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A strong FY20 despite Covid-19…. 

……and increasingly optimistic on the future 

IG Design Group has delivered another year of strong revenue growth 
(+10%), together with the transformational acquisition of the US company 
CSS. Adjusted profit before tax and diluted EPS were slightly down year-on-
year but would have been ahead and in line with market expectations, 
adding back the adverse impact of Covid-19. A final dividend of 5.75p sees 
the full year figure up 3%. While the group has made a commendably strong 
start against its Covid-19 adjusted forecasts, the full year outturn for FY21E 
(and our view of a bounce back in FY22E) will nonetheless be adversely 
impacted by the ongoing changes brought about by Covid-19.  

▪ FY20 results: Revenues rose 10%, aided by a one-month contribution from 
CSS, but were also adversely impacted by Covid-19 factors. These held 
back reported sales and profits by an estimated £6.9m and £3.8m 
respectively. Adding this back to reported adjusted PBT (£29.1m) and 
diluted EPS (26.9p) would have seen both advance year-on-year – and in 
line with market expectations. Year-end net cash stood at £42.3m, with 
shareholders receiving a full-year dividend of 8.75p, up 3% from last year. 

▪ Q1 trading – a strong start: Management has rapidly implemented its 
operational response plan to the Covid-19 challenges. It has also adjusted 
its internal forecasts, against which Q1 has surpassed expectations on 
sales, adjusted PBT and cash. LFL revenues (excluding CSS) were down 
27.7% year-on-year, with CSS revenues down 11.7%. Adjusted PBT was in 
line with last year, benefitting from proactive cost management, a 
favourable sales margin mix, and CSS’s results, with net cash $63m higher. 

▪ The shape of things to come and forecasts: While Q1 has exceeded 
expectations, the reduced ability to absorb overhead costs into inventory 
across the peak production period will adversely impact profitability 
across the rest of the year. The group is however resilient and well 
positioned - with good access to bank facilities, a strong order pipeline 
(>$500m and ahead of last year) and a strong management team - to 
weather the challenges ahead. We have revised our forecasts for FY21E 
and FY22E, with turnover down c. 18% and 11% respectively against pre-
Covid market expectations, with fully diluted EPS of 14.6p and 29.7p. We 
stress these reflect our best view in uncertain times, but with many 
moving parts and therefore considerably reduced forecasting confidence. 
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FYE MAR (£M) 2018 2019 2020 2021E 2022E 

Revenue 327.5 448.4 494.2 642.3 718.2 

Adj EBITDA 28.0 38.7 48.4 54.2 76.2 

Fully Adj PBT 21.8 30.3 29.1 18.7 39.7 

Fully Adj EPS (p) 22.1 29.1 26.9 14.6 29.7 

EV/Sales (x) 1.3x 1.0x 0.9x 0.7x 0.6x 

EV/EBITDA (x) 15.8x 11.4x 9.1x 8.1x 5.8x 

PER (x) 22.8x 17.3x 18.7x 34.4x 16.9x 

Source: Company Information and Progressive Equity Research estimates 
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Entering a brave new world 

The advent of Covid-19 has undermined the previous ways of doing things, for both 
consumers and companies alike. Lockdowns, travel bans and working from home have 
necessarily transformed consumer and corporate behaviours. Even with the easing of 
lockdown, it is inevitable that the future will no longer be what it used to be, and that many 
aspects of the old way of doing things will change, as the world adopts to the new normal.  

In the corporate world, the advent of Covid-19 and its knock-on effects have been negative 
for the vast majority of companies, necessitating often painful decisions to protect their 
futures, including in many cases reviews, modifications and even re-invention of business 
operating models. Cash conservation has become even more critical to survival, as 
revenues have come under pressure from reduced demand.  

IG Design Group has moved swiftly to address the challenges posed by Covid-19, at the 
same time as managing the integration of its latest acquisition, CSS, which follows on the 
heels of its acquisition of Impact in 2018, and continuing with business re-alignment and 
unification plans in Australia and the UK. The Group’s actions to date have included: 

▪ Prioritisation of measures to deliver safe working environments for all employees 

▪ Scenario and financial planning for Covid-19 updated sales expectations 

▪ Co-ordinating with customers on plans and confirmation of orders, with a focus of the 
all-important Christmas season 

▪ Freezing of all annual salary reviews and new hires 

▪ Waiving existing bonus schemes 

▪ Reduction of all discretionary spending 

▪ Acceleration of CSS integration process, which has delivered synergies ahead of plan, 
with $5m annualised savings to date and more expected in FY21E 

