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Christmas Cracker! 

Q3 Trading Update 

With a geographically well diversified portfolio, strong customer 
relationships, manufacturing and sourcing expertise and successful 
integration of acquisitions, Design Group has delivered 9% like-for- 
like sales growth for the nine months to 31st December 2018. It is on 
track to meet current market expectations and deliver greater than 
20% fully diluted EPS growth for the full year. 

▪ Design Group sales are now geographically well diversified with over 
70% coming from outside the UK. This diversification has served as the 
impetus for reported year-on-year revenue growth of 36% and like-for-
like growth of 9% for the nine months to 31st December 2018.  

▪ The importance of this and the philosophy of “working with the winners” 
is brought more sharply into focus when comparing Design Group’s 
trading with others operating in the same space. 

▪ Of equal importance, is the successful integration of new businesses, 
particularly Biscay in Australia and the much larger Impact Innovations 
in the USA. The former is now fully integrated and the latter is on track 
to realise the full US$5m of synergies by FY2021E. The sale of the 
Midway manufacturing site concluded ahead of schedule during Q3 and 
achieved gross proceeds ahead of expectations. 

▪ Strong cash conversion also continues with average gearing set to fall 
to below 1.3x by the end of FY2019E. Management is confident that 
fully diluted EPS will be in line with market expectations with year-on-
year growth in excess of 20%. We are forecasting growth of c.24%. 

▪ Looking forward, management reported a strong order book for 
FY2020E across all businesses and a pipeline of new contracts, some 
of which have already been signed. The Group expects new business 
in the UK in everyday cards (diversifying away from seasonality), 
renewed card contracts in Australia and licensing deals for Frozen 2 and 
Toy Story 4 in both the UK and Australia. Highlighted also, is the new 
Not for Resale bags business which has an order book of 30 million 
bags with several new contracts with retailers. 

▪ We remain confident in our forecasts for FY2019E and FY2020E with 
the potential for uplift from further benefits flowing from the acquisition 
of Impact Innovations. 
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FYE MAR (£M) 2016 2017 2018 2019E 2020E 

Revenue 237.0 311.0 327.5 418.2 478.0 

Adj EBITDA 17.4 22.4 28.0 40.0 48.6 

Fully Adj PBT 10.8 16.3 21.4 29.5 36.7 

Fully Adj EPS (p) 13.1 18.2 21.8 27.0 31.5 

EV/Sales (x) 1.9 1.5 1.4 1.1 1.0 

EV/EBITDA (x) 26.3 20.4 16.4 11.5 9.4 

PER (x) 45.0 32.3 27.1 21.8 18.7 

Source: Company Information and Progressive Equity Research estimates 
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Strategies for Success 

Diversification 

The Group is now well diversified in terms of product mix, seasonality and geography. 
In terms of revenue more than 70% is generated from outside the UK, with over 50% of 
revenues being generated in the USA. With the successful integration of Impact 
Innovations leading to opportunities to cross-sell other Group product into Impact’s 
customer base, and vice versa, we expect this trend to continue. In particular, there is 
significant potential in the Seasonal Décor market, in which Impact holds a strong market 
position. 

The Group continues also to diversify its product offering by developing new channels 
and adjacent product categories that can be marketed to the existing customer base. 
There is also a reducing seasonality. Christmas now accounts for less than 60% of total 
revenues and the Q3 Trading Update highlighted new business in everyday cards in the 
UK for FY2020E, continuing this trend. In addition, The Not for Resale bag business has 
an order book for 30 million bags. This business diversifies both the product offering and 
the customer base.  

Working with the Winners 

Organic growth was strong with like for like sales for the nine months to 31st December 
2018, up 9%. This is an emphatic vindication of the strategy of “working with the 
winners”. The Group now has multi regional relationships with customers such as Aldi, 
Walmart, Costco and Lidl. Even in the beleaguered UK, Aldi’s sales for the 12 weeks to 
31st December 2018 grew 10.4% and Lidl’s by 9.4%, year-on-year, when most of their 
competitors achieved at best flat like-for-like sales.  

