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Steady progress over peak trading period

G4M delivered a solid performance over its peak Q3 trading period, with
financial performance in line with Board expectations. Group sales rose 5%
over last year, with Europe performing particularly strongly (+11%). In the
UK, sales were flat, with Royal Mail strikes and their knock-on impacts
compounding the effects of weaker consumer sentiment. Lower marketing
spend and labour efficiencies offset a temporarily softer gross margin, with
G4M reiterating that FY23E EBITDA and net debt reduction are in line with
consensus market expectations. Our forecasts therefore remain unchanged.

" Trading details — solid revenue delivery over peak period. The strong
trading momentum seen in H1 in Europe (+10%) has continued, nudging
up to an 11% increase in Q3. This largely reflects the infrastructure
investments of FY22, which saw the opening of two additional distribution
hubs in Ireland and Spain. These openings served to improve the overall
European customer and service propositions. The flat UK performance
was stronger than in H1 (-3%), notwithstanding the disruption of the
rolling Royal Mail strikes and their impact on the broader consumer
delivery network. This resulted in longer delivery times, as well as
necessitating an earlier-than-normal cut-off date for orders to guarantee
delivery in time for Christmas.

" Operational performance — efficiencies offset softer gross margin. As in
H1, gross margin performance was softer than last year, but mitigated by
tight control of the operating cost base. In Q3, the gross margin of 25.6%
was 280bps lower than last year (28.4%), but only 70bps lower than the
26.3% achieved in H1 (and 60bps lower than the pre-Covid Q3 FY20 figure
of 26.2%). The lower gross margin is viewed as temporary, reflecting a
continuing targeted reduction both of on-hand inventory, as outlined in
the interim results, and of net debt in a period of poorer consumer
confidence. Firm control of labour and marketing costs has largely offset
the impact of the softer gross margin.

®" Qutlook — macro challenges remain, forecasts unchanged. G4M has
performed robustly over its peak trading period, despite the challenges
associated with the current macroeconomic backdrop and weaker levels
of consumer confidence. While it remains difficult to envisage any
significant easing of macroeconomic challenges and trading conditions
over the short term, G4AM has shown itself adept in managing its overall
business performance. We therefore make no changes to our forecasts.

FYE MAR (£M) 2021 2022 2023E 2024E 2025E
Revenue 157.5 147.6 155.6 1711 188.4
Adj EBITDA 19.8 11.2 8.9 11.9 14.6
Fully Adj PBT 14.6 5.0 1.1 33 5.4
Fully Adj EPS (p) 59.7 17.3 3.9 113 18.4
EV/Sales (x) 0.3x 0.3x 0.3x 0.3x 0.3x
EV/EBITDA (x) 2.6x 4.5x 5.7x 4.3x 3.5x
PER (x) 2.3x 8.0x 35.2x 12.3x 7.5x

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

As we have done previously, we show G4M'’s revenue performance for both Q3 and the
nine-month (9M) periods over previous years, back to FY20 as the pre-Covid base. The 9M
revenue figures are calculated, being the sum of the H1 revenue figures and the Q3 trading
update figures. We provide UK, International and total group figures, together with the
gross margin percentage for the trading periods.

For the 9M period, the gross margin percentage figure has been calculated (by applying the
Q3 gross margin figures provided by G4M in its trading updates to the Q3 revenue figures,
calculating the Q3 gross profit and adding that to the H1 gross profit figures).

Q3 and 9M trading performance details — FY20 to FY23

Sales (Em) Q3FY23 Q3FY22 Q3FY21 Q3FY20] 9MFY23 O9MFY22 9MFY21 9M FY20
UK 26.0 26.0 23.0 20.9 61.5 62.7 59.7 45.7
International 23.5 21.2 29.2 19.4 54.3 49.2 62.7 44.0
Total 49.5 47.2 52.2 40.3 115.8 111.9 122.4 89.7
Change on prior year period (%) Q3 Q3 Q3 Q3 M M M M
UK 0% 13% 10% n.a. -2% 5% 31% n.a.
International 11% -27% 51% n.a. 10% -22% 43% n.a.
Total 5% -10% 30% n.a. 3% -9% 36% n.a.
Gross margin (%) 25.6% 28.4% 29.9% 26.2% 26.0% 28.2% 29.2% 25.6%

Source: G4M, Progressive Equity Research

The FY21 figures, for both sales and gross margin, reflect clearly how G4M benefitted from
the pandemic, as described in previous company statements and our notes, with FY20
representing a more steady-state, pre-Covid trading period. In that context, both the Q3
and 9M revenue figures are substantially ahead of the figures achieved in FY20. At the
group level, 9M FY23 sales are some 29% higher than those delivered in the 9M FY20
period, within which the UK is some 35% higher, delivering three-year compound annual
growth rates of 8.9% and 10.4%, respectively.