▪ Introduction of additional cash management plans for cash conservation through both 
robust working capital plans and a reduction of capital expenditure 

▪ Some reduction of team sizes and employee numbers 

There has been no change to the key pillars of the Group’s strategy, namely working with 
the winners, design & innovation, and efficiency & scale. Indeed, if nothing else, the arrival 
of Covid-19 and its knock-on impacts serve not only to underline abut arguably magnify the 
importance of these pillars. For example, the acquisition of CSS has increased the Group’s 
ability to offer a one-stop shop to its customers, including its largest global customer, 
Walmart, which accounted for 22% of Group revenues, compared with 18% in FY19. Sales 
to the Group’s ten largest customers rose to 52% of revenues in FY20 from 48% in FY19 
and should be higher again in FY21E. 

It is important to highlight the positive sentiment expressed by management after the 
Group’s Q1 performance, stating that they are increasingly optimistic about the outlook 
for both FY21E and FY22E. Given the consistency of the Group’s past track record, its solid 
financial position, commitment to shareholders and strong management team, it is a 
sentiment we would echo – even in these uncertain times. 
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Prelims summary 

In the following table we have summarised the key operating metrics of the group’s FY20 
financial performance, focussing on the P&L account, earnings per share and dividend, 
along with the closing net cash figure. As per the group’s longstanding practice, we have 
focussed on the adjusted figures to better show the group’s underlying performance on a 
consistent basis. We have also included for reference and completeness the statutory 
reported PBT, profit after tax and diluted EPS figures. 

 

 
Summary of FY20 prelims 

 

Source: Company data, Progressive Equity Research 

 

We would highlight the following points relating to the Group performance summarised 
above. We summarise and review the regional sales and profit performance in a later 
section of this note. 

▪ Turnover: This rose by 10.2% on a reported basis (driven by the US), including organic 
revenue growth of 7% (or 5% on a constant currency basis). CSS made a first time, one-
month sales contribution of $19.9m with adjusted operating profit of $4.2m 

▪ Covid-19 impact: The Group estimates lost revenues (on unshipped orders) of £6.9m 
with a PBT impact of £3.8m. The latter comprises not only the lost gross profit on the 
revenue sum, but also some overheads normally allocated to inventory. Lower than 
expected production translates into lower overhead absorption into inventory, with 
these costs in effect falling directly to the bottom line. This impact will be repeated in 
FY21E, but with a greater impact, applying across the whole year, rather than the last 
few weeks of FY20. The impact equates to 3.6p at the adjusted diluted EPS level, which 
would have brought the reported figure of 26.9p to 30.5p. Adding back the lost PBT 
estimate would have delivered adjusted PBT of £32.9m (from turnover of £501.1m). 

FY20 FY19 Variance % change

Revenue 494.2 448.4 45.8 10.2%

Adjusted gross profit 90.9 84.6 6.3 7.4%

Gross margin (%) 18.4% 18.9% (0.5%)

Adjusted EBITDA 48.1 38.7 9.4 24.3%

Adjusted EBITDA margin (%) 9.7% 8.6% 1.1%

Adjusted operating profit 33.4 32.6 0.8 2.5%

Adjusted operating profit margin (%) 6.8% 7.3% (0.5%)

Finance charge (4.3) (2.3) (2.0) 87.0%

Adjusted PBT 29.1 30.3 (1.2) (4.0%)

Adjusted profit after tax 23.2 23.2 0 0.0%

Adjusted diluted EPS (p) 26.9 29.3 (2.4) (8.2%)

Dividend (p) 8.75 8.5 0.25 2.9%

Dividend cover (x) 3.1 3.4

Exceptionals (28.8) (13.0) (15.8)

Reported PBT 0.3 17.3 (17.0) (98%)

Reported profit after tax 14.8 13.3 1.5 11%

Reported diluted EPS (p) 16.9 15.9 1.0 6%

Net cash 42.3 17.1 25.2 147.4%
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These would have translated into adjusted PBT and EPS increases and been in line with 
pre-Covid-19 expectations. 

▪ IFRS 16 impact: The adoption of IFRS16 on leases reduced adjusted PBT by £0.7m – the 
net of a £0.9m benefit at operating profit level and a £1.6m expense within Finance 
expenses. The operating profit benefit is the net result of a £7.9m increase at the 
EBITDA level and an incremental £7.0m depreciation charge. The impact on adjusted 
diluted EPS was (0.7p).  

