Pepco cuts Poundland profit forecast sharply amid sale talks and tough trading
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Pan-European discounter Pepco Group has revised its profit guidance for Poundland, the UK arm of its operations, ahead of a potential sale. This development comes amidst challenging trading conditions that have significantly affected Poundland's sales and overall performance. In its interim results for the six months to 31 March, Pepco reported a 6.5% decline in Poundland's revenues, standing at £830.8 million. This starkly contrasts with positive growth in Pepco and Dealz brands, which saw revenue increases of 9.3% and 13.8% respectively during the same period.
The company now anticipates that Poundland will achieve an underlying EBITDA between £0 and £16.8 million for the full year, a dramatic decline from previous expectations of £42.1 million to £59 million. This adjustment reflects not only disappointing sales figures but also significant issues related to stock clearance and product availability, compounded by the ongoing economic turbulence affecting the retail sector. According to Pepco's CEO, Stephan Borchert, the trading environment remains highly challenging, and these sentiments echo a broader trend within the discount retail market as global inflation and cost pressures mount.
Adding to the urgency of the situation, Pepco is actively pursuing an auction process to divest Poundland, with hopes to complete the sale by the end of September. Reports suggest that several private equity firms, including Gordon Brothers, Hilco Capital, Endless, and Modella Capital, are among the shortlisted bidders for the retailer. The anticipated divestiture reflects not only strategic shifts within Pepco but also a broader trend among retailers facing similar challenges in the current climate.
Reflecting on the operational adjustments at Poundland, Borchert noted the reappointment of Barry Williams as managing director earlier this year, stating that Williams is leading a recovery plan focused on revitalising the retailer's traditional strengths. However, the store closures, with 20 locations shuttered during the latest reporting period, are indicative of the scale of the challenges facing Poundland amidst heightened competition and faltering consumer confidence.
This trend is not isolated. Across Europe, Pepco's performance has been affected by a difficult trading environment, evident in their reported 2.5% decline in first-half same-store sales as of April 2024. Nevertheless, Pepco’s overall group revenue managed to increase by 11%, reaching €3.2 billion, largely as a result of expanding its footprint with 289 new store openings. This expansion strategy indicates a shift in focus towards markets performing better than the UK, suggesting a strategic realignment in Pepco's international growth efforts.
Moreover, the competitive landscape for discount retailers has been evolving rapidly, with Pepco itself facing increasing pressure from rivals as economic conditions continue to tighten. In December 2024, the company acknowledged a £675 million impairment charge for Poundland, further highlighting the performance declines and deteriorating outlook under the current economic climate. The impairments were a direct result of soaring budget costs and falling sales, with Poundland's like-for-like sales seeing a further drop of 3.6% for the year ending in September 2024.
Despite these setbacks, there is a glimmer of hope. The ongoing restructuring efforts and the potential sale of Poundland could herald a new chapter for the retailer, should it succeed in refocusing its business strategy more effectively. However, much will depend on how quickly it can adapt to return to profitability, particularly in the face of ongoing inflationary pressures and shifting consumer behaviours that characterise today’s market landscape. As the situation unfolds, both shareholders and consumers will be watching closely to see how these changes will impact Poundland’s future and its position within the broader Pepco Group. 
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