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GEAR4MUSIC 

CONSUMER DISCRETIONARY 
 

 

G4M.L 

 970p 

Market Cap: £203.2m 
 

SHARE PRICE (p) 

 
12m high/low 1,010p/525p 

Source: LSE Data 

 

KEY DATA 

Net (Debt)/Cash £2.7m (at 31/03/21) 

Enterprise value £200.5m 

Index/market AIM 

Next news H1 update - October 

Shares in Issue (m) 21.0 

Chairman Ken Ford 

Chief Executive Andrew Wass 

CFO Chris Scott 

 

COMPANY DESCRIPTION 

Gear4music is a leading international online 
retailer of musical instruments and 
equipment. 

www.gear4musicplc.com 
 

Strategic acquisition of AV Online… 

…..and trading in line with expectations 

The group’s AGM trading update included news of a complementary 
acquisition in line with the group’s stated growth strategy. It is to acquire 
the online retailer of audio-visual (AV) equipment, AV Distribution Ltd, 
which trades primarily as AV Online, together with a separate acquisition of 
the AV.com domain name, for a combined consideration of £9.2m. The 
acquisition will increase G4M’s addressable market, benefit from the 
scalability of G4M’s proprietary platform, and should be earnings accretive 
from FY23E. Trading remains in line with Board expectations, including the 
welcome news of UK returning to growth in July and August 

▪ Trading update: G4M had previously announced in its June prelims that 
its Q1 sales had been ahead of expectations, albeit below the exceptional 
level of trading seen in the prior year arising from the pandemic and retail 
lockdown. Since then, the UK has seen sales growth pleasingly return to 
positive territory in July and August. Within Europe, sales lag last year’s 
performance, primarily as a result of cross-border shipping challenges 
post Brexit, rendering a less competitive delivery proposition compared 
with local competitors. These challenges should be banished by the 
planned opening by H2 of the new distribution centres in Spain and 
Ireland. The net balance of these different dynamics is that G4M’s 
aggregate trading remains in line with the Board’s expectations. 

▪ Complementary acquisition of AV Online: In line with its policy of 
strategic acquisitions to complement the group’s core offer, G4M has 
exchanged contracts for the acquisition of AV Distribution Ltd, a 
Lancashire based online retailer of Home Cinema and HiFi equipment. This 
will significantly increase G4M’s total addressable market. It has 
separately acquired the AV.com domain name, under which it will be 
integrated and trading on G4M’s proprietary e-commerce platform from 
Q4 FY22E. The combined £9.2m consideration equates to a trailing 
EV/EBITDA multiple of 7.1x. 

▪ Forecasts unchanged: With trading to date in line with G4M’s 
expectations and FCA approval on change of ownership not expected until 
around December, there are no changes to forecasts at this stage. We 
shall adjust our forecasts later to account for the acquisition, which G4M 
anticipates being EPS accretive from FY23E onwards. 
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FYE MAR (£M) 2020 2021 2022E 2023E 2024E 

Revenue 120.3 157.5 157.5 180.1 200.2 

Adj EBITDA 7.8 19.8 13.9 17.5 20.5 

Fully Adj PBT 3.1 14.6 7.5 10.3 12.9 

Fully Adj EPS (p) 12.2 59.7 29.0 39.9 49.9 

EV/Sales (x) 1.7x 1.3x 1.3x 1.1x 1.0x 

EV/EBITDA (x) 25.9x 10.1x 14.4x 11.5x 9.8x 

PER (x) 79.3x 16.2x 33.5x 24.3x 19.4x 

Source: Company Information and Progressive Equity Research estimates. 
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A profitable and accretive acquisition….. 

….to extend G4M’s addressable market 

Further to the acquisition of the Premier and Eden music brands at the time of the full year 
results, G4M has announced a subsequent acquisition to complement its core business and 
underpin its longer-term growth. As with the previous brand acquisitions, the acquisition 
of AV Online will benefit from the established customer audience of G4M’s proprietary e-
commerce platform and its scalability, adding further reach to AV Online’s already 
profitable business. The added reach possible from re-platforming AV Online onto the G4M 
platform includes selling into Europe, which AV Online does not currently do. 

The acquisition marks G4M’s entry into the audio video market, which has an estimated 
value of £400m in the UK. This will increase the size therefore of G4M’s total addressable 
market. The key larger competitors in this market are High Street based retailers such as 
Richer Sounds and Sevenoaks, although they operate on a multi-channel basis with their 
own B2C websites as well. AV’s offer comprises predominantly third party established 
brands, so there is potential for G4M to introduce more, higher gross margin, own brand 
products, as in its core business, over time.  

AV Distribution Limited – background and financials 

Background 

The company was founded by Carl Pickles in 2003 and is based in Bacup, Lancahire, 
operating from a 26,000sq ft warehouse, offices and a showroom, similar to G4M’s 
showroom operation in York. The product proposition comprises audio-visual equipment, 
ranging from smaller elements such as cables, headphones and accessories through to HiFi 
and Home Cinema systems. AV Online currently has some 21 employees. 

