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Market data

EPIC/TKR GTLY
Price (p) 164
12m High (p) 177
12m Low (p) 118
Shares (m) 110.8
Mkt Cap (Em) 182
EV (Em) 185
Free Float* >40%
Market AIM

*As defined by AIM Rule 26

Description

Gateley provides legal and
professional services predominantly
through its UK offices. In 2015, it was
the first full-service commercial law
firm to float.
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GATELEY (HOLDINGS) PLC

Excellent full-year results

Gateley reported another strong set of results, again beating market expectations,
underlining its consistency and predictable performance. A broad-based, legal and
professional services group, Gateley is a leader in serving the UK mid-market. It
continues to deliver onits pre-IPO plan, growing revenue, profit, breadth of service
offering and geographical footprint since flotation. Strong cash generation and
organic revenue growth were highlights, with 10.7% of revenues coming from
acquisitions. Gateley made two strategic acquisitions this year, for shares and cash,
which enhances its long-term excellent organic growth performance. A recent
strategic placing improved liquidity and further expanded its institutional
shareholder list.

>

Strategy: Gateley has proved itself a consistent performer in this new and
exciting sector, with solid organic growth, boosted by complementary legal and
professional services acquisitions. A high-growth core business with strong cash
generation, isled by aseasoned management team with a track record of delivery,
pre and post-IPO.

Results: Results were strong, with EPS of 11.8p, up 7%, vs. our forecast of 11.3p,
and accompanied by agenerous 14.3% hike in the dividend. The outlook comment
was extremely positive - “the Group is well positioned to make even greater
progress in the current financial year” - this after a 20% revenue growth year!

Valuation: The valuation, based on our forecasts, is shown in the table below, and
the stock is clearly modestly rated, given the track record, attractive dividend
yield and resilience. Particularly attractive are the inherently strong financial
characteristics, with good cash generation and a limited investment requirement.

Risks: This is a people business. People can leave. Gateley’s record, since IPO, in
lateral hires and limited losses is impressive, with retirees handing over to the
next generation and securing clients. Any new CEO is also a risk, but the change
is being closely managed, planned a long way out, and strategy will be unchanged.

Investment summary: Gateley is a quality player in a new and exciting space,
which is increasingly attracting investor attention. It is a high-quality legal and
professional services group with significant growth potential, an excellent
delivery track record, a strong management team, and a strategy to diversify
further in complementary professional services. Its valuation is far from
demanding, in our view.

Financial summary and valuation

Year-end Apr (Em) 2017 2018 2019 2020E 2021E
Sales 77.6 86.1 103.5 111.2 120.1
EBITDA* 14.9 16.5 19.1 213 22.9
PBT (adjusted) 138 14.1 16.0 17.7 19.3
EPS (adjusted, p) 9.4 10.6 11.8 130 14.2
DPS (p) 6.6 7.0 8.0 8.8 9.7
Net cash -4.8 -0.7 =312 20 4.6
P/E (x) 17.4 154 13.9 12.6 11.6
EV/EBITDA (x) 12.1 10.7 9.7 8.4 7.8
Dividend yield 4.0% 4.3% 4.9% 5.4% 5.9%

*Pre-share-based costs; Source: Hardman & Co Research

Disclaimer: Attention of readers is drawn to important disclaimers printed at the end of this document
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Final results
Highlights

The headlines from the final results are:

» revenues up over 20%, half organic;
company-adjusted EBITDA up 16%;

basic EPSup 7%;

dividend up 14%, with payout still under 70%; and

vV v.vY

new year has started strongly.

Management was in a positive mood at the analysts’ meeting, and the new CEO
presented well and gave a confident performance. We go into some more detail on the
numbers below.

P&L

Revenue grew by 20.2% for the year, vs. 20.1% growth in 1H. Of this, 9.5% was organic
- a slight reduction on the 10.2% organic growth seen in 1H. This is a very solid
performance in an uncertain UK economy that could create further opportunities for
Gateley due to its service line balance and resilience. The segmental analysis is as
shown in the table below.