▪ Dividend: The Group, unlike many other companies, has declared a final dividend of 
5.75p, which equates to a 3% increase in the full year dividend. It maintains the Group’s 
commitment to reducing dividend cover, with FY20’s 3.1x comparing with 3.4x in FY19.  

▪ Year end cash: This came in at £42.3m, in line with the guidance provided at the end of 
April post close trading update, up from £17.1m, and benefitting from the residual cash 
from the equity raise to purchase CSS and provide funds for future acquisitions. 

▪ Tax : The effective tax rate was 20.1%, compared with the prior year rate of 23.4%, 
reflecting a number of factors. The overall reported tax position saw a credit of £14.5m, 
compared with a £4.0m charge for FY19. This reflects US tax changes in response to the 
coronavirus epidemic, which has extended the period over which net operating losses 
can be offset against profits in US businesses. This has led to the recognition of a $17m 
future cash inflow, relating to net operating loss carry back claims for CSS, which can be 
applied to historical profits for the Group’s US business. 

▪ ROCE: Return on capital employed came in at 21.6% (from 24.3%), reflecting the higher 
capital employed due to the CSS acquisition (with only one month of ownership and 
profit benefit). 

▪ Q1 trading – a strong start: Management has rapidly implemented its operational 
response plan to the Covid-19 challenges. It has also adjusted its internal forecasts to 
reflect its best view of the trading outlook, against which Q1 has delivered ahead of 
expectations on sales, adjusted PBT and cash. LFL revenues (excluding CSS) were 
however down 27.7% year-on-year, and CSS revenues down 11.7%. Adjusted PBT, 
benefitting from proactive cost management, a favourable sales margin mix, and CSS’s 
results, was in line with last year, with net cash $63m higher. 

The combination of the acquisition (and integration) of CSS, doubling the size of the 
Group’s US operations, and the arrival of Covid-19 have had a marked impact on the shape 
of FY20’s results. This is evidenced by the quantum of adjusting items, which more than 
doubled to £28.8m from £13.0m last year. The largest two categories were Covid-19 
related asset impairments (£9.5m) and acquisition integration & restructuring costs 
(£9.4m). The imposition of US tariffs on imports from China incurred a £3.5m cost, with the 
Group unable to re-negotiate terms (with suppliers/customers) where these were applied 
with no warning. This impact should not be repeated going forward, as trade negotiations 
and contracts will henceforth enable mitigation of any future impacts. There were also 
specific Covid-19 costs of £0.5m, relating primarily to incremental direct labour costs, 
following the forced closure of some manufacturing facilities.  

Capital investment increased to £11.1m from £7.9m in FY19. These investments included 
a new printing press in the US, more bag-making equipment to support the not for resale 
business in the UK, and an automated wrap solution in the Netherlands business. 
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Average leverage, one of its three key commitments to shareholders fell to 0.9x (from 
1.3x), below the target range of 1.0x – 2.0x. Dividend cover fell to 3.1x (from 3.4x), 
maintaining the Group’s progressive dividend stance, with its target to reduce to 2.5x by 
2024. The third commitment is to deliver double digit 3-year CAGR of adjusted diluted 
earnings per share (EPS). This came in at 13% for the latest three-year period, comfortably 
above target, but lower than hoped for due to the Covid-19 impact, which reduced 
adjusted diluted EPS by 3.6p in FY20.  

Regional performance 

The following table summarises the group’s performance across its core operating regions, 
in terms of revenue, adjusted operating profit and operating margin. 

 
Operational performance summary by region (local currency millions) 

 

Source: Company information 

 

▪ Americas: The US business doubled in size with the Impact acquisition in 2018 and has 
doubled again with the recent acquisition of CSS. The US accounted for 56% of group 
sales in FY20 and on a pro forma basis will be over 70% going forward. FY20 saw a full-
year contribution from Impact and a one-month contribution from CSS, which were 
major contributors to the 23% growth seen in the top line. Organic growth was driven 
mainly by a 7% growth in the Celebrations category and a 26% increase in the Craft & 
Creative Play category. The US-China trade dispute and the US imposition of tariffs on 
imports have adversely impacted profitability, with the Group unable to re-negotiate 
contracts already signed when tariffs were subsequently applied at short notice. 
Operating profits were flat, though the operating margin was down 130bps, given both 
Covid-19 impact and a full-year of Impact operating costs. The integration of the 
converting business, which moved from Midway, Georgia, into the same building as the 
printing operations in Memphis, Tennessee, went less smoothly than planned, due to 
the knock-on effect of the US’s decision to impose tariffs on Chinese imports. This 
delayed the buying decisions of US customers, causing an inefficient bottle-neck effect 
in what would otherwise have been a longer production period. The CSS acquisition in 
March adds further category strength to the US business, reinforcing its role as a global 
leader in gift packaging, and introducing a new Category, Craft, , which has performed 
strongly during the lockdown period. It is anticipated that operational and financial 
synergies of this acquisition should reach a minimum of £10m by 2024. Delivery of these 
synergy plans are currently running ahead of schedule. In Appendix 1 of this note, we 
have written in more detail about the CSS acquisition. 

