opportunities following the sale of a sports nutrition

business she co-founded. Taylor joined the board in October 2019. He was a partner at

Grant Thornton UK LLP for 19 years, having spent his entire career in the accounting

profession. His experience of corporate transactions, financial reporting and

management of defined benefit schemes will help support the group within these key

areas.

The four directors were paid total remuneration of £757,000 in 2020, including bonuses

of £240,000, a reasonable sum in relation to the Tandem’s operating profit of £4.1m.

Excluding Taylor, the three other directors have combined call options on 453,000 shares

(exercise prices between 79p and 190p and expiries until 2029), thus incentivising them

to deliver operationally. Grant and Shears also own 245,000 shares each, or 4.7 per cent

of the issued share capital.

Major shareholders

Tandem is well below the radar of institutions. In fact, the top five shareholders are

individuals and that includes Grant and Shears. They control 31.3 per cent of the share

capital between them and 22.9 per cent of the shares are deemed not in public hands

under Aim rules.

The lack of an institutional following is one reason why the shares are rated on such a

modest rating. However, it also means that private investors are the ultimate price

setters, a point that is likely to have positive implications for the share price as Tandem’s

strong operational performance gathers wider recognition within the private retail

investor community. Importantly, the shares are readily tradable between the official 20p

bid-offer spread and in bargain sizes of 2,000 to 2,500 shares, thus enabling investors to

build a decent position.

Continued on the next page...
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Tandem major shareholders

Shareholder Percentage

Mr S Bragg 11.0%

Mrs D Waldron 6.8%

Mr J C Shears 4.7%

MR S J Grant 4.7%

Mr B Geary 4.1%

Source: Tandem Group, London Stock Exchange regulatory filings.

Peer group comparison

Even after factoring in a small-cap liquidity discount, Tandem’s shares are trading on an

unwarranted discount to sector peers.

Character Group, a specialist toy distributor that also has long-term licence agreements,

is the closest comparable in the toy sector. Toy, sports equipment and leisure sales

account for around 40 per cent of Tandem’s annual revenue. For the current financial

year, Character is trading on a price/earnings (PE) ratio of 13, representing a 73 per cent

ratings premium to Tandem. True, Character’s £30m net cash pile accounts for more than

a quarter of its enterprise valuation, but the company’s enterprise valuation to operating

profit multiple is still 37 per cent higher than Tandem.

Halfords is the closest comparable for the e-bikes/cycle segment which also accounts for

almost four-fifths of Tandem’s annual revenue. Halfords is trading on a 30 per cent

premium to Tandem on a standard PE ratio basis, and 17 per cent premium on an

enterprise valuation to operating profit multiple.

Dunelm is the market leader in UK homewares – a segment that is forecast to account for

22 per cent of Tandem’s revenue in 2021. The FTSE 250 constituent has a fantastic

long-term track record, which is why its shares trade on a forward PE ratio of 19 and

enterprise valuation to operating profit multiple of 16.1, both of which are more than

double Tandem’s ratings. Fraser’s Group – the owner of sports equipment retailer Sports

Direct – is even more highly rated. Its shares are priced on a forward PE ratio of 24.6 and
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enterprise valuation to operating profit multiple of 19.8. It’s not a case that Dunelm and

Fraser Group’s ratings are unwarranted, but that Tandem is simply underrated.

Admittedly, Tandem’s dividend yield of 1.7 per cent is below that of all the other four

companies. However, with the group set to be in a modest net cash position after

completing the construction of its new warehouse, and factoring in the cost savings to be

generated, then Tandem’s board will be able to push through double-digit increases in the

dividend from next year given its capital expenditure requirements will be much reduced.

Peer group comparison

Company
Overlap w/

Tandem

Share

price

(p)

Market

value

(£m)

EV (£m)
EBIT

(£m)
EV/EBIT

EPS

(p)
PE

DPS

(p)
DY

Tandem na 540 28 25.85 4.9 5.3 72.2 7.5 9 1.7%

Character

Grp Toys 510 110 80 11 7.3 39.4 12.9 15 2.9%

Halfords

Bikes/e-scoote

rs 290 578 537 87.1 6.2 29.7 9.8 9 3.1%

Dunelm Homeware 1,340 2718 2993 186 16.1 70.4 19.0 40 3.0%

Frasers

Group

Sports equip

(Sports Direct) 620 3184 3221 163 19.8 25.2 24.6 nil nil

Source: London Stock Exchange. Forecasts for 2021 financial year from broking houses: Character Group
(Allenby Capital - 15 September 2021); Halfords (Peel Hunt - 8 September 2021); Dunelm (Peel Hunt - 8
September 2021); and Frasers Group  (Peel Hunt - 6 August 2021).