Gateley - segment revenue and profit

Revenue Revenue EBIT EBIT Rev. chg. EBIT margin
2018 2019 2018 2019 2019 vs. 2018 2019
Property 33.7 434 15.8 19.8 28.9% 45.6%
Banking Finance 15.5 17.0 58 6.4 9.6% 38.0%
Corporate 16.0 16.9 4.3 50 5.6% 29.5%
Business Services 12.2 13.4 5.1 6.0 9.9% 44.6%
Employment, pensions and benefits 7.5 111 2.8 4.0 47.6% 36.0%
Unbilled movements, etc. 1.1 1.6 1.1 1.6 41.8% 100.0%
Total 86.1 103.5 34.9 42.9 20.2% 41.4%

Source: Hardman & Co Research

Property benefited from the acquisition of GCL Solicitors in Guildford during the year,
while Employment, pensions and benefits (EPB) now includes the successful and
overachieving Kiddy acquisition. We estimate that the underlying growth in Property
was closer to 11% and in EPB 8%. Gateley now has 21 individual service lines, up from
15 at IPO, and it is the diversity and breadth of activities with a clear focus on client
service that give security of revenue and growth - the CEO commented at the
analysts’ meeting that the business had seen revenue growth every year for the past
30 years, which is truly impressive.

Costs have grown a little faster than revenues, as the group continues to invest. New
hires are asignificant feature, with average staff numbers rising by 20% and personnel
costs rising by a similar amount. There is some investment in overheads, including the
transition to a new enterprise resource planning system, which is setting up the
business (legal and non-legal) and infrastructure for the next decade, and perhaps
even beyond.
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The growth in staff numbers was 7.4% organic (58 staff) and 12.4% through
acquisitions (94 staff), with a roughly equal balance between fee earners and support
staff - there looks to have been some investment ahead of future growth.

Gateley - personnel trends

2018 2019 % chg.
Legal and prof. staff nos. 509 610 19.8%
Administrative staff nos. 248 297 19.8%
Wages and salaries (£000) 45.825 54.341 18.6%
Personnel costs (£000) 52.621 63.412 20.5%
Avg. salary (£000) 60.535 59913 -1.0%

Source: Hardman & Co Research

Depreciation and amortisation saw a large pick-up, from £1.5m to £2.5m, which was
largely the impact of the acquisitions in the year, while other operating expenses saw
a 25.7% increase to £22m. This reflects the investment in infrastructure ahead of
growth, as well as acquisitions, including the additional GCL office in Guildford.

This led to margins dipping slightly, from 19.2% to 18.5%, at the company’s preferred
measure of adjusted EBITDA, which excludes share-based payments. The FD
confirmed that he believed this to be a temporary dip, and we expect that these
margins should trend closer to 20% in the medium term as synergies and expansion
on an already well-established UK platform comes through.

Thisis a pretty attractive level for most businesses, and given Gateley’s limited capital
expenditure requirements, it is a metric that affords the opportunity for excellent
returns to investors. Capex has been running at just over £1m p.a. on a sales base of
over £100m. This will likely pick up somewhat as the company invests in its new ERP
system, but a business with revenues of over £100m, generating pretty stable EBITDA
margins of 20% going forward, and with such limited capex, will be generating cash
before working capital of £18m, we estimate - that’s a highly cash-generative
business.

While capex is very low by the standards of most service businesses, working capital
is typically significant for law firms, and we understand that Gateley is considerably
better than the industry average, in part a reflection of its prudent approach to
recognition of work in progress. Management is arguably less aggressive in its
commentary here than certain of the peer group, with Gateley recognising that client
relationships are the foundation of the business and that sometimes clients need some
flexibility from their suppliers. Nevertheless, lockup, which is the total of invoiced and
unbilled revenue, is improving, as shown in the table below.

The picture will be affected at the margin level by acquisitions, especially the non-legal
businesses, which may have different profiles, and likely shorter payment terms. A
more subtle point is that the acquisitions can in the short term push up the level of
debtor days, as there is a full amount of debtors at year-end but only part of a year’s
sales. We doubt that this is a significant effect, but one to note.

Two other points are noteworthy in this area. First, there is a prudent accounting
change, but the level of provisioning remains at 7%-8% of gross debtors, slightly up
YoY - this is consistent with an increase in the proportion of the book over 120 days
past due. Second, the level of unbilled revenue is conservatively stated, as Gateley
does not account for work in progress on contingent fee cases. Hence there is an
additional “hidden” asset in the balance sheet, representing significant work
undertaken to date, which may result in future fees.
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Working capital - lockup

2017 2018 2019
Receivables days 123 121 120
Unbilled days 49 45 38
Lockup 172 166 157
Current 65.6% 59.3% 57.9%
Past due 0-30 days 6.6% 10.6% 11.2%
Past due 31-120 days 11.4% 14.2% 11.0%
Past due >120 days 16.4% 15.9% 19.9%
Provided 7.1% 7.2% 7.6%

Source: Hardman & Co Research

This is an attractive feature of the group’s conservative accounting approach, and
represents real value to shareholders - it would increase net assets by over 70% and
represents a potential asset of over 20p/share.