▪ UK: The UK has seen tougher trading conditions, with many retailers rationalising g their 
store portfolios to counter declining footfall on the High Street. The rate of turnover 
decline increased in H2, exacerbated by the impact of Covid-19, whose impact will be 
felt in FY21E as well. A second production line for not for re-sale bags came online in 
FY20. While the response to sustainable bags has been positive, demand is likely to 

Territory

FY20 FY19 % growth FY20 FY19 % growth FY20 FY19 

Americas (USD) 355.9 289.9 23% 20.1 20.0 1% 5.6% 6.9%

UK (£) 117.5 127.1 (8%) 6.9 8.1 (15%) 5.9% 6.4%

Europe (euro) 78.3 73.0 7% 11.6 10.0 16% 14.8% 13.7%

Australia (AUD) 60.1 70.3 (15%) 5.5 7.7 (29%) 9.2% 11.0%

Elims/centrals (£) (6.6) (5.5) 20% (3.2) (4.1) (22%)

Total (£) 494.2 448.4 10% 33.4 32.6 2% 6.8% 7.3%

Segmental revenue Adjusted operating profit Adjusted margin (%)
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remain muted in FY21E due to Coid-19. The Trade business has been brought under one 
roof at the Newport Pagnell site, following the unification of the UK businesses. 

▪ Europe: The European business remains the jewel in the crown in terms of operating 
margin, which rose 110bps in the year to 14.8%, some 800bps above the group 
performance. Revenues rose here by 7%, benefitting from the policy of working with 
the winners, with Group customers, such as the Dutch value chain, Action, continuing 
to open stores in several countries. Scale efficiencies have been further enhanced by 
the state of the art printing press that went online in 2019, and the European operation 
was able to support the American business in the latter part of the year with the printing 
and shipping of gift-wrap. A further manufacturing upgrade came online in 2020, which 
should yield further efficiency benefits in FY21E. 

▪ Australia: Turnover and profits fell here, but performance was in line with management 
expectations as the business looks to re-align itself with a focus on higher quality 
customers. This has seen the Group deliberately step back from customers whose 
performance has been volatile, including some larger national retail groups. 

Category performance 

The following table shows the sales performance of the key product categories, together 
with their sales participation within the total sales performance. It should be noted that 
there have been some minor adjustments to these product categories, with Stationery now 
reported separately (having previously been part of Stationery & Creative Play). Following 
the acquisition of CSS, with its strength in the Craft category, a new category comprising 
Craft & Creative Play has been formed. 

Product category sales performance and mix 

  

Source: Company information 

 

All product categories delivered growth in FY20, with the sole exception of Not for Resale 
consumables. The highest growth rate, albeit from a low base, came from Craft & Creative 
Play. The latter has been earmarked as a category for future growth, with Craft being a new 
addition from the CSS acquisition. Gifting also enjoyed significant growth of just under 20%. 

The proportion of revenue generated from in-house manufacturing (in the US, UK and the 
Netherlands) increased from 30% in FY19 to 35% in FY20. 

The Group estimates it delivered over 700 million items and over 75,000 SKU’s (lines or 
stock keeping units) to its customers in FY20. 

  

FY20 FY20 FY19 FY19 Sales 

Product category £m % mix £m % mix growth %

Celebrations 371.7 75.2% 345.5 77.0% 8%

Craft & Creative Play 30.2 6.1% 16.3 3.6% 85%

Stationery 21.3 4.3% 20.7 4.6% 3%

Gifting 54.7 11.1% 46.1 10.3% 19%

Not for Resale consumables 16.3 3.3% 19.9 4.4% (18%)

Total 494.2 100.0% 448.5 100.0% 10%
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Outlook and forecasts 

As stated above, the Group estimated lost revenues (on unshipped orders) of £6.9m with 
a PBT impact of £3.8m. The latter comprises not only the lost transaction gross margin on 
the revenue sum, but also some overheads normally allocated to inventory. Lower than 
expected production translates into lower overhead absorption into inventory, with these 
costs in effect falling directly through the P&L account from the gross profit down to the 
bottom line.  

