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Better than expected H1 profits …. 

…..with impressive cost and cash management 

IG Design Group delivered H1 adjusted operating profit and adjusted PBT 
increases of 13% and 16% to $32.4m and $30.2m respectively, ahead of 
prudent market expectations for the full FY21E financial year. This robust 
H1 performance, accompanied by an intensified focus on cash management 
- which saw average leverage reducing to 0.2x from 1.1x last year – has 
enabled the group to declare an unchanged interim dividend of 3.0p. We 
have subsequently raised our FY21E PBT and dividend forecasts, though our 
H2 forecasts continue to reflect a cautious view across the peak trading 
period given ongoing uncertainties arising from the Covid-19 backdrop. 

▪ Interim results: The overall group sales and profit performance was driven 
by a strong performance from CSS, whose Q2 sales rose year-on-year, 
complemented by robust sales performances from Europe and Australia. 
The group has moved to dollar reporting, reflecting the weighting of its 
dollar revenues (>70%) following recent US acquisitions. 

▪ Regional variations: The group reports on two segments, DG Americas 
and DG International (the former UK, Europe and Australia segments). DG 
Americas, bolstered by the CSS acquisition, saw sales rise by 75% to 
$322m, with an 11% increase in adjusted operating profit to $19.5m. DG 
International saw sales decline 10%, but delivered a 15% increase in 
operating profit and a 280bps uplift in operating margin to 13.1%. 

▪ Category mix shift: The acquisition of CSS has seen a shift away from 
seasonal/Christmas merchandise in favour of a greater “everyday” mix. 
This is most evident in the substantial growth achieved by the Craft & 
Creative Play segment, where the H1 sales participation increased fivefold 
from just under 5% to almost 21%. Gifting lines also performed strongly. 

▪ Outlook and forecasts: While the group has shown its strong managerial 
skills in coping with the major challenges presented thus far by the Covid-
19 pandemic, it remains unknown how consumers will spend over the 
peak Christmas trading period. We have therefore remained prudent in 
the quantum of our FY21E adjusted PBT upgrade, which rises around 45% 
to $35m, implying a $5m contribution from H2. Our FY21E dividend 
forecast has moved to match last year’s 8.75p.  
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FYE MAR ($M)   2020 2021E 2022E 

Revenue   624.3 835.0 933.9 

Adj EBITDA   59.4 81.0 99.1 

Fully Adj PBT   35.4 35.0 51.6 

Fully Adj EPS (c)   32.7 25.5 37.9 

EV/Sales (x)   1.1x 0.8x 0.7x 

EV/EBITDA (x)   11.7x 8.5x 7.0x 

PER (x)   21.2x 27.2x 18.3x 

Source: Company Information and Progressive Equity Research estimates 
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Positive performances across the board…… 

…driven by affirmative management actions 

IG Design Group has delivered interim results significantly ahead of market expectations, 
best summarised by the fact that they were ahead of consensus full year forecasts for 
FY21E. While market expectations could be argued to be conservative with the benefit of 
hindsight, this should not detract from an impressive performance in the face of consumer 
(and retail) lockdowns, supply disruptions, manufacturing plant closures, new socially-
distanced working practices and general uncertainty on consumer demand and the 
economic outlook. 

In the face of such daunting uncertainties, management rightly took prompt action to 
protect the business by managing the key aspects, which it could influence and largely 
control – namely cash and costs. The success of its cash management is clear to see from 
the substantial decrease in average leverage and the $83m decrease in net debt from last 
year’s interims. The $12.5m increase in underlying EBITDA contributed to this, as did a 
lower level of capex, favourable cash tax movements and a delayed dividend payment (now 
falling in H2), but the biggest contribution came from highly efficient working capital 
management. While some of this arose from lower levels of manufacturing activity, this 
should not detract from the overall delivery in this area. 

Cost management required not only addressing the underlying pre-Covid cost base, but 
also the incremental costs of doing business arising from Covid from a health and safety 
perspective to safeguard employees. While the overall adjusted operating costs (including 
depreciation and amortisation) to sales ratio rose 70bps year-on-year (to 12.0%), better 
insight is gained by looking at this ratio excluding depreciation and amortisation. On this 
basis, the operating costs to sales ratio fell by 50bps to 8.0%. 

The other element of cost management relates to the crystallisation of synergy benefits 
from acquisitions, most recently therefore relating to CSS. On this front, there has been 
further upside delivered, with synergies benefits coming through both earlier than 
planned, following the rapid integration of the senior management team, and ahead of 
expectations at the time of the acquisition. 

The relative resilience of the group’s organic top line sales performance, excluding CSS, is 
also testament to the group’s strategy, based on the three pillars of working with the 
winners, continuous design improvements and product innovation, and delivering 
efficiency and scale benefits.  

