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In the Bag! 

Q4 Trading Update 

IG Design Group continues to provide the desirable combination of 
top-line growth, margin expansion and cash generation. It pursues 
new categories and distribution channels and tightly controls costs 
in order to generate maximum returns. The Q4 trading statement 
confirms that the business is progressing in line with current 
management expectations and delivering on prior commitments in 
terms of investment, integration synergies from M&A, reduction in 
average gearing and organisational improvements. 

▪ Design Group’s Q4 trading statement confirms further progress across 
all business segments in both revenue growth and margin expansion. 
This was against a backdrop of previously flagged cost headwinds, 
principally volatile paper prices, which the Group has addressed and 
mitigated. 

▪ Planned projects, including the commissioning of a new press, 
integration of newly acquired businesses, the rationalisation of the UK 
organisation and the implementation of a new IT system in the US have 
all proceeded in line with previous expectations. 

▪ Production of a new product category, Not for Resale bags, began in 
Wales and has a substantial order book. This new business line 
leverages existing expertise and shows an innovative approach to 
accessing adjacent product categories. 

▪ The Group balance sheet remains strong with average gearing falling 
to below 1.5x EBITDA and a positive year-end net cash position. This 
was achieved in a period of record capex spend and after the 
completion of the Biscay acquisition.  

▪ Our revenue forecast for FY2018E remains unchanged and we expect 
revenue for the year to grow 5.4% from FY2017 and a further 4.7% for 
FY2019E. We retain our forecast margin improvement for FY2018E. 
Adjusted EBIT margins were 5.6% for FY2017 and we forecast this will 
rise to 6.6% for FY2018E and 7.5% for FY 2019E. This will result in EPS 
of 21.5p for FY2018 and 23.6p for FY2019. This corresponds to a fully 
adjusted PER of 19.6x for FY2018E and 17.8x for FY2019E.  
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FYE MAR (£M) 2015A 2016A 2017A 2018E 2019E 

Revenue 229.0 237.0 311.0 327.8 343.3 

Adj EBITDA 16.9 17.4 22.9 27.0 32.2 

Fully Adj PBT 9.2 10.8 16.3 20.2 23.8 

Fully Adj EPS (p) 11.5 13.1 18.2 21.5 23.6 

EV/Sales (x) 1.2 1.1 0.9 0.8 0.8 

EV/EBITDA (x) 16.0 15.5 11.8 10.0 8.4 

PER (x) 36.7 31.9 23.1 19.6 17.8 

Source: Company Information and Progressive Equity Research estimates 
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Delivering Organic Growth 

Design Group continues to show that despite already being No.3 in the global gift 
packaging market, there is still room for further organic revenue growth. It is a truly global 
business, present in more than 200,000 retail outlets in more than 80 countries.  
However, there are still plenty of opportunities. With the global gift packaging and 
greetings market worth an estimated £15bn, there is still a lot to play for. 

There is the opportunity with existing customers to diversify the product range being 
offered. Customers are consolidating their buying functions such that it makes it more 
attractive to them to source a whole buying solution from one supplier. This means that 
Design Group provides whole retail bays of related product that the customer buys in its 
entirety rather than sourcing individual items from multiple suppliers. The Group’s long 
track record of having a reliable supply chain, where it controls the whole process from 
order to delivery, provides customers with certainty and gives it a competitive edge. 
Design Group aims to attain strong customer retention by becoming the trusted “Partner 
of Choice”. 

Design Group has used its global presence to diversify into new sales channels. In 
particular, this has included targeting, US regional retailers. Many of these operators are 
larger than national retailers in European counties. 

The Group is also targeting new markets both geographically and by continuing to 
diversify away from strong Christmas seasonality. This has been achieved in recent 
years by targeting other occasions such as Halloween and Valentine’s Day. 

Design Group has amassed an impressive brand portfolio and aims to leverage this by 
expanding the product range and geographic reach of those brands. A pertinent example 
would be the Tom Smith Cracker brand which has the royal warrant and is beginning to 
gain traction in Commonwealth countries. There is also the potential for expansion within 
brands such as Creative Play to include an increasing number of product offerings 

We estimate revenue growth of 5.2% for FY2018E and 4.7% for FY2019E. 

Making the Margin 

In H2 Margins, both gross and net margins expanded driven by strong performances 
across all geographies. 

Design Group’s business model relies on tight margin control on a number of levels. It 
delivers by paying attention to every last detail of the process. It nurtures customer 
relationships, streamlines the design process so as to maximise the number of satisfied 
customers and optimises sourcing, manufacturing and the logistics of delivery. 

Recent developments include the commissioning of a new printing press in the 
Netherlands. This became operational in March 2018. New, high speed presses are 
more efficient than their predecessors in terms of printing and set-up times. 

Other efforts may be more subtle but nevertheless effective. There has been significant 
investment in US IT systems which has progressed on time and on budget to improve 
procurement and ultimately margin. There has also been a reorganisation of the UK 
business to combine three business units under one management structure. The overall 
goal is to reduce overheads whilst combining functions to provide better scalability in 
marketing purchasing and manufacturing. The Group aims to improve the UK operating 
margin to bring it more in line with Group averages. 
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The Group is continually aware of margin pressure and takes action to mitigate any 
threats. There are always extraneous issues which need to be combatted. Most recently 
there has been volatility in paper prices. Recent volatility has not been attributable to 
pulp prices but has been as a result of environmental compliance costs in the 
manufacturing processes of Far Eastern suppliers. The Group concludes its negotiations 
with customers and concurrently participates in a mixture of forward purchasing and 
hedging of paper prices. This forward purchasing and hedging mitigates the risks 
associated with volatile input prices. 

