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INTERNATIONAL GREETINGS plc

RECOMMENDATION: BUY

Share price: 362½p
Market capitalisation: £147.6m
Issued shares: 40,722,591
Date: 12th February, 2001

The latest figures from International Greetings, interims for the six months to September 2000,
represent further growth from a company that has never failed to deliver.  It has now recorded profit
growth for the last six years, and our forecasts for this year and next see this continuing.  Although we
have trimmed both forecasts, this reflects steps being taken by the Group to improve its supply
sourcing, and secure the basis for future growth in the US, rather than any undershoot of expectations.
We continue to hold the Company’s management in high regard and to recommend the shares, on a
prospective multiple of 17.8 times March 2002 earnings and a prospective yield of 1.4% as a BUY.

Year end March
( £’000 )

2000 2001
Forecast

2002
Forecast

Turnover 85,542 96,700 107,000

Operating profit* 10,973 11,960 13,320

Net Interest (1,278) (1,290) (1,290)

Pre-tax profit * 9,695 10,670 12,030

EPS *
Dividend per share

16.91p
4.00p

18.08p
4.50p

20.38p
5.00p

Operating margin 12.83% 12.24% 12.44%

Interest cover

Dividend cover

8.6x

4.2x

9.3x

4.0x

10.3x

4.1x

Tax rate 28% 31% 31%

Net cash flow 7,160 8,475 8,930

NCF per share 17.62p 20.81p 21.93p

Net equity assets 22,847 28,020 33,550

Net cash / (debt) (5,503) (6,970) (5,040)

Net Gearing 24% 25% 15%

NAV per share 56.2p 69.0p 82.6p

* Before exceptional items and goodwill amortisation

KEY POINTS

• Interim results to September 2000 show further
growth, with core turnover (£36.73m) and
underlying operating profit (£3.42m) both up by
11% - the latter figure stated before goodwill
amortisation.

• The recent Lawrence acquisition in the US
contributed turnover of £1.19m and an
operating loss of £0.16m – although much of
this resulted from the move to Georgia.

• The integration of Lawrence is now complete,
although growth in sales has been slower than
anticipated, due to bringing the company out of
receivership, relocating its operations and the
need to rebuild customer confidence.

• On the back of an increase in underlying EPS of
14%, to 4.69p, the interim dividend has been
raised by 9%, to 1.20p per share.

• Expansion of US facilities, broadening of the
product range and development of supply
sourcing from the Far East are all expected to
enhance organic growth; in addition, we
anticipate further acquisitions.
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Profile
International Greetings is a leading designer and supplier of greetings products for the retail trade.  Its core
products are giftwrap, bows, ribbons, tags, crackers, cards, licensed stationery and bags.  The key focus is on
private label products for the major multiple retailers, with its operations being design-led.  Except in Copywrite, a
producer of licensed stationery and bags, the Group is not involved in production to meet speculative sales.

Results remain weighted toward Christmas sales in the second half, with approximately 60% of turnover generated
in this period, although growth in stationery and bags, as well as for other festivities (such as Halloween) is
expected to reduce this bias.

Interim Results
Figures for the six months to September 2000 showed further strong growth.  Excluding the impact of the Stephen
Lawrence acquisition in the USA, turnover grew by almost 11%, to £36.73m, while underlying operating profit
(before exceptionals and goodwill) advanced by 11%, to £3.42m.  Stephen Lawrence contributed turnover of
£1.19m, but an initial operating loss of £156,000.  After a net interest charge down by 5% to £615,000 despite the
Lawrence acquisition adding some £50,000, Group underlying pre-tax profit rose by 12%, to £2.73m.  After an
unchanged 31% tax charge, underlying EPS were 4.63p – up by almost 9% on last time’s 4.25p.  These figures are
stated before goodwill amortisation of £80,000, which reduces reported EPS to 4.49p – at which level growth was
also 9%.  On the back of this performance, the interim dividend has been increased by 9%, to 1.20p per share.

Prospects
International Greetings continues to report significant growth, and we expect this to have continued in the second
half of the year ending in March 2001.  The Group has already reported that sales of Halloween products exceeded
£1m in 2000, up from just £0.13m in 1999.  We are also expecting it to benefit from a strong Christmas season and
from the broadening of the Pepperpot range to include collectible gift products.  As a result, we are forecasting
underlying operating profits of £11.96m and an underlying pre-tax figure of £10.67m, before goodwill
amortisation, to give EPS of 18.08p per share.  This represents pre-tax profit growth of 10%.

These figures are a reduction of some £0.3m from our forecast in July 2000, for which there are two reasons.

First, although the integration of Lawrence within the Group’s US operations has been completed successfully, the
re-start of business was slower than expected, as a result of the need to bring it out of receivership and rebuild
customer relationships.  As a result, we are now expecting an operating loss of £0.1m for the year, although most
of the £0.2m reduction in our forecast can be attributed start-up costs and the cost of relocation to Georgia; leaving
the underlying business performing in line with expectations.

Secondly, while the Group has announced that its Hong Kong subsidiary, International Greetings Asia, accounted
for purchases of $US3m in the first half, it has also stated that the focus remains on ensuring reliability and quality
rather than maximising cost savings.  As a result, we have shaved our expectations for operating margins.

Looking ahead to the year to March 2002, we are forecasting operating profit of £13.32m and pre-tax profit of
£12.03m, giving underlying EPS of 20.38p.  Again, to allow for both the build up of production from Lawrence
and the new facilities in the US and delayed implementation of cost savings from the Far East, we have trimmed
our expectations.  However, the new forecasts still represent growth of over 11% in operating profit and almost
13% in pre-tax profit.  At both levels, this would give the Group eight successive years of double-digit profit
growth (averaging over 32%).

2002 is forecast to benefit from organic growth in the main UK market, as well as a further broadening of the
range – including some benefit, but one which we would not wish to over-emphasise, from the new Harry Potter
licence.  We also expect continued organic growth from US operations.

Conclusion

International Greetings continues to present a strong profile, both from organic growth and acquisitions.  With two
months of the current year to go, and production already focused on Christmas 2001, the shares are on a
prospective multiple of 17.8 times 2002 profits and a yield of 1.4% on that year’s dividend.  This rating is not
demanding given the Group’s past record of achievement.  The shares remain a BUY for future growth potential.
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