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Short-term headwinds…. 

…countering longer-term tailwinds 

The very strong sales performance in H1 last year, driven primarily by 
demand for HeiQ Viroblock, was always going to prove a tough sales 
comparative for HeiQ. This has been compounded by challenging trading 
conditions, principally arising from macro-economic supply chain pressures, 
most notably the global price increase in freight and raw materials costs and 
availability. While H1 profitability is subsequently down year-on-year, it is 
up on H2 FY20. With the trends underpinning the group’s long-term growth 
strategy very much in evidence, HeiQ has continued to invest in its future 
growth. While HeiQ will seek to further mitigate the prevailing short-term 
supply headwinds over the coming months, our forecasts have been revised 
to reflect these current pressures. 

▪ Interim results: H1 sales were 14% lower than H1 last year at $25.8m, 
though 27% up on H2’s figure. This was not helped by ongoing lockdowns 
in South Asia and a supply stability-driven delay in starting a major 
contract. Gross margin was 720bps lower at 50.2%, due to a combination 
of factors – product mix, freight and raw materials cost increases. SG&A 
costs rose just under 50% yoy, as HeiQ continued to invest in building 
resource capabilities for future growth. Adjusted EBITDA and operating 
profit were therefore adversely affected by negative operational leverage, 
down 60% and 68% respectively to $4.8m and $3.7m.  

▪ Longer-term outlook still positive: The global megatrends identified by 
HeiQ - around climate change, population growth, resource scarcity and 
hygiene – still pertain. HeiQ has developed and is developing products and 
solutions, complemented by strategic acquisitions, to mitigate the 
problems and pressures arising from these megatrends. These longer-
term tailwinds should certainly prevail over shorter-term headwinds. 

▪ Forecasts: - We have adjusted estimates across our forecast horizon, with 
a larger near-term impact given the unchanged current availability, 
transport, cost and pricing pressures. We assume some recovery in gross 
margin to 54% over the period and a falling SG&A to sales ratio, which 
mitigate the operational leverage impact from more modest levels of 
double-digit compound sales growth. Our forecasts deliver a 3-year 
compound growth rate of 12% for revenues and 3% for adjusted EBITDA 
to FY23E, when the adjusted EBITDA margin is forecast to be 21.7%.  
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FYE DEC ($M) 2019 2020 2021E 2022E 2023E 

Revenue 28.0 50.4 51.0 62.0 70.0 

Adj EBITDA 2.9 14.0 6.4 10.3 15.2 

Fully Adj PBT 1.2 11.5 3.3 6.6 11.4 

Fully Adj Dil EPS (c) 0.9 6.9 2.0 4.0 6.9 

EV/Sales (x) 7.9x 4.4x 4.3x 3.6x 3.1x 

EV/EBITDA (x) 76.3x 15.8x 34.6x 21.4x 14.5x 

PER (x) 202.4x 26.6x 90.1x 45.3x 26.5x 

Source: Company Information and Progressive Equity Research estimates. 
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Yin and yang 

Heads or tails? 

It is difficult to judge whether HeiQ’s very different trading performances in H1 last year 
and H1 this year are the two sides of the metaphorical coin known as the Covid-19 
pandemic. HeiQ was clearly one of the minority of companies to have benefited from the 
pandemic in H1 FY20, due in no small part to its successful, speedy and timely launch of 
the HeiQ Viroblock product. This provided a tough comparative for the current year H1 
period, though it is both pleasing and reassuring to note that last year’s spike has effectively 
been replaced by recurring customers within the Hygiene functionality.  

The other side of the coin has seen substantial supply chain pressures, as countries around 
the globe look to re-open and re-build their economies from long periods of either outright 
lockdowns or lengthy disruptions and fractured activity. These supply chain stresses are 
manifesting themselves primarily through substantial increases in the cost of raw materials 
and freight transport, as supply capacity significantly lags market demand. The results are 
uncertainty of supply and higher input costs to businesses (across many industry and 
consumer sectors). Businesses in the short-term have often been unable (or unwilling) to 
increase prices to customers, though the rising rate of global inflation shows that the law 
of supply and demand is re-asserting itself.  