With our revenue forecasts falling shy of pre-Covid expectations by around 18% and 11% 
for FY21E (from c £780m) and FY22E (from c £810m)respectively, this impact will be 
repeated in FY21E but with a greater impact, applying across the whole year, rather than 
the last few weeks of FY20. It will also apply in FY22E, but to a lesser degree given the lower 
decline against prior revenue expectations. This therefore has an impact akin to negative 
operational leverage on the P&L structure, with the effect magnified as one moves down 
the P&L.  

Overview of revised adjusted forecasts for FY21E and FY22E 

 

Source: Progressive Equity Research 

Having declared a final dividend for FY20, which delivered a 3% increase to the full year 
dividend, we believe the Group will continue – and can afford to continue – dividend 
returns to shareholders. We have forecast these to be around a 3x level of cover. Our 4.8p 
dividend forecast for FY21E delivers a small reduction in cover, though the quantum is 
reduced due to the forecast decline in the fully adjusted diluted EPS.  

We stress that these forecasts reflect our best view in the prevailing uncertain times caused 
by the impact of Covid-19, albeit with many moving parts and therefore with considerably 
reduced forecasting confidence. 

 

  

£m unless stated FY20 FY21E FY22E

Revenue 494.2 642.3 718.2

Adj EBITDA 48.4 54.2 76.2

Adjusted EBIT 33.4 25.2 46.7

Fully adj PBT 29.1 18.7 39.7

Fully adj EPS (p) 26.9 14.6 29.7

Dividend 8.75 4.80 9.25

Divdend cover (x) 3.1 3.0 3.2
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Appendix 1: CSS – another earnings-enhancing deal 

On 3 March IG Design Group announced the formal completion of the acquisition of CSS 
Industries Inc (CSS), the US-based designer and manufacturer of craft, gift and seasonal 
products, which was announced on 20 January 2020. Like IG Design Group, CSS is a 
specialist manufacturer and supplier of seasonal, gift and craft products, which has grown 
both organically and through multiple acquisitions. The acquisition of CSS broadly doubles 
the scale of the group’s US business, strengthening the group’s presence and enhancing 
market share in the Seasonal and Gifting segments. It also provides an entry platform into 
new segments, specifically the Craft market and Floral Accessories, with CSS owning brands 
that hold market-leading positions in a number of specialised sub-sectors of these markets. 
CSS’s core values have considerable overlap with those of its new parent, and as such it 
should fit comfortably within the group and contribute to the creation of incremental 
shareholder value. 

Following on from the successful acquisition of Impact in 2018, the acquisition of CSS will 
broadly double the scale of the Group’s North American business. This will give the Group 
greater scale in existing product categories, as well as market entry into some new market 
segments, specifically Craft and Floral Accessories. It will also further enhance the Group’s 
one stop shop attractiveness to core trading partners, including Walmart. The acquisition 
is expected to be earnings enhancing over the next three years from its first full year 
(FY21E), along with estimated annual synergy benefits of £10m anticipated by March 2023. 

Background history and business overview 

Business overview 

CSS can trace its origins back to the 1860’s, with its headquarters now based in Plymouth 
Meeting, Pennsylvania. It is a manufacturer and supplier of seasonal, gift and craft 
products, supplying a wide range of retailers from large mass merchandisers to smaller 
specialty stores, particularly in the craft category. 

It operates from a total of around 30 locations across seven countries, namely the US, 
Mexico, India, China, Hong Kong, Australia and the UK. It has six key facilities in the US for 
manufacturing and distribution, with Mexico and India also hosting a manufacturing plant. 
China and Hong Kong are sourcing facilities, with the UK and Australia (now combined from 
an operational perspective) hosting sales and distribution activities.  

CSS has some 1,000 full-time equivalent employees (FTE), of which around 1,600 are within 
the US. The business is led by CEO, Chris Munyan, who will remain in post along with the 
senior management team in the post-acquisition period. Design Group intends to introduce 
a new long-term incentive plan (LTIP) alongside the acquisition to incentivise management 
and eligible employees to further enhance Group growth and profitability for the benefit 
of shareholders and all stakeholders. 