With the order book standing at over 80% of annual expectations and the Christmas 
seasonal merchandise substantially delivered into the retail channel, the prospects for the 
full year look positive for the group. This does however depend on the rate of sell-through 
achieved across all channels. In addition, some categories, such as calendars, are purchased 
close to the calendar year end, where it is still unclear how strong customer footfall will be 
to retail locations.  

This sees us adopting a prudently conservative forecasting stance for the second half. That 
said, we are hopeful the group will outperform expectations in H2, just as it did for H1, and 
we therefore believe the FY21E forecast risk is weighted to the upside. 
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Interims summary 

As stated above, the group has moved to dollar (USD) reporting as of 1 April 2020 to reflect 
the weighting of revenues and operating costs following the acquisition in March of CSS. 
For reference, the RNS release includes the primary statements with sterling (£) and dollar 
($) comparatives for both the interim and prelims results pertaining to the prior financial 
year, namely FY20 (to 31 March 2020).  

In the following table we have summarised IG Design Group’s H1 financial performance, 
including last year’s comparatives, variance and percentage change. 

 
Summary of FY21 adjusted interim results ($m unless otherwise stated) 

  

Source: Company information; Progressive Equity Research 

 

The shape of the results reflects two key factors, namely the acquisition of CSS in March 
2020 and the impact of Covid-19. The former is a major positive within the period, being 
the driver of reported group turnover. CSS contributed $149m to the revenue line and 
made a positive contribution to group profits. Excluding CSS, whose Q2 revenues were 
ahead of last year, underlying group revenues fell by 8%, reflecting the negative impact of 
Covid-19. DG Americas saw turnover increase by 75%, with an LFL sales decrease of 6%, 
while DG International saw sales fall by 10%. This primarily reflected tougher trading in the 
UK due to retail closures in the initial lockdown period, with Europe and Australia both 
broadly flat year-on-year. 

The gross margin decline of 110bps (on both a reported and adjusted basis) reflects a 
combination of sales mix, and the lower absorption of overhead costs into inventory, given 
lower volume outputs in the group’s manufacturing facilities. The overall increase in total 
operating costs primarily reflects the increase in both depreciation and amortisation 
charge arising on the acquisition of CSS, including the IFRS16 impact. 

FY21 FY20 Variance % change

Revenue 434.6 309.2 125.4 41%

Adjusted gross profit 84.6 63.6 21.0 33%

Gross margin 19.5% 20.6% (1.1%)

Adjusted EBITDA 49.7 37.2 12.5 34%

Adjusted EBITDA margin (%) 11.4% 12.0% (0.6%)

Adjusted operating profit 32.4 28.7 3.7 13%

Adjusted operating profit margin (%) 7.5% 9.3% (1.8%)

Finance charge (2.2) (2.6) 0.4 (15%)

Adjusted PBT 30.2 26.1 4.1 16%

Adjusted profit after tax 22.5 20.2 2.3 11%

Adjusted diluted EPS (c) 22.0 24.2 (2.2) (9%)

Dividend (p) 3.0 3.0 0.0 0%

Dividend (c) 3.9 3.7 0.2 5%

Adjusting items (13.1) (5.6) (7.5) 134%

Reported PBT 17.1 20.5 (3.4) (17%)

Reported PAT 12.3 15.9 (3.6) (23%)

Reported diluted EPS (c) 11.4 19.0 (7.6) (40%)

Net debt 23.2 106.1 (82.9) (78%)
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Operating costs included $3.9m of other operating income, compared with $0.5m in the 
prior year period. The largest component within this comprises $3.6m of government 
assistance to cope with the impact and effects of Covid-19, the majority of which related 
to the Australian business. This grant meant that the group did not cut back as much as it 
would have done otherwise in the absence of this support, though the group incurred at 
least a similar level of cost in keeping people on. 

Adjusted PBT rose 16% to $30.2m, although this increase is not reflected within the diluted 
adjusted EPS figure however, which came in 9% lower at 22.0c. This is due to the higher 
number of shares in issue following the equity raise to support the CSS acquisition in March 
2020. Given the outstanding cash management and much improved net debt level reported 
at the end of the period, the group has announced a maintained dividend at 3.0p. 

Reported profit before tax declined 17% to $17.1m, reflecting the increase in adjusting 
items of $7.5m to $13.1m. The increase resulted primarily from the combined effects of 
the CSS acquisition and Covid-19, weighted primarily to the CSS integration. Re-
organisations within the UK and Australia in the first half also gave rise to some adjusting 
items. Incremental costs related to Covid-19, principally in terms of altered working 
practices, incremental direct labour and cleaning, amounted to $2.0m within the adjusting 
items. Some elements of government assistance were not included in adjusting items (with 
the group taking the view that underlying employee expenditure would not have been 
incurred if the government support were not received ie the group would have cut costs in 
the absence of such government support).  