Continued on the next page...
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Target price

Tandem’s strong order book which underpins bicycle sales well into 2022, potential for
legislation to accelerate nascent e-scooter sales, upside from new products and
operational gains from the new warehouse, all suggest that Cenkos’ 2022 profit
estimates are conservative. In turn, this opens the possibility of the directors
overdelivering.

Furthermore, Tandem’s shares are already modestly rated (2022 PE ratio of seven) in
relation to sector peers and the market in general, even allowing for a small-cap liquidity
discount. A forward price-to-book value ratio of 1.2 times shouts value, too. There is
certainly a case to be made that the group should be valued on around eight times next
year’s operating profit estimate of £5.1m implying an enterprise valuation of £40.3m.

On this basis, I have a target share price of 775p, or 10 times 2022 forecast EPS of 77.6p.
As more investors become aware of the impressive progress Tandem’s management have
made in recent years, the heightened equity risk premium embedded in the current share
price should start to unwind. Buy.

Risk assessment

There are several risks to consider before making an investment including:

Supply chain issues. Tandem is paying much higher shipping rates than last year and this
has an impact on margin as it is unable to pass all these additional costs on to customers.
Freight related costs were the main reason why gross margin fell from a very respectable
32.8 to 31.5 per cent in the first half of 2021.

However, this needs to be put into some perspective as gross profit was still up 9 per cent
to £6.05m on 14 per cent higher revenue of £19.3m in the six-month trading period. So,
with other costs being kept in check, almost all the £510,000 incremental gross margin
earned passed straight through to operating profit, which surged 35 per cent to £2m.
Moreover, given the current order book and mix of sales expected in 2022, gross margin
is forecast to edge back up to 32 per cent next year, a level that is higher than in the 2018
and 2019 pre-pandemic years.

Exchange rate fluctuations. More than 90 per cent of the group’s purchases are made in
US dollars, so Tandem is exposed to foreign exchange risk. To mitigate the exposure, the
group enters foreign exchange hedging contracts which typically hedge its currency risk
for the following six months. Sterling is currently trading at the same level against the US
dollar as it was at the start of this year, but any sustained sterling weakness has potential
to put pressure on costs.

Competition. Tandem operates in highly competitive markets, so there is constant
pressure on margins and the additional risk of being unable to meet customers’
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expectations. Sourcing products from low-cost Asian countries, putting in place robust
supply chains, and having long-established client relationships helps to mitigate such
risks.

Licenses. Several of Tandem’s brands are under licence from global licensors for between
two and three years. If the licences are not renewed the group would have to seek
alternative licences to avoid a reduction in revenue. To mitigate this risk, Tandem has a
large range of licenses and has a dominant market share as a leading provider of wheeled
toys under license, thus creating a moat around the business.

Legislation. E-bikes are considered as regular push bikes in the UK, so users can ride
them on cycle lanes and are exempt from mandatory motor vehicle insurance. This has
helped drive demand, but there is no guarantee that their treatment will remain as such.
Also, growth of e-scooters could be affected if the UK government fails to legalise their
use on public roads next year. However, as noted previously, it looks highly likely that they
will be legalised.

Pension deficit. The group is making annual cash contributions of £477,000 into its
pension schemes, but the pension schemes deficit widened from £2.48m to £4.15m in
2020. This was due to the impact of low bond yields on the assumptions used to calculate
the deficit with a discount rate of 1.6 per cent (31 December 2019 – 2.3 per cent) used in
the IAS19 calculations. However, with inflation expectations rising, UK government bond
prices have come under pressure as bond yields rebound. For instance, the UK 30-year
gilt price has fallen 17.5 per cent and at the shorter end of the yield curve the 10-year gilt
yield has risen from 0.15 to 1.15 per cent since the start of 2021. This should have a
positive implication for Tandem’s pension deficit.
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