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Steady as she goes...

...on track to meet consensus expectations

G4M'’s Q3 trading update showed a continuation of the trends seen in H1,
with a robust domestic market performance offset by ongoing short-term
post-Brexit challenges in Europe. The latter are being addressed through
scaling up the new distribution centres in Spain and the Republic of Ireland,
with European revenues set to regain momentum in FY23E. With nine-
month sales down c.9% against last year’s exceptional performance, G4M’s
FY22E EBITDA remains in line with consensus expectations of £12.0m.

" Q3 trading update. G4M traded in line with the Board’s expectation over
the peak Q3 trading period. Aggregate group sales fell 10% compared with
the exceptional period last year but were up 17% compared with the pre-
Covid Q3 period two years ago. Gross margin at 28.4% remains strong,
220bps higher than two years ago, albeit down on last year’s exceptional
achievement at 29.9%. Q3 gross profit was 27% higher than two years ago,
equating to a two-year compound growth rate (CAGR) of just under 13%.

" UK performing strongly. Quarterly trading in the UK remains on an
upward trend, with Q3 sales up 13% on Q3 last year, improving from the
flat sales performance in H1 against very tough comparatives. Q3 sales are
up 24% on a two-year view, with a two-year CAGR of more than 11%.

" Post-Brexit challenges persist. Sales in Europe remain constrained by
ongoing post-Brexit challenges, down 27% from Q3 last year, though still
up 9% on a two-year view. These challenges should be mitigated through
the scaling up of new distribution centres in Spain and Ireland, with
positive sales momentum expected as G4M heads into FY23E.

" AV.com launched. Following completion of the acquisition of AV
Distribution Ltd in December, the group successfully launched the AV.com
website on 13 January 2022. With its focus on Home Cinema and HiFi
products, the acquisition increases G4M'’s addressable European market
size by an estimated £2.7bn. AV’s acquisition, combined with a strong
pipeline of product, systems and website developments, underpins G4M'’s
longer-term growth prospects.

" Forecasts unchanged. G4M confirmed that EBITDA for FY22E remains on
course to meet current consensus expectations of £12.0m from a
consensus turnover base of £149.2m.

FYE MAR (£M) 2020 2021 2022E 2023E 2024E
Revenue 120.3 157.5 150.5 171.7 190.9
Adj EBITDA 7.8 19.8 12.1 15.1 17.8
Fully Adj PBT 3.1 14.6 5.6 7.6 9.7
Fully Adj EPS (p) 12.2 59.7 21.5 29.4 37.5
EV/Sales (x) 1.3x 1.0x 1.0x 0.9x 0.8x
EV/EBITDA (x) 20.4x 8.0x 13.0x 10.5x 8.9x
PER (x) 56.4x 11.6x 32.0x 23.4x 18.4x

Source: Company Information and Progressive Equity Research estimates.
This publication should not be seen as an inducement under MiFID Il regulations.

Please refer to important disclosures at the end of the document.
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Trading details

In the following table we lay out G4M’s revenue performance for both Q3 and the nine-
month (9M) periods over the past three years. The latter 9M figures represent the sum of
the interim H1 revenue figures and the Q3 trading update figures. We have provided UK,
International and total group figures, together with the gross margin percentage. This has
been calculated for the 9M period on the basis of the Q3 gross margin figures provided by
G4M in its trading updates. The FY21 figures, for both sales and gross margin, reflect clearly
how G4M benefited from the pandemic, as described in previous company statements and
our notes.

‘ Q3 and 9M trading performance details — FY20, FY21 and FY22

Sales (Em) Q3FY22 Q3FY21 Q3FY20] 9MFY22 9MFY21 9MFY20
UK 26.0 23.0 20.9 62.7 59.7 45.7
International 21.2 29.2 194 49.2 62.7 44.0
Total 47.2 52.2 40.3 111.9 122.4 89.7
Change on prior year period (%) Q3 Q3 Q3 LY IM IM
UK 13% 10% n.a. 5% 31% n.a.
International -27% 51% n.a. -22% 43% n.a.
Total -10% 30% n.a. -9% 36% n.a.
Gross margin (%) 28.4% 29.9% 26.2% 28.2% 29.2% 25.6%

Source: G4M, Progressive Equity Research

G4M provided comparative Q3 performance figures not only for last year, but also for the
equivalent trading period two years ago. This enables trading to be measured against and
compared with the last available pre-Covid trading period, a practice used by companies
both in retail and across many other sectors.