We summarise below the key short-term headwinds and longer-term tailwinds affecting 
HeiQ and its outlook. 

Headwinds:  

• Raw materials price increases of up to 300% year-on-year accounted for some 
300bps of gross margin erosion in H1. 

• Freight costs, which have risen by up to 500% year-on-year, accounted for an 
erosion of around 150bps to gross margin in the H1 period. 

• Delayed start to a major new contract, worth $3m per annum, due to the erratic 
availability and supply of key raw materials.  

• Lockdowns in main South Asia markets, estimated by HeiQ to be equivalent to 
the loss of a whole month of sales ie c $5m in the period. 

• Delays to innovation projects by brand customers, resulting from uncertainty 
around the broad macro-economic backdrop and their own supply chain issues. 
These are now resuming, according to HeiQ, which is a positive for H2 and beyond. 

It is likely, in the company’s view, that raw materials and freight logistics charges will 
continue to rise in H2 and at least into Q1 FY22E. HeiQ will of course look to mitigate 
these through a number of measures, including but not limited to strengthening core 
supplier partnerships, maintaining high inventory levels, regional warehousing and 
passing on price increases where possible and where markets allow. We believe it to 
have been difficult to pass on price increases at short notice in H1, across many 
different industries globally, given the speed with which materials and freight charges 
have risen over the last 6 – 12 months.  
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The recent sharp increases seen in consumer price inflation in many economies 
suggest that prices are being adjusted in response to higher cost inputs. While this can 
be seen as a positive in terms of adjustment to a new reality within supply chains, there 
is a possible negative in the form of reduced consumer demand. This will of course 
differ across product sectors eg staples vs discretionary products, and by their 
different price elasticities.  

Tailwinds: 

• The global megatrends identified by HeiQ - around climate change, population 
growth, resource scarcity and hygiene – still pertain. HeiQ has developed and is 
developing products and solutions to mitigate the problems and pressures arising 
from these megatrends. 

• Complementary acquisitions open opportunities to HeiQ in new high growth 
sectors and raise HeiQ’s offering in hygiene to market leader level. 

• Full legal entity in China with increased resources has seen customer numbers in 
Greater China increase by 157% to 236 in H1, adding dozens of mills and adding 
important Chinese brands, including heavyweights such as Fila, XTep and blbm. 

• An ingrained and indefatigable R&D culture delivering innovative solutions to 
genuine customer needs has seen a growing stream of projects entering the R&D 
process and innovations launched. The seven innovation launches in H1 this year 
compares with a total of five in FY20. 

KPI measures of innovation 

 

Source: HeiQ, Progressive Equity Research  

• Strong product marketing and branding of added value features and functionality 
appeals to consumers and strengthens HeiQ’s commercial relationship with its 
brand customers  
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• HeiQ GrapheneX, HeiQ’s highly porous graphene membrane development, is a 
potential game-changer, with multiple applications across many industries. HeiQ 
has completed the design of the pilot commercialisation plant for this technology. 
HeiQ will focus on batteries as its first field of application. With IP filed for lighter, 
more compact, 50% higher yield, faster charging and more durable batteries, HeiQ 
is positioning this technology for licencing in an attractive field. 

HeiQ’s H1 results show the impact of these increased input cost pressures, with the 
impact magnified by the strength of the company’s trading performance in H1 last 
year. While recognising this may unsettle short-term value creation, we continue to 
believe the growth opportunities remain substantial for HeiQ over the long-term and 
that its strategy remains aligned with and appropriate for delivering these 
opportunities and thereby increase shareholder value. As the title of our note 
suggests, short-term headwinds are currently countering and buffeting the longer-
term tailwinds outlined more fully in our initiation note “An innovative solutions 
seeker...” published in May 2021.  