Just as Design Group has three key strategic drivers (Working with Winners, Design and 
Innovation, Efficiency & Scale), CSS operates on the principle of five strategic pillars with 
the key aim “to grow profitable sales and improve ROIC”. These five pillars are to: 

1. Defend the base business 

2. Expand to adjacent categories with a focus on brands 

3. Build an omni-channel business model 



 

28 July 2020 

 

 
9  IG Design Group 

4. Improve ROIC by maximising margins while minimising capital investment 

5. Build a collaborative One CSS culture.  

In addition to the overlap and similarities of these pillars to Design Group’s strategic 
drivers, there is likewise considerable resonance in terms of CSS’s core values. Which are: 

▪ Customer Centric 

▪ Creative Focussed 

▪ Manage Complexity 

▪ Results Oriented 

▪ Work Together 

▪ Embrace Differences 

On the basis of the similarities between CSS’s and Design Group’s drivers and values, we 
believe the two companies should be a very good business and cultural fit, and that CSS 
should fit comfortably into the global Design Group community. 

Historic financials 

The following table charts the financial progress of CSS for the three year period of FY17 to 
FY19. While turnover continued to grow over this period, this was largely driven by a 
number of acquisitions, including: 

• Fitlosophy, a lifestyle company encouraging effective goal-setting through 
journaling, in FY19 

• Simplicity, a craft supplier and the leading provider of home sewing patterns in 
the US in FY18 

• McCall and Schiff, another home sewing pattern provider in FY17.  

Most other P&L metrics, including gross margin and operating cost (SGA) percentage, 
weakened in the period, resulting in declining (reported and) adjusted EBITDA and an 
operating loss of around $45m in both FY18 and FY19. The table shows two EBITDA figures. 
The first is as reported by CSS, which is stated after share based compensation of $1.7m, 
$1.9m and $2.0m for FY17, FY18 and FY19 respectively. The second is as reported by IG 
Design Group i.e. adding back the share based compensation, which will become the norm 
henceforth and enables easier calculation of a pro forma group figure (as for FY20E – see 
on). 
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CSS – financial performance summary for FY17, FY18 and FY19 

 

Source: CSS Inc, Progressive Equity Research 

During the course of 2019, CSS embarked upon a number of restructuring activities, 
including the combination of its UK and Australian operations. With more far-reaching 
implications, in May 2019 CSS announced a restructuring plan with the goal of reducing its 
cost base in order to improve business performance, profitability and cash flow. This aimed 
to reduce the total cost base by $22m gross (and $20m net of restructuring costs, being 
primarily redundancy costs) by the end of FY20. Around half of this saving was to be 
achieved through a 12% reduction in its salaried workforce, with the remainder to be 
achieved through other cost cutting and cost saving initiatives.  

The plan also focussed on the introduction of new processes, less complexity and range 
rationalisation of underperforming lines, with a 14% reduction in group wide stock keeping 
units (SKU’s or product lines), including the exit from some categories, such as sports-
licensed back-to-school product. When announced, CSS lowered sales expectations for 
FY20 by 4% to 7%, but with no profit impact due to the offset effect of cost savings. It was 
also anticipated that there would be significant free cash flow (FCF) benefits accruing from 
lower inventories. 

Product mix and customer channels 

The following table summarises CSS’s sales performance and mix across the three core 
categories in which it operates and on which it has reported historically.  

Craft – comprises sewing patterns, ribbons, buttons, trims, needle arts and kids’ crafts 

Gift – products to celebrate and make memorable certain life events and special occasions, 
with a focus on ribbons, bows, bags, wrap, stationery, baby gifts, party and entertaining 
products 

Seasonal – holiday gift packaging items together with holiday-themed decorations and 
activities 

Over the past three years, Craft has developed from the smallest sector in FY17, with a 19% 
sales participation or mix, to the largest in FY19, with a sales mix of 41%. This has in large 
part been driven by the acquisition of Simplicity and McCall and Schiff, as mentioned above. 
It also represents a new product category for Design Group, and access to a new retail 
segment of primarily craft and hobby specialty stores, such as Jo Ann, Hobby Lobby and 
Michaels.  

FY17 FY18 FY19

Turnover 322.4 361.9 382.3

Gross profit 93.1 92.8 89.3

Gross margin (%) 28.9% 25.6% 23.4%

CSS Adjusted EBITDA 25.1 24.3 15.0

Adjusted  EBITDA margin (%) 7.8% 6.7% 3.9%

Fully adjusted EBITDA 26.7 26.2 17.0

Fully adjusted EBITDA as % 8.3% 7.2% 4.4%

Operating income/(loss) 9.7 (45.7) (42.5)

Income/(loss) before tax 29.7 (46.1) (45.4)

Net income/(loss) after tax 28.5 (36.5) (53.5)

Total assets 339.2 365.2 285.6

Total stockholders' equity 294.2 253.7 189.9
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The Gift and Seasonal categories have each seen sales declines in excess of 10% over this 
period. Within the FY19 results, the company attributes this decline to both lower 
replenishment sales by customers and market share losses. This also applied to the 
underlying Craft business as well, with the overall growth due to the first full-year inclusion 
of the Simplicity acquisition. 