Having identified the winners, Group strategy focuses on knowing the customer’s 
customer, maintaining long-term relationships and efficient design, sourcing, 
manufacturing and order fulfilment that is best in class in order to retain those customers. 
Doing all of this, while carefully supplying to a price-point, controlling costs and investing 
for efficiency (e.g. the new printing press in the Netherlands) drives both revenues and 
margins. 

Acquiring Scale 

The Group has demonstrated its ability to employ strategies to grow through internal 
investment and to successfully identify and integrate acquisitions. Internal investment 
has included the acquisition of the new high-speed press mentioned above and 
investment in new IT systems in the US. 

Acquisitions have included the now successfully integrated Biscay in Australia and the 
newly acquired Impact Innovations. The Impact acquisition has given the Group the 
scale to justify further investment in US manufacturing and the leveraging of Impact’s 
product categories, particularly Seasonal Décor into the customer base. This re-
enforces the Group’s ability to operate a ‘one-stop-shop’ where more product can be 
supplied by effectively becoming the buyer’s buyer. 

The successful acquisition of scale, whether through internal investment or M&A 
enhances margins in both sourced and manufactured goods. 
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Financials and Forecast 

Overall, for the nine months to 31st December 2018, sales moved ahead by 36% in 
aggregate or 9% on a like for like basis. This leads us to maintain our forecast for 
FY2019E of 27.0p fully diluted EPS. Gearing is forecast to drop to 1.3x at the end of 
FY2019E. We also forecast a year end net cash position of £9.9m. The sale of Midway 
could provide some scope for upside to this forecast.  

Our forecast for FY2020E also remains unchanged with forecast adjusted margin 
expansion, an attractive FCF yield of 4.7% and fully diluted EPS of 31.5p. This translates 
to a forward PER of 18.7x. This is underpinned by a strong order book and pipeline of 
contracts being negotiated, some of which have already been secured. There is new 
business already secured in everyday cards in the UK, renewed card contracts in 
Australia and new licensing deals for Frozen 2 and Toy Story 4 in the UK and Australia. 

Challenges 

Brexit 

With no end in sight to the deadlock, the Group’s position has not altered since the 
Interims. The Group has no significant trading flows with European customers or 
suppliers. Where there is a relationship the Group can move to UK based suppliers and 
is also planning for the shifting of imports to western ports. 

China Tariffs 

Although the risk of escalation has reduced since the time of the Interims, price 
reductions are being negotiated with Chinese suppliers and the supply of goods is being 
re-directed from other countries such as Vietnam, India and Thailand. Products are 
being re-engineered to reduce costs and, to some extent, production can be moved to 
the US. 
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Financial Summary: IG Design Group 

Year end: March (£m unless shown)      

      

PROFIT & LOSS 2016 2017 2018 2019E 2020E 

Revenue 237.0 311.0 327.5 418.2 478.0 

Adj EBITDA 17.4 22.4 28.0 40.0 48.6 

Adj EBIT 13.5 17.5 22.8 31.2 38.3 

Reported PBT 9.9 13.0 19.7 20.3 32.7 

Fully Adj PBT 10.8 16.3 21.4 29.5 36.7 

NOPAT 8.3 12.4 15.4 22.4 27.9 

Reported EPS (p) 11.9 15.0 20.5 14.5 25.6 

Fully Adj EPS (p) 13.1 18.2 21.8 27.0 31.5 

Dividend per share (p) 2.5 4.5 6.0 7.8 10.3 

      
CASH FLOW & BALANCE SHEET 2016 2017 2018 2019E 2020E 

Operating cash flow 20.7 31.5 21.7 46.6 40.8 

Free Cash flow 11.9 20.5 1.4 5.5 21.6 

FCF per share (p) 15.2 26.1 1.8 7.1 27.6 

Acquisitions 0.0 (2.7) (5.1) (82.7) 0.0 

Disposals 0.0 0.0 0.0 0.0 0.0 

Shares issued 0.1 5.1 0.1 62.5 0.0 

Net cash flow 11.9 20.5 1.4 5.5 21.6 

Overdrafts / borrowings (25.9) (0.7) (4.7) (4.7) (4.7) 