Sales are generated principally from the main website - audiovisualonline.co.uk, 
supplemented with a variety of other channels. These include its Bacup showroom, other 
company owned sites such as hificables.co.uk and the ubiquitous Amazon. The importance 
of the separate acquisition of the AV.com domain name should not be underestimated, as 
shorter abbreviated site names are like proverbial gold dust in e-commerce, being easier 
to remember and (naturally) search, and also therefore likely to appear higher up the 
rankings in page listings. 

Financials 

The consideration for AV Online is £6.2m on a cash free, debt free basis and assuming a 
normalised level of working capital). The AV Online consideration includes £2.5m of 
inventory and the warehouse freehold, which was recently valued at £1.3m. Including the 
£3.0m consideration for the AV.com domain name, the total consideration to enable 
AV.com to be operational before the end of FY22E, subject to FCA change of ownership 
approval, amounts to some £9.2m. This translates to a trailing EV/EBITDA multiple of 7.1x, 
relative to the adjusted £1.3m EBITDA generated by AV Online in the year to 31 March 
2021. The trailing EV/EBITDA multiple falls to 4.8x for the assets of AV Online alone. The 
considerations will be settled in drawing from the group’s £35m revolving credit facility 
(RCF)  
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AV Online – key financials FY20 and FY21 

  

Source: G4M, Progressive Equity Research 

The table above summarises the key financials of AV Distribution Ltd over the past two 
years. This shows impressive top line turnover growth of 54% with EBITDA more than 
doubling, aided by positive operational leverage. The adjusted FY21 EBITDA margin of 15% 
compares favourably to the 12.5% delivered by G4M in FY21.  

The economics of this acquisition look impressive in our view on a standalone basis. When 
compounded by the further upside potential from the many incremental benefits of re-
platforming to that of G4M, they are even more compelling. 

  

FY20 FY21 Change

Turnover (£m) 5.6 8.6 54%

Adjusted EBITDA (£m) 0.6 1.3 117%

Ajusted EBITDA margin (%) 10.7% 15.1% +440bps

PBT (£m) 0.4 1.2 200%

Net assets (£m) 3.3 4.2 27%
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Financial Summary: Gear4music 

Year end: March (£m unless shown)      
      
PROFIT & LOSS 2020 2021 2022E 2023E 2024E 
Revenue 120.3  157.5  157.5  180.1  200.2  
Adj EBITDA 7.8  19.8  13.9  17.5  20.5  
Adj EBIT 4.1  15.5  8.5  11.2  13.8  
Reported PBT 3.1  14.6  7.5  10.3  12.9  
Fully Adj PBT 3.1  14.6  7.5  10.3  12.9  
NOPAT 3.5  13.4  6.9  9.2  11.3  
Reported EPS (p) 12.2  59.7  29.0  39.9  49.9  
Fully Adj EPS (p) 12.2  59.7  29.0  39.9  49.9  
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  13.5  15.2  18.7  
Free Cash flow 3.3  7.7  5.2  5.7  9.3  
FCF per share (p) 15.9  36.6  25.0  27.1  44.2  
Acquisitions (0.4) (0.2) 0.0  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  4.1  4.6  8.2  
Overdrafts / borrowings (13.4) (3.5) (2.5) (2.0) (1.5) 
Cash & equivalents 7.8  6.2  9.3  13.4  21.2  
Net (Debt)/Cash (5.5) 2.7  6.8  11.4  19.6  

      
NAV AND RETURNS 2020 2021 2022E 2023E 2024E 
Net asset value 21.6  34.3  39.4  46.7  56.3  
NAV/share (p) 103.2  163.7  187.7  222.8  268.5  
Net Tangible Asset Value 20.2  19.1  18.3  17.0  15.4  
NTAV/share (p) 96.4  91.2  87.2  81.2  73.4  
Average equity 20.2  27.9  37.4  44.7  54.2  
Post-tax ROE (%) 72.4% 26.8% 27.6% 28.9% 29.1% 

      
METRICS 2020 2021 2022E 2023E 2024E 
Revenue growth 1.8% 30.9% 0.0% 14.3% 11.2% 
Adj EBITDA growth 239.8% 154.9% (29.7%) 26.0% 17.2% 
Adj EBIT growth 8146.0% 275.3% (45.3%) 32.6% 23.2% 
Adj PBT growth (605.4%) 373.9% (48.6%) 37.5% 25.2% 
Adj EPS growth (1670.4%) 388.3% (51.5%) 37.5% 25.2% 
Dividend growth N/A N/A N/A N/A N/A 
Adj EBIT margins 3.4% 9.8% 5.4% 6.2% 6.9% 

      
VALUATION 2020 2021 2022E 2023E 2024E 
EV/Sales (x) 1.7 1.3 1.3 1.1 1.0 
EV/EBITDA (x) 25.9 10.1 14.4 11.5 9.8 
EV/NOPAT (x) 57.8 14.9 28.9 21.8 17.7 
PER (x) 79.3 16.2 33.5 24.3 19.4 
Dividend yield N/A N/A N/A N/A N/A 
FCF yield 1.6% 3.8% 2.6% 2.8% 4.6% 

 

Source: Company information and Progressive Equity Research estimates 
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To arrange a meeting with the management team, or for further information about Progressive, please contact: 
Emily Ritchie 
+44 (0) 20 7781 5311 
eritchie@progressive-research.com 
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