In the following table, we summarise the key P&L and earnings lines with a reconciliation 
between the reported and adjusted figures throughout. 

 
Adjusting items and reconciliation of reported and adjusted results ($m unless otherwise stated) 

  

Source: Company information; Progressive Equity Research 

 

A full breakdown of the adjusting items into six categories is provided within the RNS 
statement. 

  

H1 FY21 H1 FY22

Reported Adjusting items Adjusted Reported Adjusting items Adjusted 

Revenue 434.6 434.6 309.2 309.2

Gross profit 83.7 0.9 84.6 63 0.6 63.6

Gross margin (%) 19.3% 19.5% 20.4% 20.6%

Operating costs (exc DA) (44.0) 9.1 (34.9) (29.6) 3.2 (26.4)

Operating cost ratio (%) 10.1% 8.0% 9.6% 8.5%

EBITDA 39.7 10.0 49.7 33.4 3.8 37.2

DA (20.4) 3.1 (17.3) (10.3) 1.8 (8.5)

Operating profit 19.3 13.1 32.4 23.1 5.6 28.7

Operating margin (%) 4.4% 7.5% 7.5% 9.3%

Finance charge (2.2) (2.2) (2.6) (2.6)

Profit before tax 17.1 13.1 30.2 20.5 5.6 26.1

Tax (4.8) (2.9) (7.7) (4.6) (1.3) (5.9)

Profit after tax 12.3 10.2 22.5 15.9 4.3 20.2

Diluted EPS (c) 11.4 10.6 22.0 19 5.2 24.2
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Regional performance 

The following table summarises the key sales and operating profit metrics of the two newly 
adopted reporting segments, namely DG Americas and DG International. 

 
Operational performance summary by reporting segment /geography ($m unless otherwise stated)  

  

Source: Company information; Progressive Equity Research  

 

The performance of DG Americas reflects a full period’s contribution from CSS, acquired 
earlier this year in March, at the back end of the previous financial year. CSS contributed 
to both the revenue line ($149m) and adjusted operating profit. The latter was not 
quantified, understandably given the integration of CSS with the existing US business and 
the ongoing realisation of synergy benefits. These are being delivered ahead of schedule 
and ahead of overall expectations. Adjusted operating profit rose by 11% in H1 at DG 
Americas, with the margin falling back 350bps to 6.1%, reflecting the impact of lower 
volumes in the business. Some $1.4m has been treated as an adjusting item in this segment 
to cover incremental costs for cleaning and PPE, as a direct result of Covid-19. 

The group also reported an IT incident in the US that occurred post the H1 period. This has 
resulted in some shipping delays, most of which the group expects will be caught up. That 
said, this could see some missed sales and some incremental operating costs. Any costs 
arising from this incident will be treated as adjusting items. The financial impact is not 
anticipated to be material however and should be alleviated through insurance recoveries 
in FY22. 

The DG International segment, comprising the previously separately reported UK, Europe 
and Australia segments, now accounts for around 25% of group sales and is operating 
under a single integrated management structure. Sales decreased around 10% in 
aggregate, though operating profit rose by 15%, resulting in a 280bps increase in operating 
margin to 13.1%. Europe, which has traditionally been the segment with the highest 
operating margin, performed well, exceeding expectations given the early move into 
lockdown in several countries. Australia also performed ahead of expectations, despite 
impacted productivity at its Melbourne warehouse due to lockdown restrictions in the 
state of Victoria. The UK was reported to have delivered a robust performance, while a 
structural re-organisation has resulted in some Adjusting items. 

  

Territory

H1 FY21 H1 FY20 % growth H1 FY21 H1 FY20 % growth H1 FY21 H1 FY20 

DG Americas 321.6 183.8 75% 19.5 17.7 11% 6.1% 9.6%

DG International 115.5 128.4 (10%) 15.1 13.2 15% 13.1% 10.3%

Elims/centrals (£) (2.5) (3.0) (2.2) (2.2)

Total (£) 434.6 309.2 41% 32.4 28.7 13% 7.5% 9.3%

Segmental revenue Adjusted operating profit Adjusted margin (%)
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Category performance 

In the wake of the CSS acquisition, which saw the group add a strong Craft category to its 
merchandise range, the group has changed its definition of product categories. Stationery 
is now reported as a standalone category, having previously been reported with Creative 
Play. Craft effectively replaces stationery within the new category of Craft & Creative Play. 