In terms of gross margin, the cumulative 9M FY23 performance is 40bps ahead of that
achieved in FY20, despite Q3 FY23 being some 60bps lower. The lower gross margins have
partly resulted from the decision in H1 to make targeted reductions in some slower-moving
stock lines. Inventories decreased by £2.1m across the H1 period ending 30 September
2022 to £43.4m, though this level was some £5.9m (16%) higher than at the H1 period-end
last year. Given this higher level of inventory, the usual increase in inventory in September
to support the peak Christmas trading period was not required. G4M'’s stated intention was
to see further inventory level reductions by the end of H2 FY23, with expectations of
around £35.8m. Q3 has seen such a reduction, though not quantified, alongside the
continuing planned reduction in net debt.

We leave our forecasts unchanged, with our key revenue, EBITDA and PBT figures for FY23E
in line with consensus market expectations. The shape of delivering these profit figures will
likely differ slightly from our full model, with a lower gross margin percentage delivering a
lower gross profit figure, offset by lower operating costs.
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Financial Summary: Gear4music

Year end: March (Em unless shown)

PROFIT & LOSS 2021 2022 2023E 2024E 2025E
Revenue 157.5 147.6 155.6 171.1 188.4
Adj EBITDA 19.8 11.2 8.9 11.9 14.6
Adj EBIT 15.5 6.1 2.8 4.9 7.0
Reported PBT 14.6 5.0 11 3.3 5.4
Fully Adj PBT 14.6 5.0 1.1 3.3 5.4
NOPAT 13.4 4.6 2.1 3.6 5.2
Reported EPS (p) 59.7 17.3 3.9 11.3 18.4
Fully Adj EPS (p) 59.7 17.3 3.9 11.3 18.4
Dividend per share (p) 0.0 0.0 0.0 0.0 0.0
CASH FLOW & BALANCE SHEET 2021 2022 2023E 2024E 2025E
Operating cash flow 15.0 (4.1) 16.6 11.7 15.8
Free Cash flow 9.8 (14.1) 7.8 2.4 6.4
FCF per share (p) 46.8 (67.2) 37.2 11.2 30.5
Acquisitions (0.2) (10.4) 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 8.3 (26.9) 6.3 0.8 4.9
Overdrafts / borrowings (3.5) (28.0) (24.5) (21.0) (20.5)
Cash & equivalents 6.2 3.9 6.7 4.0 8.4
Net (Debt)/Cash 2.7 (24.2) (17.9) (17.0) (12.1)
NAV AND RETURNS 2021 2022 2023E 2024E 2025E
Net asset value 34.3 38.0 374 38.3 40.7
NAV/share (p) 163.8 181.5 178.2 182.6 194.3
Net Tangible Asset Value 23.9 18.2 15.7 15.2 16.9
NTAV/share (p) 114.2 87.0 74.8 72.7 80.4
Average equity 28.0 36.2 38.5 40.1 43.3
Post-tax ROE (%) 17.9% 3.2% 8.6% 13.4% 0.0%
METRICS 2021 2022 2023E 2024E 2025E
Revenue growth (6.2%) 5.4% 9.9% 10.1%
Adj EBITDA growth (43.3%) (20.2%) 32.6% 23.4%
Adj EBIT growth (60.3%) (54.6%) 77.1% 42.4%
Adj PBT growth (65.8%) (77.2%) 187.2% 63.4%
Adj EPS growth (71.1%) (77.3%) 187.2% 63.4%
Dividend growth N/A N/A N/A N/A
Adj EBIT margins 4.2% 1.8% 2.9% 3.7%
VALUATION 2021 2022 2023E 2024E 2025E
EV/Sales (x) 0.3 0.3 0.3 0.3 0.3
EV/EBITDA (x) 2.6 4.5 5.7 43 3.5
EV/NOPAT (x) 3.8 11.2 24.7 14.0 9.8
PER (x) 2.3 8.0 35.2 12.3 7.5
Dividend yield N/A N/A N/A N/A N/A
FCF yield 33.8% (48.5%) 26.8% 8.1% 22.0%

Source: Company information and Progressive Equity Research estimates

Gear4music
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Disclaimers and Disclosures

Copyright 2023 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.

Breadth of coverage Analyst calibre

100+ covered across 12 m with
stocks sectors 15 Ly average 20

analysts s ss s 0 ® experience years

(%]

§ 2 of over
E E E wn "?.D L "
- R R S E

= = tecl
4 £ ; - BEE W\ indusiry echMA3CJ]

O - - Sl @] > EXTEL
: o ; S o8 \ LR EXTEL
() £

=\ AZ awards

> & ﬁ%'.-‘\i\'-\-ilkf'

To arrange a meeting with the management team, or for further information about Progressive, please contact us at:
+44 (0) 20 7781 5300
info@progressive-research.com