Innovation 

Driving organic growth is the continual search for innovation in product offering. Recent 
investment has included a new manufacturing facility in Wales for “Not for Resale” bags. 
This followed on from an initial exploration of the market using Design Group’s Chinese 
manufacturing capabilities which began in FY2016. 

In the UK £130m or 700m bags are given away by retailers each year. There is also the 
potential for the conversion of the current 1.4bn plastic bags which are also given away. 
Design Group can scale its expertise in design, production, compliance, quality and 
logistics to fully exploit the potential of this market.  

M&A and Integration 

A strongly cash generative business results in the pleasant problem of choosing 
between organic investment, returning cash to shareholders or pursuing M&A 
opportunities. Design Group has shown itself as being capable of treading this path and 
making discerning choices in selecting acquisition targets. 

The Group will benefit from the integration of the recent Biscay acquisition in Australia. 
This has allowed the Group to access new retail channels to good advantage and the 
Group expects those benefits from synergies from FY2019. 

Controlling the Balance Sheet 

Design Group has a strong balance sheet but requires significant seasonal funding. Its 
unique industry position has allowed it to access just such a facility and this provides a 
significant barrier to entry. Many other competitors are constrained by being unable to 
get access to working capital financing. 

The Group also continues to adhere to its mantra that profit is only real when it becomes 
cash and this drives a focus on real returns to investors. This converts into a progressive 
dividend policy. We forecast a dividend of 5.5p per share for FY2018E and 6.5p per 
share for FY2019E, which constitutes growth of 18% yoy. This will be achieved against 
a backdrop of the highest ever Group capex spend and completing the acquisition of 
Biscay. 

We forecast a year end positive cash position and the trading statement improves 
slightly on our previous estimate of average gearing. We had estimated 1.6x EBITDA 
and the actual average gearing will be less than 1.5x EBITDA. We forecast that this will 
fall further to 1.3x for FY2019E.
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FINANCIAL SUMMARY 

 

Source: Company Information and Progressive Equity Research estimates 

 

PROFIT & LOSS FY-15A FY-16A FY-17A FY-18E FY-19E

Revenue (£m) 229.0 237.0 311.0 327.8 343.3

Adj EBITDA (£m) 16.9 17.4 22.9 27.0 32.2

Adj EBIT (£m) 11.9 13.5 17.5 21.7 25.8

Reported PBT (£m) 7.3 9.9 13.0 19.6 22.4

Fully adj PBT (£m) 9.2 10.8 16.3 20.2 23.8

Adj NOPAT (£m) 7.3 8.3 12.4 14.9 17.6

Reported EPS (p) 9.1 11.9 15.0 20.6 21.1

Fully adj EPS (p) 11.5 13.2 18.2 21.5 23.6

Dividend per share (p) 1.0 2.5 4.5 5.5 6.5

CASH FLOW & BALANCE SHEET FY-15A FY-16A FY-17A FY-18E FY-19E

Operating cash f low  (£m) 17.9 20.7 31.5 23.5 28.7

Free Cash f low  (£m) 10.3 13.7 20.0 3.4 10.2

FCF per share (p) 15.9 21.2 31.0 5.3 15.8

Acquisitions (£m) (4.0) (4.8) (7.8) (17.3) (8.5)

Disposals (£m) 0.1 1.6 0.1 2.5 0.0

Shares issued (M) 0.0 0.1 5.1 0.0 0.0

Net cash flow (£m) 7.6 11.9 20.5 (0.4) 5.0

Net (Debt)/Cash (£m) (29.4) (17.5) 3.0 2.5 7.6

NAV AND RETURNS FY-15A FY-16A FY-17A FY-18E FY-19E

Net asset value (£m) 62.6 71.4 90.1 104.3 117.6

NAV/share (p) 97 111 139 162 182

Net Tangible Asset Value (£m) 30.9 39.1 56.4 67.7 82.0

NTAV/share (p) 47.9 60.6 87.3 104.9 127.0

Average equity (£m) 59.9 67.0 80.7 97.2 110.9

Post-tax ROE 12.2% 12.5% 15.3% 15.4% 15.9%

METRICS FY-15A FY-16A FY-17A FY-18E FY-19E

Revenue grow th n.a 3.5% 31.2% 5.4% 4.7%

Adj EBITDA grow th n.a. 3.3% 31.4% 18.2% 19.0%

Adj EBIT grow th n.a. 13.8% 29.4% 24.1% 18.5%

Adj PBT grow th n.a. 17.6% 51.2% 23.9% 17.8%

Adj EPS grow th 24.9% 13.8% 39.3% 17.9% 10.0%

Dividend grow th n.a. 150.0% 80.0% 22.2% 18.2%

Adj EBIT margins 5.2% 5.7% 5.6% 6.6% 7.5%

VALUATION FY-15A FY-16A FY-17A FY-18E FY-19E

EV/Sales 1.2 1.1 0.9 0.8 0.8

EV/Adj EBITDA 16.0 15.5 11.8 10.0 8.4

EV/Adj NOPAT 36.8 32.3 21.8 18.0 15.3

PER 36.7 31.9 23.1 19.6 17.8

Dividend yield 0.2% 0.6% 1.1% 1.3% 1.5%

FCF yield 3.8% 5.0% 7.4% 1.3% 3.7%
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Disclaimers and Disclosures 

Copyright 2018 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. 