On this basis, as detailed within the trading update, compared with the Q3 period to 31
December 2019 (part of the FY20 reporting period), G4M'’s latest Q3 sales performance
increased by 24% in the UK, by 9% in Europe and the Rest of the World, and by 17% in
aggregate. This two-year view arguably gives a better picture of underlying sales progress.

An even better perspective, in our view, is the two-year comparison for the longer SM
period. On this basis, the UK grew its sales base by 37%, Europe and the Rest of the World
by 12%, and the group by 25%. The group figure equates to a two-year compound annual
growth rate (CAGR) of around 12%.

While Q3’s gross margin of 28.4% was down by 150bps compared with last year, it should

be noted that it was some 40bps higher than the 28.0% reported in H1, bringing the
cumulate 9M figure up to c.28.2%.

Geardmusic
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Financial Summary: Gear4music

Year end: March (Em unless shown)

PROFIT & LOSS 2020 2021 2022E 2023E 2024E
Revenue 120.3 157.5 150.5 171.7 190.9
Adj EBITDA 7.8 19.8 12.1 15.1 17.8
Adj EBIT 4.1 15.5 6.7 8.8 10.9
Reported PBT 3.1 14.6 5.6 7.6 9.7
Fully Adj PBT 3.1 14.6 5.6 7.6 9.7
NOPAT 3.5 13.4 5.5 7.2 8.9
Reported EPS (p) 12.2 59.7 21.5 29.4 37.5
Fully Adj EPS (p) 12.2 59.7 21.5 29.4 37.5
Dividend per share (p) 0.0 0.0 0.0 0.0 0.0
CASH FLOW & BALANCE SHEET 2020 2021 2022E 2023E 2024E
Operating cash flow 7.2 14.9 5.0 15.0 15.6
Free Cash flow 3.3 7.7 (7.6) 6.0 6.7
FCF per share (p) 15.9 36.6 (36.2) 28.5 32.1
Acquisitions (0.4) (0.2) (4.7) 0.0 0.0
Disposals 0.0 0.0 0.0 0.0 0.0
Shares issued 0.0 0.0 0.0 0.0 0.0
Net cash flow 2.0 8.2 (13.4) 4.9 5.7
Overdrafts / borrowings (13.4) (3.5) (12.7) (9.2) (5.7)
Cash & equivalents 7.8 6.2 2.0 3.4 5.6
Net (Debt)/Cash (5.5) 2.7 (10.7) (5.8) (0.1)
NAV AND RETURNS 2020 2021 2022E 2023E 2024E
Net asset value 21.6 34.3 33.1 38.2 45.2
NAV/share (p) 103.2 163.7 157.8 182.3 215.4
Net Tangible Asset Value 125 24.0 16.8 20.6 26.6
NTAV/share (p) 59.8 114.3 80.3 98.0 126.9
Average equity 20.2 27.9 36.6 42.0 49.1
Post-tax ROE (%) 72.4% 19.9% 20.8% 23.1% 30.5%
METRICS 2020 2021 2022E 2023E 2024E
Revenue growth 1.8% 30.9% (4.4%) 14.1% 11.2%
Adj EBITDA growth 239.8% 154.9% (38.7%) 24.7% 17.9%
Adj EBIT growth 8146.0% 275.3% (56.8%) 32.0% 23.6%
Adj PBT growth (605.4%) 373.9% (61.8%) 36.7% 27.3%
Adj EPS growth (1670.4%) 388.3% (64.0%) 36.7% 27.3%
Dividend growth N/A N/A N/A N/A N/A
Adj EBIT margins 3.4% 9.8% 4.4% 5.1% 5.7%
VALUATION 2020 2021 2022E 2023E 2024E
EV/Sales (x) 1.3 1.0 1.0 0.9 0.8
EV/EBITDA (x) 20.4 8.0 13.0 10.5 8.9
EV/NOPAT (x) 45.5 11.7 28.8 21.8 17.7
PER (x) 56.4 11.6 32.0 23.4 18.4
Dividend yield N/A N/A N/A N/A N/A
FCF yield 2.3% 5.3% (5.2%) 4.1% 4.6%

Source: Company information and Progressive Equity Research estimates

Gear4music
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Disclaimers and Disclosures

Copyright 2022 Progressive Equity Research Limited (“PERL”). All rights reserved. Progressive’s research is commissioned by the subject
company under contract and is freely available to the public and all institutional investors. Progressive does not offer investors the ability to
trade securities. Our publications should not, therefore, be considered an inducement under MiFID |l regulations. 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.
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To arrange a meeting with the management team, or for further information about Progressive, please contact:
Keith Hodgskiss

+44 (0) 20 7781 5300

khodgskiss@ progressive-research.com



