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The individual should act consistently as an investor 
and not as a speculator.

- Benjamin Graham (1894-1976), Economist and “Father of Value Investing” 
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Tech stocks – move over. Since its IPO in 1999, Breville has achieved growth of over 2,000%. This company 
is a premium kitchen appliances business with a presence in Australia, Europe and the Americas – the 
latter is responsible for just over 50% of revenues. It has been sold off over concerns that, on one hand, its 
share price ran too hard during COVID-19 as people stocked up on household goods and, on the other, that 
these consumers will cut back on spending as inflation rises – if they haven’t already. Even if you accept the 
first concern, we find it too hard to accept the second. We think Breville’s category of goods will not see as 
significant a cutback as predicted and it can grow through international expansion.

Breville is not cheap, but maybe worth its price

We last covered Breville in mid-August last year, giving it two stars predominantly on a valuation basis - 
observing the one-off boom as people worked from home. We also took into account low profit margins and 
a low dividend yield. The latter was due to its high share price as well as its habit of reinvesting profits to 
support growth plans. But 12 months on, things do look better in some respects even if these are not reflected 
in the share price.

We concede its dividend yield (while slightly higher than a year ago) is lower than some investors may be 
comfortable with – at 1.5% on an annualised basis. Likewise, its EBIT margin is largely flat at 12.8% in 1HY22. 
However, it has a ROIC of over 25% given low capital intensity. And it’s EV/EBITDA looks more reasonable now 
– at 13.9x for FY23 as opposed to ~20x a year ago.

For FY23, consensus estimates expect $1.6bn in revenue and $208.2m in EBITDA. This would represent 
growth of 10% and 11% from FY22 consensus estimates. However, FY22 consensus estimates suggest 
$186.2m in EBITDA, while BRG previously gave guidance of ~$156m and reiterated it back in early June. So, 
maybe the market expectations are too high. We’ll know later this month (on August 23) when the company 
reports earnings.
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If Breville achieved its guidance for FY22 and then reached $208.2m in EBITDA for FY23, it would represent 
growth of 33%. But if Breville grew by just 10% next year from its guided EBITDA of $156m for FY22, that 
would represent $171.6m in EBITDA in FY23. While we think $208m might be a stretch, the company should 
be able to at least meet the latter growth rate, maybe even exceed it.

Four reasons why we’re optimistic

We think there are four reasons why Breville can grow. First, it’s track record of sales growth with 14.6% CAGR 
in EBIT over the last seven years. While this isn’t a guarantee it can achieve the same results, it does inspire 
confidence. Breville’s 1HY22 results saw a 24% jump in revenues to $878.7m and a 23% jump in EBIT to 
$112.5m.

Second, the company is planning to enter new markets. We don’t think investors appreciate that it already 
makes a large proportion of its money from overseas. The European markets Breville is already in account for 
24% of sales and the Americas make up just over 50%. It is either entering or is about to enter Mexico, France, 
Portugal, Italy and South Korea. Goldman Sachs has estimated that these five combined could add at least 
$150m in revenues, translating to an extra 2.5% of sales CAGR.

The third reason we think Breville can grow is the markets the company is in. Breville offers premium and 
functional goods, targeted at consumers with higher disposable income. It is therefore less likely to be hit 
by a slowdown in consumer spending, at least to the extent of companies with goods targeting people with 
lower incomes. Consumers feeling the pinch might view upfront investments in Breville’s products - coffee 
machines, ovens and juicers - as saving money in the long run, because they keep power costs lower, with 
devices being more efficient, and save money from not dining out or grabbing takeaway food.

Fourth, we observe that Breville has not had the same supply chain issues other companies have had. Unlike 
Kogan (ASX: KGN), Breville did not overinvest in new inventories predicting the boom would go on indefinitely. 
See last Friday’s Small Caps Stocks Down Under publication for more about Kogan. Still, Breville has not been 
and is not immune to economic slowdowns. In the US, it has encountered shipping delays in light of issues 
with the Los Angeles port delaying the delivery of its goods to US consumers. It has therefore ‘stocked up’ for 
1HY23 with the hope of minimising delays.

Not risk-free, but well positioned

We concede it is not impossible that Breville could be hit by supply chain issues given the bulk of its products 
are manufactured in China and we also acknowledge there is a risk that the slowdown could be worse than 
forecast and it could hit Breville substantially. A big slowdown may force it to discount its products as Kogan 
have done. But the US economy is several months ahead of Australia in opening up post COVID and has 
higher inflation. Yet, electronics and appliance sales were only down 0.1% between March and May 2022. And 
even if sales fall by a low amount, earnings could be higher if margins are increased.

We also take courage that although Breville’s increased working capital position of $334m, up $203m just 12 
months ago, the company reported that it is still running slightly behind sales growth. And it recently acquired 
LELIT – a European coffee equipment group that manufactures in Italy. This could help it reduce its reliance 
on China.

Investors looking for dividends would be better off elsewhere given Breville’s habit of reinvesting profits. But 
for investors looking for a profitable growth stock that is well positioned to handle tailwinds, this company is 
worth considering, especially after the big sell off since February. Four stars from us.
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