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The Character Group plc (CCT.L)
Robust performance despite challenging headwinds

Having had to negotiate a stock overhang in its Scandinavian markets, a depressed UK
toy sector, weaker Sterling and the uncertainty engendered by Brexit, it was perhaps
inevitable that interim results from The Character Group (Character) were going to be
negatively impacted. However, despite these challenges the Group managed to achieve
profitability in the period and more importantly significantly increased its net cash
balances over the level reported at its year end. The second half will present further
headwinds due to Covid-19 disruptions, but management still anticipates achieving a
profit in H2 and for the year. We consider the Group to be well positioned to resume
normal trading when conditions allow.

A half year of exceptional challenges even before Covid-19 — As noted above, the first six
months to February 2020 were exceptionally difficult with a combination of a stock
overhang from the demise of Top Toy in Scandinavian markets, the continued decline in
consumer spending in the UK toy market, the weakness of Sterling against the USS and an
uncertain trading climate created by Brexit negotiations and a General Election.

Weaker trading conditions lead to a sharp reduction in profits — For the half year,
Character reported a 12% reduction in revenue from £58.8m to £51.7m. Gross margin fell
by 360bps to 33.2% as a result of lower UK domestic sales which are typically higher
margin than international FOB sales. Underlying EBITDA was down 42% to £4.0m (H1
2019: £6.9m), underlying profit before tax 55% lower at £2.5m (H1 2019: £5.6m) and
underlying basic EPS down 54% at 9.64p (H1 2019: 20.98p). Despite the first half
difficulties, the strength of Character’s balance sheet has enabled an interim dividend of
2p to be declared (H1 2019: 13p) which is nearly 5x covered by underlying earnings.

Cash balances increase from year end levels — Net cash at the half year end stood at
£16.8m, somewhat below the level reported in the comparative period of £18.6m, but
much higher than the £6.5m reported at the year end. Character enjoys strong financials
with a cash generative business model that has led to the Group having no debt on its
balance sheet other than the usual working capital facilities, a significant proportion of
which remains unutilised.

Covid-19 has inevitably impacted sales in H2 — Back in January 2020, the Group was
anticipating a strong second half recovery. However, the Covid pandemic brought a
change to these expectations as many retailers in the UK and overseas closed their stores
with international distributors also scaling back operations. While there are now signs of
a gradual relaxation of the lockdown with some stores anticipating a resumption of
trading, it is still too early to offer forecasts although we expect the Group to be in a strong
position to resume growth when conditions allow.

|
Year End: August

(Em) 2018A 2019A 2020E 2021E
REVENUE 106.2 120.4

ADJ. EBITDA 13.6 13.7 Forecasts temporarily

ADJ. PBT 11.6 11.1 suspended

ADJ. EPS (p) 45.1 43.2

NET CASH (£m) 15.6 6.5

Source: The Character Group plc (CCT.L).

Please refer to the last page of this communication for all required disclosures and risk
warnings.
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Interim results summary

INCOME STATEMENT H1 2020 H1 2019 Year
£m £m £m
Revenue 51.7 58.8 120.4
Gross profit 17.2 21.6 41.6
margin 33.2% 36.8% 34.5%
EBITDA 4.1 6.9 13.7
margin 7.9% 11.7% 11.4%
Underlying PBT 2.5 5.6 11.1
Underlying basic EPS (p) 9.6 21.0 43.3
Dividend (p) 2.0 13.0 26.0
BALANCE SHEET
Non-current assets 7.0 9.3 6.3
Current assets:
Inventories 10.6 11.2 16.4
Receivables 13.5 12.7 35.0
Cash 19.6 23.5 30.0
Other 0.1 0.1 0.4
Total current assets 43.7 47.6 81.8

Current liabilities:

Payables -12.1 -15.9 -28.8
Borrowings -1.9 -3.7 -22.2
Other -2.1 -2.1 -1.7
Total current liabilities -16.2 -21.7 -52.7

Non-current liabilities:

Borrowings -0.9 0.0 -1.3
Other -0.8 -1.7 0.0
Total non-current liabilities -1.7 -1.7 -1.3
Net current assets 27.5 25.9 29.1
Net assets 32.8 33.5 34.1
CASH FLOW