Within the Seasonal category, Christmas is the most important season, accounting for over 
two thirds of category sales, and some 22% of overall sales.  

 
CSS – product category sales ($m) and sales mix (%); and largest customer sales for FY17, FY18 and FY19 

  

Source: CSS Inc, Progressive Equity Research 

 

In terms of sales channels and retail customers, the two most important channels are mass 
merchandise retailers, including the likes of Walmart. Target and TJ Maxx, and specialty 
Craft stores, including chains such as JOANN and Hobby Lobby. These two channels 
accounted for just under 80% of sales in FY19. The largest customer for CSS, accounting for 
23% of sales in FY19, as seen in the above table is Walmart, which is also Design Group’s 
most important retail customer. The second most important customer was JOANN stores, 
which accounted for 13% of CSS’s sales, with no other customer accounting for more than 
10% of sales. The Top 10 customers were reported to have accounted for 66% of sales in 
FY19. 

  

FY17 FY17 FY18 FY18 FY19 FY19

$m % mix $m % mix $m % mix 

Craft 60.5 19% 114.3 32% 158.1 41%

Gift 128.2 40% 125.4 35% 111.0 29%

Seasonal 133.7 41% 122.2 34% 113.2 30%

Total 322.4 100% 361.9 100% 382.3 100%

% sales - largest customer 30% 25% 23%

% sales - next largest 10% 10% 13%

% sales - top two customers 40% 35% 36%
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Acquisition rationale 

Design Group management believes the acquisition of CSS will be another commercial 
success following in the footsteps of its acquisition of Impact in 2018, which highlighted 
the benefit of selective acquisitions, on both an operational and financial level. 

We see the key benefits to shareholders from the CSS acquisition as the following; 

▪ Increased buying power, scale economies and distribution efficiency 

▪ Broadening of the Group’s product portfolio, thereby…. 

▪ …enhancing the one-stop-shop proposition it offers its customers 

▪ Market entry into a new higher gross margin (>30%) product segment, namely Craft, 
via market-leading brands in several SKU intensive sub-segments of the category 

▪ Acceleration of online revenue development 

▪ Opening of new channels to market within the non-seasonal “Everyday” product 
category, reducing Christmas seasonality exposure 

▪ Forecast annual earnings accretion for the next three years (FY21E to FY23E) 

▪ Anticipated annual synergy benefits of £10m by March 2023 

▪ Acquisition of a solid balance sheet (at less than book value), including freehold 
property and other tangible assets 

▪ Post-acquisition leverage at FY20E year-end anticipated to remain below 1.3xadjusted 
EBITDA 

The anticipated synergy benefits will come from a number of sources. These include: 

▪ Operational efficiency gains – from US facility consolidation, international merging and 
consolidation of CSS and Design Group operations, manufacturing efficiency 

▪ Sales and purchasing – cross-selling of products to existing and new customers, 
enhanced buying scale, reduced freight and service costs 

▪ Cost savings – de-listing from the NYSE, elimination of duplicate functions 

▪ Design and technology - – extending brand utilisation and e-commerce opportunities 

Pro forma financials (pre-Covid) 

The January acquisition announcement included pro forma projections for revenue and 
adjusted EBITDA for the enlarged group. This was based on the published FY20E forecast 
for IG Design Group by Canaccord Genuity, its corporate broker, and on the mid-range of 
CSS’s market guidance for sales and adjusted EBITDA, published in its Q2 fiscal results 
published on 14 November 2019. These CSS figures were $349.0m and $23.1m 
respectively, which have been translated at an exchange rate of £1 = $1.29. The cited 
adjusted EBITDA has been further adjusted by IG Design Group for the impact of IFRS16 
within the CSS acquisition. This additional adjustment adds back a further $10.0m, bringing 
adjusted EBITDA for CSS to $33.1m to align with the accounting treatment of its new 
parent. 
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Pro forma of enlarged group sales and adjusted EBITDA – FY20E (£m) 

 

Source: IG Design Group, CSS 

We have shown the pro forma group numbers, along with their two component parts, in 
the table above. The pro forma adjusted EBITDA figure does not include any synergy 
benefits, which should start to accrue from FY21E. 