Cash & equivalents 8.4 3.7 9.0 14.6 28.8 

Net (Debt)/Cash (17.5) 3.0 4.4 9.9 24.1 

      
NAV AND RETURNS 2016 2017 2018 2019E 2020E 

Net asset value 71.4 90.1 100.5 141.5 153.3 

NAV/share (p) 91.2 115.0 128.4 180.7 195.9 

Net Tangible Asset Value 30.2 32.6 35.5 49.4 48.6 

NTAV/share (p) 38.6 41.7 45.4 63.1 62.2 

Average equity 139.8 148.6 162.6 209.6 258.9 

Post-tax ROE (%) 6.0% 8.3% 9.4% 10.7% 10.8% 

      
METRICS 2016 2017 2018 2019E 2020E 

Revenue growth N/A 31.2% 5.3% 27.7% 14.3% 

Adj EBITDA growth N/A 28.6% 25.0% 42.8% 21.5% 

Adj EBIT growth N/A 29.4% 30.2% 36.7% 23.0% 

Adj PBT growth N/A 51.2% 31.7% 37.8% 24.3% 

Adj EPS growth N/A 39.3% 19.3% 24.1% 16.5% 

Dividend growth N/A 80.0% 33.3% 30.0% 32.1% 

Adj EBIT margins 5.7% 5.6% 7.0% 7.5% 8.0% 

      
VALUATION 2016 2017 2018 2019E 2020E 

EV/Sales (x) 1.9 1.5 1.4 1.1 1.0 

EV/EBITDA (x) 26.3 20.4 16.4 11.5 9.4 

EV/NOPAT (x) 54.9 37.1 29.8 20.5 16.4 

PER (x) 45.0 32.3 27.1 21.8 18.7 

Dividend yield 0.4% 0.8% 1.0% 1.3% 1.7% 

FCF yield 2.6% 4.4% 0.3% 1.2% 4.7% 
 

Source: Company information and Progressive Equity Research estimates 
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Disclaimers and Disclosures 

Copyright 2019 Progressive Equity Research Limited (“PERL”).  All rights reserved.  PERL provides professional equity research 
services, and the companies researched pay a fee in order for this research to be made available.  This report has been 
commissioned by the subject company and prepared and issued by PERL for publication in the United Kingdom only.  All 
information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable; 
however, PERL does not guarantee the accuracy or completeness of this report.  Opinions contained in this report represent 
those of the research department of PERL at the time of publication, and any estimates are those of PERL and not of the 
companies concerned unless specifically sourced otherwise.  PERL is authorised and regulated by the Financial Conduct Authority 
(FCA) of the United Kingdom (registration number 697355). 

This document is provided for information purposes only, and is not a solicitation or inducement to buy, sell, subscribe, or 
underwrite securities or units.  Investors should seek advice from an Independent Financial Adviser or regulated stockbroker 
before making any investment decisions.  PERL does not make investment recommendations.  Any valuation given in a research 
note is the theoretical result of a study of a range of possible outcomes, and not a forecast of a likely share price.  PERL does not 
undertake to provide updates to any opinions or views expressed in this document. 

This document has not been approved for the purposes of Section 21(2) of the Financial Services & Markets Act 2000 of the 
United Kingdom.  It has not been prepared in accordance with the legal requirements designed to promote the independence of 
investment research.  It is not subject to any prohibition on dealing ahead of the dissemination of investment research. 

PERL does not hold any positions in the securities mentioned in this report.  However, PERL’s directors, officers, employees and 
contractors may have a position in any or related securities mentioned in this report.  PERL or its affiliates may perform services 
or solicit business from any of the companies mentioned in this report. 

The value of securities mentioned in this report can fall as well as rise and may be subject to large and sudden swings.  In addition, 
the level of marketability of the shares mentioned in this report may result in significant trading spreads and sometimes may lead 
to difficulties in opening and/or closing positions.  It may be difficult to obtain accurate information about the value of securities 
mentioned in this report.  Past performance is not necessarily a guide to future performance. 