Cash from operations pre-WC 4.4 7.2 14.0
Net working capital movement 10.7 9.8 -3.6
Interest and tax -0.5 -1.5 -2.5
Net cash inflow from operating activities 14.5 15.5 7.9
Cash outflow from investing activities -1.2 -9.4 -11.0
Dividends -2.8 -2.5 -5.3
Other 0.0 -0.6 -0.8
Net cash used in financing activities -2.8 -3.1 -6.1
Net increase/(decrease) in cash 10.5 3.0 -9.2
Net cash at period end 16.8 18.6 6.5

Source: The Character Group plc
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Disclaimer

Allenby Capital Limited (“Allenby”) is incorporated in England no. 6706681, is authorised and regulated by the Financial Conduct
Authority (“FCA”) (FRN: 489795) and is a member of the London Stock Exchange. This communication is for information only it should
not be regarded as an offer or solicitation to buy the securities or other instruments mentioned in it. It is a marketing communication
and non-independent research, and has not been prepared in accordance with the legal requirements designed to promote the
independence of investment research, and is not subject to any prohibition on dealing ahead of the dissemination of investment
research. The cost of Allenby research product on independent companies is paid for by research clients.

This communication is for the use of intended recipients only and only for distribution to investment professionals as that term is
defined in article 19(5) of The Financial Services and Markets Act 2000 (Financial Promotion) Order 2005. Its contents are not directed
at, may not be suitable for and should not be relied upon by anyone who is not an investment professional including retail clients. Any
such persons should seek professional advice before investing. For the purposes of this communication Allenby is not acting for you,
will not treat you as a client, will not be responsible for providing you with the protections afforded to clients, and is not advising you
on the relevant transaction or stock. This communication or any part of it do not form the basis of and should not be relied upon in
connection with any contract.

Allenby uses reasonable efforts to obtain information from sources which it believes to be reliable. The communication has been
prepared without any substantive analysis undertaken into the companies concerned or their securities, and it has not been
independently verified. No representation or warranty, express or implied is made, or responsibility of any kind accepted by Allenby its
directors or employees as to the accuracy or completeness of any information in this communication. Opinions expressed are our
current opinions as of the date appearing on this material only and are subject to change without notice. There is no regular update
series for research issued by Allenby.

No recommendation is being made to you; the securities referred to may not be suitable for you and this communication should not be
relied upon in substitution for the exercise of independent judgement. Neither past performance or forecasts are a reliable indication
of future performance and investors may realise losses on any investment. Allenby shall not be liable for any direct or indirect
damages including lost profits arising from the information contained in this communication.

Allenby and any company or persons connected with it, including its officers, directors and employees may have a position or holding
in any investment mentioned in this document or a related investment and may from time to time dispose of any such security or
instrument. Allenby may have been a manager in the underwriting or placement of securities in this communication within the last 12
months, or have received compensation for investment services from such companies within the last 12 months, or expect to receive
or may intend to seek compensation for investment services from such companies within the next 3 months. Accordingly, recipients
should not rely on this communication as being impartial and information may be known to Allenby or persons connected with it which
is not reflected in this communication. Allenby has a policy in relation to management of conflicts of interest which is available upon
request.

This communication is supplied to you solely for your information and may not be reproduced or redistributed to any other person or
published in whole or part for any purpose. It is not intended for distribution or use outside the European Economic Area except in
circumstances mentioned below in relation to the United States. This communication is not directed to you if Allenby is prohibited or
restricted by any legislation or registration in any jurisdiction from making it available to you and persons into whose possession this
communication comes should inform themselves and observe any such restrictions.

Allenby may distribute research in reliance on Rule 15a-6(a)(2) of the Securities and Exchange Act 1934 to persons that are major US
institutional investors, however, transactions in any securities must be effected through a US registered broker-dealer. Any failure to
comply with this restriction may constitute a violation of the relevant country’s laws for which Allenby does not accept liability.

By accepting this communication, you agree that you have read the above disclaimer and to be bound by the foregoing limitations and
restrictions.

Research Recommendation Disclosure

lan Jermin is the author of this research recommendation and is employed by Allenby Capital Limited as an Equity Analyst. Unless
otherwise stated the share prices used in this publication are taken at the close of business for the day prior to the date of publication.
Information on research methodologies, definitions of research recommendations, and disclosure in relation to interests or conflicts of
interests can be found at www.allenbycapital.com. Allenby Capital acts as Joint broker to (The) Character Group plc.
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