H1 results details 

The following table summarises HeiQ’s H1 results for FY21E. Given the impact of Covid on 
the shape of last year’s figures, with a very strong H1 performance and high degree of 
operational gearing, followed by an H2 delivering around 40% of total revenues and a much 
smaller proportion of full-year profits, we compare this year’s H1 performance not only 
with last year’s H1 period but also with H2. The latter comparison allows a sequential half-
year comparison, which shows a more felicitous picture than the comparison with the 
extraordinary performance delivered in last year’s comparative H1 period. 

Overview of H1 FY21E results – vs H1 and H2 FY20 ($m – unless otherwise indicated) 

  

Source: HeiQ, Progressive Equity Research  

To give some greater insight, we have added three rows including adjusted profit measures 
at the EBITDA, operating profit and PBT level to complement the primarily reported figures 
presented by HeiQ (although it does provide the adjusted EBITDA figures). The only 
adjustment for the two H1 periods relates to share -based payments. For last year’s H2 
period, we have adjusted not only for share-based payments but also the $3.3m costs 
relating to HeiQ’s listing and re-admission in December 2020, which we consider to be 
exceptional costs. 

Reported: H1 FY21 H1 FY20 Variance H2 FY20 Variance 

Revenue 25.795 30.129 (14%) 20.272 27%

Gross profit 12.955 17.287 (25%) 10.712 21%

Gross margin (%) 50.2% 57.4% 52.8%

SG&A (10.576) (7.151) 48% (8.966) 18%

Other net income 0.928 0.716 30% (1.099) (184%)

Operating profit 3.307 10.852 (70%) 0.647 411%

Operating margin (%) 12.8% 36.0% 3.2%

Finance charges 0.063 (0.253) (4.220)

Pre-tax profit 3.370 10.599 (68%) (3.573) (194%)

Fully diluted EPS (c) 2.38 8.32 (71%) (3.01) (179%)

Adjusted measures:

Adjusted EBITDA 4.769 12.039 (60%) 1.931 147%

Adjusted operating profit 3.694 11.432 (68%) 1.284 188%

Adjusted PBT 3.757 11.179 (66%) 0.337 1015%
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Revenue 

Group revenue decreased by 14% against the comparable period last year, which saw 
significant stock-building of HeiQ Viroblock by customers in response to the Covid-19 
pandemic. In H2 HeiQ Viroblock unsurprisingly did not deliver the same level of revenue, 
which contributed to the stronger revenue performance against last year’s H2, with an 
increase of 27%.  

These effects can be seen more explicitly in the following two tables. These examine HeiQ 
revenues by product type and by product functionality. Historically, HeiQ has delivered the 
revenue mix by product type, with the addition for the first time of the mix by functionality.  

HeiQ revenues by product type - ($m) 

 

Source: HeiQ, Progressive Equity Research  

This has been done to enable greater insight to the product performance, with a broader 
spread of sales by functionality compared with product type, which is dominated by 
Functional Ingredients. The functionality analysis also corresponds more readily to the 
solutions HeiQ is seeking to promote to its direct customers and to end-users. In effect, 
HeiQ is recognising that it provides a 4x4 offering to its customers, providing four types of 
product/service (Form), which deliver four types of end benefit (Functionality). Each of 
HeiQ’s branded product offerings can be placed in one of the Functionality categories eg 
HeiQ Viroblock and HeiQ Bacshield in Hygiene; HeiQ Smart Temp and HeiQ Cool within 
Comfort: HeiQ Sun Block and HeiQ Bug Guard within Protection; and HeiQ Clean Tech and 
Oilguard within Product and Process Sustainability.  

HeiQ revenues by functionality – ($m) 

 

Source: HeiQ, Progressive Equity Research  

HeiQ was broadly able to maintain top line sales in Hygiene against the exceptional result 
delivered in HY1 FY20 by the functionality. Spot buyers in the previous year were able to 
be replaced with recurring customers relying on HeiQ’s Hygiene product offering. Sales in 
Comfort continued to grow; Product/process sustainability managed to increase revenues 
despite strong headwinds for the category due to raw material availability, while sales in 
Protection could not match the pandemic-related inventory build-up in HY1 FY20.  

