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IG Design Group: Priced to default, but will it?

Company: IG Design Group Market Cap: £82mio
Industry: Gift packaging/craft Net Cash: $40mio
Country: UsS, UK, World Revenue: S1bn

Date: 5% April 2022 Operating Income: SOmio (0%)
Dividend: None Free Cash Flow: SOmio (0%)
Entry: £59mio Target Market Cap: £150mio

Deep, deep value

| stumbled upon IG Design Group due to its ultra-cheap market valuation. The company was valued at
around £100mio after announcing challenging supply chain constraints that erode all their profits for the
FY 2022 and the CFO resigning. In February 2022, the CEO also resigned and the company dropped to a
£60mio market cap, yet reporting $40mio in net cash and S$1bn in revenues. With Studio Retail Group

defaulting in January 2022, caution is key and the likelihood of default would need to be weighed...

What does IG Design Group do?

IG Design Group is the world’s largest consumer gift packaging, craft & stationery company with over
11,000 customers, products sold in over 210,000 stores and operations in over 80 countries worldwide.
The company sources over 70% of its revenues from the US (which doubled through its 2020 acquisition
of CSS Industries) and makes nearly half of its annual sales during the Christmas season. IG Design doesn’t
really have direct competitors, although the biggest players in the industry are American Greetings and
Hallmark — despite them mainly focusing on cards. The firm is supplying the largest retailers of the world,
such as Walmart (24% of sales), Aldi, Tesco, Costco, Target, Lidl or Amazon and is focusing on reducing

the seasonality of the business further.
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A firm without management

It is hard to justify any investment in a company without CFO and CEO, especially as this is often a sign of
potential insolvency. For this reason, | have held off in buying shares when the company was valued at
£100mio. However, given that the firm is owned by its founder and Non-Executive Deputy Chairman
Anders Hedlund with 23.5% of outstanding shares, | gave this reasoning the benefit of a doubt. Therefore,
| checked mainly two things when contacting the company’s secretary: Long-term incentives and debt
facilities. It became clear that both, CFO and CEO, likely quit due to all their long-term incentives having
basically evaporated with the share price dropping from GBp 600 to GBp 100 within a matter of half a
year, as they changed the bonus from being cash to share-based during Covid and a newly created Value

Creation Scheme based on 7.5% CAGR would also not have paid out anything.
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Can IG Design go into default?

In a matter of 6 months, the company’s market capitalisation went from £600mio to below £100mio as
operating margins fell from near 9% to 4% to 0% due to cost inflation, mainly driven by higher freight,
labour and raw materials (mostly paper) prices. Nonetheless, IG Design Group currently has net cash of
S40mio, so why worry about default? As mentioned, the business is highly seasonal with major capital
outflows ahead of Christmas in September/October and high capital inflows during the Christmas season.
The company reports H1 for the period ending on 30™" September and H2 ending on 315 March, which
therefore covers the seasonality well (table below). The swings between H1 and H2 result in as much as
$150mio working capital movement. The problem with the upcoming season is that higher costs cannot
immediately be offset with higher selling prices, as IG Design will have to spend more in the run up to
Christmas and only then receives the main benefit of higher selling prices. On September 30" 2021 the
firm had $283.3mio of room to borrow from, which comprises of a $95mio RCF, up to £130mio RCF during
peak inventory season and $18mio HK financing arrangement, which is dependent on receivables. Back
then, around $155mio was drawn and considering $96mio of cash resulting in $59mio net debt. Given
that IG Design has S40mio net cash as of 31 March (S37mio less than prior year), input costs would need
to increase at least another $100mio for IG Design to hit the limits of their credit facilities (equivalent to

10% rise in cost of sales and expenses). This makes a default, in my opinion, unlikely.

IG Design Group’s strong seasonality

H1 (in S) Net cash/Net debt Revenue Cost of Sales  Expenses PBT Market cap (in £)
H1 2019 -130 266 162 29 18 580
H1 2020 -106 309 198 32 21 660
H1 2021 -23 435 351 68 17 522
H1 2022 -59 484 405 58 19 244
H2 (in S) Net cash/Net debt Revenue Cost of Sales  Expenses PBT Market cap (in £)
H2 2019 22 583 366 64 23 613
H2 2020 52 624 530 93 -1 542
H2 2021 77 873 719 138 15 575
H2 2022 (estimated) 40 1000 850 150 0 60

Source: |G Design Group
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The new CFO

On the morning of 30" March 2022, IG Design Group announced to have hired a new CFO, Paul Bal. |
think he is the ideal candidate due to his exposure at multiple consumer brands, such as Stock Spirits,
Tupperware and, especially, a 15-year stint at British American Tobacco — a company that constantly has
to pass through multiple price hikes to consumers. This should help |G Design to pass through the higher

input cost inflation to the consumer. Paul also purchased additional shares for himself.

US PPI at 10% & Aldi price hikes

As mentioned, prices need to climb another 10%, while selling prices would remain stable in order for IG
Design hitting its credit limits this autumn. US PPI has been printing at 10% lately and this is before any
price hikes related due to the Ukraine war or China’s latest Covid wave. This Monday, Aldi has raised prices
by 20-50% on around 400 products, citing exploding costs, especially for wheat, energy and animal feed,
in the wake of the global pandemic, the rising inflation rate, transport problems, scarcity of resources and
now a war in Europe?. While this sounds concerning at first, IG Design Group will likely start passing on
higher costs to consumers now, which could also be reflected in higher prices at retailers for their products.
Important is, these are the 2" round effects of the inflation that producers have experienced over the last
year. However, these price hikes need to be monitored closely and could perhaps trigger dramatic changes

in consumer behaviour...
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1 https://2jon6lgrvv6i3llu225kv2cx-wpengine.netdna-ssl.com/wp-content/uploads/2022/03/CFOAnnouncement-
FINAL-300322.pdf

2 https://newsrnd.com/life/2022-04-03-aldi--price-shock-%E2%80%93-the-discounter-giant-will-make-around-400-
products-more-expensive-from-monday.B1rdZRLQ5.html
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https://www.linkedin.com/company/aozorastep-capital-llp
https://twitter.com/AozoraStep
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Legal Disclaimer

The contents of this publication have been prepared solely for the purpose of providing information about AozoraStep Capital
LLP and the services and products it offers, which are targeted for professional investors only. The opinions and views expressed
are those of AozoraStep, may change without notice and should not be construed as investment, tax, legal or other advice.
AozoraStep does not guarantee the completeness and accuracy of the information provided and all content can become out of
date. Products or services mentioned on this site are subject to legal and regulatory requirements in applicable jurisdictions and
may not be available in all jurisdictions. Accordingly persons are required to inform themselves and observe any such restrictions.
In respect to investments described on this website, past performance is not a guide to future performance. The value of
investments and the income of any financial instruments mentioned on this website may fall as well as rise and may have tax
consequences. The performance of AozoraStep is based on a personal track record and audited by Sedulo for the time period Q1
2019 - Q1 2021 only with further audits being done on an occasional basis. AozoraStep Capital LLP is currently not authorized by
the FCA, but is in the process of authorization. AozoraStep Capital LLP is registered in England and Wales with registered number
0C436835. Registered Office: 57 Lansdowne House, Berkeley Square, London W1J 6ER, United Kingdom. Reproduction or

distribution of any materials obtained in this presentation or linking to this presentation without written permission is prohibited.
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