It should also be noted that these pro forma figures relate to the pre-Covid environment. 
The financial summary following at the end of this note includes our revised post-Covid 
forecasts. 

Deal mechanics 

The offer price for CSS of $9.40 per share equated to an enterprise value of just under £90m 
for the current year to March 2020. The group financed the acquisition through a total 
placing to raise £120m gross (c £115m net proceeds), which was carried out in two 
tranches. The first was completed under existing authority, raising £54.7m, with the second 
raising £65.3m, following a vote of shareholder approval. The proceeds were used for the 
equity consideration (£68m) and repayment of estimated CSS net debt (£17.6m), leaving a 
fighting fund of just under £30m for further acquisitions.  

 

 
  

DG CSS Group

Revenue 499.8 270.5 770.3

Adjusted EBITDA 53.4 25.7 79.1

Adjusted EBITDA margin (%) 10.7% 9.5% 10.3%
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Financial Summary - revised post Covid forecasts: IG Design Group 

Year end: March (£m unless shown)      
      
PROFIT & LOSS 2018 2019 2020 2021E 2022E 
Revenue 327.5  448.4  494.2  642.3  718.2  
Adj EBITDA 28.0  38.7  48.4  54.2  76.2  
Adj EBIT 23.2  32.6  33.4  25.2  46.7  
Reported PBT 19.7  17.3  0.3  (0.8) 23.7  
Fully Adj PBT 21.8  30.3  29.1  18.7  39.7  
NOPAT 15.6  23.2  23.3  14.4  30.6  
Basic reported EPS (p) 21.0  16.2  16.9  (1.3) 16.9  
Fully Adj EPS (p) 22.1  29.1  26.9  14.6  29.7  
Dividend per share (p) 6.0  8.50  8.8  4.8  9.3  

      
CASH FLOW & BALANCE SHEET 2018 2019 2020 2021E 2022E 
Operating cash flow 21.7  44.8  27.8  25.2  51.7  
Free Cash flow 17.1  39.0  19.0  18.9  39.2  
FCF per share (p) 17.8  40.6  19.8  19.7  40.8  
Acquisitions (5.1) (65.6) (87.7) 0.0  0.0  
Disposals 0.0  0.0  0.0  0.0  0.0  
Shares issued 0.1  48.3  116.9  0.0  0.0  
Net cash flow 1.4  12.7  25.2  4.5  25.4  
Overdrafts / borrowings (4.7) (68.2) (24.8) (24.8) (24.8) 
Cash & equivalents 9.0  85.3  67.1  71.6  97.0  
Net (Debt)/Cash 4.4  17.1  42.3  46.7  72.2  

      
NAV AND RETURNS 2018 2019 2020 2021E 2022E 
Net asset value 100.5  175.6  303.1  296.1  300.7  
NAV/share (p) 104.5  182.6  315.2  308.0  312.7  
Net Tangible Asset Value 35.5  39.8  141.4  120.2  99.0  
NTAV/share (p) 36.9  41.4  147.1  125.0  103.0  
Average equity 162.6  251.9  446.5  539.1  527.3  
Post-tax ROE (%) 9.6% 9.2% 5.2% 2.7% 5.8% 

      
METRICS 2018 2019 2020 2021E 2022E 
Revenue growth 5.3% 36.9% 10.2% 30.0% 11.8% 
Adj EBITDA growth 25.0% 38.2% 25.2% 12.0% 40.6% 
Adj EBIT growth 32.5% 40.7% 2.4% (24.5%) 85.2% 
Adj PBT growth 33.9% 39.1% (4.0%) (35.6%) 112.1% 
Adj EPS growth 21.2% 31.8% (7.7%) (45.6%) 102.8% 
Dividend growth 33.3% 41.7% 2.9% (45.1%) 92.7% 
Adj EBIT margins 7.1% 7.3% 6.8% 3.9% 6.5% 

      
VALUATION 2018 2019 2020 2021E 2022E 
EV/Sales (x) 1.3 1.0 0.9 0.7 0.6 
EV/EBITDA (x) 15.8 11.4 9.1 8.1 5.8 
EV/NOPAT (x) 28.3 19.0 19.0 30.6 14.4 
PER (x) 22.8 17.3 18.7 34.4 16.9 
Dividend yield 1.2% 1.7% 1.7% 1.0% 1.8% 
FCF yield 3.5% 8.1% 3.9% 3.9% 8.1% 

 

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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