H1 FY21 H1 FY20 Variance % change
Functional ingredients 20.090 26.331 (6.241) (24%)

Functional materials 0.200 0.010 0.190 1900%

Finished goods 4.655 3.713 0.942 25%

Other third party revenues 0.850 0.075 0.775 1033%

Total revenue 25.795 30.129 (4.334) (14%)

H1 FY21 H1 FY20 Variance % change

Comfort 5.419 4.115 1.304 32%

Hygiene 13.790 14.256 (0.466) (3%)

Protection 0.997 3.042 (2.045) (67%)

Product/process sustainability 5.358 4.917 0.441 9%

Other 0.231 3.799 (3.568) (94%)

Total revenue 25.795 30.129 (4.334) (14%)
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HeiQ sales by geographic region – ($m) 

 

Source: HeiQ, Progressive Equity Research  

The final table above shows HeiQ’s sales by territory. This clearly shows the decline in sales 
within Asia as already outlined above, with sales down 34% year-on-year, reflecting the 
regional lockdowns experienced there. Sales also fell in the Americas by 14%, partially 
mitigated by a strong 32% increase in Europe and 13% in other territories. 

Gross margin 

This decreased by 720bps compared with H1 last year. The principal reasons have been 
outlined above, along with their respective contributions to the gross margin decline, 
namely around a combined 450bps from higher raw material prices and freight costs. In 
addition, there was an adverse sales mix effect of around 250bps primarily due to reduced 
sales from HeiQ Barrier in Protection & HeiQ Viroblock in Hygiene, the latter in terms of 
both Functional Ingredients and Functional Consumer Goods. 

SG&A expenses 

These rose faster than the rate of revenue growth when comparing H1 to the equivalent 
period last year – by 48% compared with the revenue decline of 14%. In contrast, and in 
line with the overall trend of recent years, SG&A rose below the rate of sales growth when 
compared with H2 last year – by 18% compared with a 27% revenue increase. To underline 
this point, H1 FY21E sales increased by 92% compared to H1 19, while SG&A expenses rose 
by 68% across the same period. The SG&A ratio to sales has therefore declined by 720bps 
across the past three years from 48.2% to 41.0%. 

HeiQ has quantified the level of normalised or underlying SG&A in H1 as $9.540m 
compared with the reported $10.576m. The rounded difference of $1m is accounted for 
by ongoing investment in projects, infrastructure and human resources to build out the 
company to deliver future growth. HeiQ indicated at the time of its fundraising and listing 
in December 2020 that the proceeds were slated for the long-term growth of the company 
(including acquisitions). 

The investments in H1 covered a number of projects including GrapheneX, the concerted 
move into the Medical sector and regulatory affairs. The majority of the investment, some 
$740K, went into the combined area of sales and marketing to further develop and 
enhance the group’s sales channels, digitalisation capabilities and brand marketing. 

H1 FY21 H1 FY20 Variance % change

North & South America 9.551 11.125 (1.574) (14%)

Asia 8.880 13.396 (4.516) (34%)

Europe 7.093 5.368 1.725 32%

Rest of World 0.271 0.240 0.031 13%

Total revenue 25.795 30.129 (4.334) (14%)
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Earned media mentions for HeiQ 

  

Source: HeiQ, Progressive Equity Research  

The chart above shows the progress made in terms of “earned” rather than purchased 
media mentions, which help to spread brand awareness. It can be seen that the mentions 
earned in H1 were some 7% greater than the total number of mentions delivered in FY20. 
We believe this can only be seen as a positive for HeiQ, not only in terms of brand 
awareness but also in terms of media awareness of HeiQ’s innovative and differentiated 
products. 

Profit measures 

In light of the combined factors outlined above, the aggregate negative impact of 
operational gearing has had an amplified impact on all levels of profitability – EBITDA, 
operating profit PBT and EPS. Across this range of measures, whether on a reported or 
adjusted basis, the year-on-year declines compared with the exceptional H1 last year fall 
with a range of 60% - 70%.  