As the following table shows, there have been both winners and losers in terms of sales 
growth performance, with both largely reflecting the impact of Covid-19 on most 
consumers’ working, living and leisure activities. The standout growth category in H1 was 
Craft & Creative Play. This is a natural consequence of the CSS acquisition, compounded by 
many households subsequently being in lockdown (including working from home). The 
increase in adults looking to start or resume a hobby, and the need of parents to entertain 
and occupy children, led to a substantial increase in both crafts and creative play products. 
The Americas also saw positive sales momentum from the development of seasonal gifting 
and décor product ranges under the X&O brand. 

H1 product category sales performance and sales mix 

  

Source: Company information; Progressive Equity Research 

Conversely, with many retailers forced into closure, demand for Not for Resale 
consumables, such as shopping bags, has fallen dramatically (notwithstanding the longer-
term potential for more environmentally friendly products in this area). 

Forecasts 

With our previous forecasts reported in sterling, it is difficult to derive and quantify 
precisely any forecast changes made in the wake of these interim results. In broad terms, 
our initiation of dollar reported forecasts shows the following for FY21E: 

• Turnover broadly unchanged 

• Adjusted PBT increased by c 45% (to $35m) 

• Adjusted diluted EPS raised c 35% (to 25.5c) 

• Dividend lifted 82% from 4.8p to 8.75p, which is flat on FY20 

• Increased year end net cash reflecting H1’s strong performance 

In the absence of company guidance and given ongoing macro-economic uncertainties on 
the back of Covid-19, our FY22E forecasts are broadly unchanged at this stage. 

  

FY21 FY21 FY20 FY20 Sales 

Product category $m % mix $m % mix growth %

Celebrations 256.8 59.1% 235.2 76.1% 9%

Craft & Creative Play 90.0 20.7% 14.1 4.6% 538%

Stationery 15.6 3.6% 20.9 6.8% (25%)

Gifting 64.3 14.8% 29.1 9.4% 121%

Not for Resale consumables 7.9 1.8% 9.9 3.2% (20%)

Total 434.6 100.0% 309.2 100.0% 41%
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Financial Summary: IG Design Group 

Year end: March ($m unless shown)      
      
PROFIT & LOSS   2020 2021E 2022E 
Revenue   624.3  835.0  933.9  
Adj EBITDA   59.4  81.0  99.1  
Adj EBIT   40.9  43.5  60.7  
Reported PBT   (0.9) 13.6  30.8  
Fully Adj PBT   35.4  35.0  51.6  
NOPAT   32.4  32.1  46.7  
Reported EPS (c)   19.8  9.8  21.6  
Fully Adj EPS (c)   32.7  25.5  37.9  
Dividend per share (p)   8.8  8.8  10.0  

      
CASH FLOW & BALANCE SHEET   2020 2021E 2022E 
Operating cash flow   37.8  50.4  60.5  
Free Cash flow   26.8  29.7  33.9  
FCF per share (c)   32.2  30.4  34.7  
Acquisitions   (112.3) 0.0  0.0  
Disposals   (3.7) 0.0  0.0  
Shares issued   152.5  0.0  0.0  
Net cash flow   30.2  12.9  14.7  
Overdrafts / borrowings   (30.8) (30.8) (30.8) 
Cash & equivalents   83.2  96.1  110.8  
Net (Debt)/Cash   52.4  65.3  80.0  

      
NAV AND RETURNS   2020 2021E 2022E 
Net asset value   375.9  376.1  388.4  
NAV/share (c)   390.1  384.9  397.6  
Net Tangible Asset Value   175.4  147.7  119.8  
NTAV/share (c)   182.0  151.1  122.6  
Average equity   296.8  376.4  383.2  
Post-tax ROE (%)   9.5% 6.9% 10.4% 

      
METRICS   2020 2021E 2022E 
Revenue growth   10.2% 33.7% 11.8% 
Adj EBITDA growth   25.2% 36.4% 22.3% 
Adj EBIT growth   2.4% 6.3% 39.5% 
Adj PBT growth   (4.0%) (1.2%) 47.4% 
Adj EPS growth   (7.7%) (22.1%) 48.9% 
Dividend growth   2.9% 0.0% 14.3% 
Adj EBIT margins   6.6% 5.2% 6.5% 

      
VALUATION   2020 2021E 2022E 
EV/Sales (x)   1.1 0.8 0.7 
EV/EBITDA (x)   11.7 8.5 7.0 
EV/NOPAT (x)   21.4 21.6 14.8 
PER (x)   21.2 27.2 18.3 
Dividend yield   1.6% 1.6% 1.9% 
FCF yield   4.6% 4.4% 5.0% 

 

Source: Company information and Progressive Equity Research estimates 

 



 

24 November 2020 

 

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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