Cash flow and balance sheet 

Both the cash flow and balance sheet have been impacted by acquisitions made in the 
period, which will also be reflected in the full year figures. Cash and cash equivalents are 
$5.8m lower at the H1 period end compared with the December year-end figure of $25.7m. 
However, at $19.9m, cash resources remain high and HeiQ has a strong balance sheet.  

The aggregate purchase price of the three acquisitions made – Chrisal, RAS and Life 
Material Technologies (LIFE) – comes to $26.7m, including earn-out payments. These 
acquisitions have seen $4.7m of net assets acquired, intangible assets of $5.8m and 
balancing goodwill of $16.2m. 
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Forecast changes 

The following table summarises our key forecast changes and are predicated conservatively 
on continued challenging trading conditions in H2 (and H1 FY22E). From H2 FY21E onwards, 
HeiQ will benefit fully from a full contribution of the three acquisitions it completed in H1 
FY21. 

 
Summary of forecast changes – FY21E – FY23E 

  

Source: Progressive Equity Research 

 

We assume continued sales growth across the period, albeit from the lower base we are 
now forecasting for FY21E. It should be noted however that our FY21E revenue forecast of 
$51m implies H2 revenue growth of 24%, benefitting also from the three acquired 
companies, As can be seen from the supplementary table below, which gives more insight 
into the P&L dynamics, we are forecasting gross margins to ameliorate in FY22E and FY23E, 
but to remain shy of the 57% and 58% previously forecast.  

Operating costs, including net other income, are also forecast to fall as a percentage of 
turnover in FY22E and FY23E. Combined with the turnover growth and rising gross margin, 
this sees robust recovery in EBITDA, operating profit and PBT margins from those we now 
forecast for FY21E. We are conservatively forecasting more modest levels of cash inflows 
in FY22E (given the external macro-economic difficulties expected to extend into the HY1 
FY22) and FY23E than previously. We have chosen to remain prudent on prospects for 
FY23E, even though HeiQ’s innovation pipeline could arguably drive more bullish forecasts. 

Summary of key forecast P&L measures – FY21E – FY23E 

  

Source: Progressive Equity Research  

$m unless stated Old New Change (%) Old New Change (%) Old New Change (%)

Revenue 61.7 51.0 (17%) 71.4 62.0 (13%) 79.7 70.0 (12%)

Adj EBITDA 15.2 6.4 (58%) 19.2 10.3 (46%) 22.1 15.2 (31%)

Adj operating profit 13.1 4.0 (69%) 16.5 7.2 (56%) 19.1 12.0 (37%)

Reported PBT 11.8 2.8 (77%) 15.4 6.2 (60%) 18.1 11.0 (39%)

Fully adj PBT 12.3 3.3 (74%) 15.8 6.6 (58%) 18.5 11.4 (39%)

Fully adj dil EPS (c) 6.9 2.0 (71%) 8.4 4.0 (52%) 9.7 6.9 (29%)

FY21E FY22E FY23E

FY20 FY21E FY22E FY23E 3-yr CAGR

Turnover 50.4 51.0 62.0 70.0 11.6%

Gross profit 28.0 25.5 32.2 37.8 10.5%

Gross margin (%) 55.6% 50.0% 52.0% 54.0%

Operating costs (15.3) (21.5) (25.0) (25.8) 19.1%

Opex as % of turnover (30.3%) (42.2%) (40.3%) (36.9%)

Adjusted operating profit 12.7 4.0 7.2 12.0 (1.9%)

Operating margin (%) 25.2% 7.9% 11.7% 17.1%

Adjusted EBITDA 14.0 6.4 10.3 15.2 2.9%

EBITDA margin (%) 27.7% 12.5% 16.6% 21.7%

Adjusted pre-tax profit 11.5 3.3 6.6 11.4 (0.3%)

Adjusted diluted EPS (p) 6.9 2.0 4.0 6.9 0.1%

Net (debt)/cash - inc lease liabilities 21.5 12.3 12.7 16.3 (8.9%)

Net (debt)/cash - exc lease liabilities 24.1 16.8 16.9 20.1 (5.8%)
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Our revised forecasts deliver a 3-year compound growth rate (CAGR) of just under 12% for 
revenues and 3% for adjusted EBITDA to FY23E, when the adjusted EBITDA margin is 
forecast to be 21.7%.  
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Financial Summary: HeiQ 

Year end: December ($m unless shown)      
      
PROFIT & LOSS 2019 2020 2021E 2022E 2023E 
Revenue 28.0  50.4  51.0  62.0  70.0  
Adj EBITDA 2.9  14.0  6.4  10.3  15.2  
Adj EBIT 1.8  12.8  4.5  8.1  13.0  
Reported PBT 1.0  7.0  2.8  6.2  11.0  
Fully Adj PBT 1.2  11.5  3.3  6.6  11.4  
NOPAT 2.0  8.9  3.0  5.4  9.0  
Reported EPS (c) 0.7  4.2  1.7  3.8  6.7  
Fully Adj Dil EPS (c) 0.9  6.9  2.0  4.0  6.9  
Dividend per share (c) 0.0  0.0  0.0  0.0  0.0  

      
CASH FLOW & BALANCE SHEET 2019 2020 2021E 2022E 2023E 
Operating cash flow 2.2  1.4  10.5  4.6  8.9  
Free Cash flow 1.2  (0.6) 6.1  0.4  3.5  
FCF per share (c) 1.1  (0.5) 4.8  0.3  2.7  
Acquisitions (1.3) 25.7  (27.6) 0.0  0.0  
Disposals 0.0  0.0  0.0  0.0  0.0  
Shares issued 0.0  0.0  12.3  0.0  0.0  
Net cash flow 0.9  23.1  (9.2) 0.4  3.5  
Overdrafts / borrowings (2.5) (1.6) (1.6) (1.6) (1.6) 
Cash & equivalents 3.6  25.7  18.4  18.5  21.7  
Net (Debt)/Cash 1.1  24.1  16.8  16.9  20.1  

      
NAV AND RETURNS 2019 2020 2021E 2022E 2023E 
Net asset value 13.3  49.4  62.4  67.0  75.2  
NAV/share (c) 13.0  39.2  47.9  51.5  57.8  
Net Tangible Asset Value 6.6  8.0  11.1  10.0  8.8  
NTAV/share (c) 6.4  6.4  8.6  7.7  6.7  
Average equity 12.9  31.4  55.9  64.7  71.1  
Post-tax ROE (%) 9.5% 36.7% 5.8% 10.2% 16.0% 

      
METRICS 2019 2020 2021E 2022E 2023E 
Revenue growth 6.7% 80.3% 1.2% 21.6% 12.9% 
Adj EBITDA growth 6.8% 383.7% (54.4%) 61.6% 47.9% 
Adj EBIT growth 13.7% 623.8% (64.6%) 79.3% 59.5% 
Adj PBT growth 55.7% 836.3% (71.7%) 102.6% 72.9% 
Adj EPS growth 130.0% 661.7% (70.5%) 99.1% 70.8% 
Dividend growth N/A N/A N/A N/A N/A 
Adj EBIT margins 6.3% 25.4% 8.9% 13.1% 18.5% 

      
VALUATION 2019 2020 2021E 2022E 2023E 
EV/Sales (x) 7.9 4.4 4.3 3.6 3.1 
EV/EBITDA (x) 76.3 15.8 34.6 21.4 14.5 
EV/NOPAT (x) 108.2 24.8 73.4 40.6 24.5 
PER (x) 202.4 26.6 90.1 45.3 26.5 
Dividend yield N/A N/A N/A N/A N/A 
FCF yield 0.6% (0.3%) 2.6% 0.2% 1.5% 

 

Source: Company information and Progressive Equity Research estimates 
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To arrange a meeting with the management team, or for further information about Progressive, please contact: 
Emily Ritchie 
+44 (0) 20 7781 5311 
eritchie@progressive-research.com 
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