Net assets are up by one third to £30m - acquisitions have been financed broadly
50:50 debt:equity, leading to increased equity, as well as retained profits. Net debt at
the year-end stood at a modest £3.2m, up from £0.7m last year - this partly reflects
the cash element of acquisitions during the year, plus loans to the former partners of
GCL - liabilities taken on at the time of the acquisition for which Gateley borrowed
another £3m of term debt. We expect the group to be cash-positive by the next year-
end if no further acquisitions are undertaken. Management is keen to point out that it
does not feel restricted by the size of acquisitions it may make in the future. A small
acquisition may need additional debt whereas alarger acquisition could be entirely for
shares.

Operations

Anexciting investment is being undertaken in anew ERP system, which is animportant
development for the expanding group structure. The CEO indicated that the pipeline
of potential acquisitions was strong, and comprised both legal and non-legal firms. We
expect the group to pass the milestone of 1,000 employees this year - hence the need
for the increased infrastructure spend and operational investments. This should
position the group well in terms of employee attractiveness and for further lateral
hires, where the group has been extremely successful especially since its change in
2015 from a traditional partnership model to a plc.

The company is engaged in discussions with senior employees on a new five-year
Orderly Market Agreement, which should be announced in the next several months. A
new long-term incentive plan (LTIP) is also being introduced, having taken into
account comments from shareholders in relation to their existing Stock Appreciation
Rights Scheme, from which they are moving away. If EPS growth is sub-5%, none of the
shares will vest, and more than 10% EPS growth is required for full vesting (we
understand that this may be post acquisitions).

Outlook

The CEO commented in the meeting that the year had started off positively, and
management appears confident about the current year, in spite of Brexit fears often
being voiced elsewhere. We have kept our forecasts reasonably conservative, as it is
early in the year, and the impact of a potential hard Brexit is hard to gauge, although
Gateley management consistently emphasises the solid track record and earnings
power of the group through difficult historical economic times, the resilience of the
broad income streams and counter cyclical service lines. We certainly do not expect
any significant impact on Gateley, even in a hard Brexit scenario.
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New CEO

Ahead of the results, Gateley announced that Rod Waldie, who is currently the Senior
Office Partner of the Manchester office, had been chosen to succeed Michael Ward as
the new CEO, when Michael Ward stands down from the role on 30 April 2020.

This is demonstrating good corporate governance with a clear succession plan. The
other point made was that Michael Ward, after relinquishing the CEO role, will remain
a main board director and will be responsible for the non-legal businesses within the
group. The announcement indicated that he will also retain a significant shareholding
in Gateley for the foreseeable future.

Rod Waldie is as a key member of the group’s management board, and is head of the
national property team, an important segment for Gateley. He joined Gateley via the
acquisition of the Manchester office of Halliwells LLP in 2010, and has been involved
in the successful integration of a number of Gateley’s post-IPO acquisitions, including
Gateley Capitus, Gateley Hamer and GCL Solicitors.

Rod will shadow Michael on CEO-related activities in the run-up to his official
appointment and will join the Board as CEO on 1 May 2020. He will be introduced to
investors at the group’s final results roadshow in July 2019 and will attend the
company’s AGM on 19 September 2019 - again demonstrating good governance.
Gateley’s website lists his expertise as leading a team of real estate lawyers handling a
mixture of work. Rod was part of the management team that led Gateley through its
2015 IPO and will continue the present strategy.
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Disclaimer

Hardman & Co provides professional independent research services and all information used in the publication of this report has been compiled from publicly available
sources that are believed to be reliable. However, no guarantee, warranty or representation, express or implied, can be given by Hardman & Co as to the accuracy,
adequacy or completeness of the information contained in this research and they are not responsible for any errors or omissions or results obtained from use of such
information. Neither Hardman & Co, nor any dffiliates, officers, directors or employees accept any liability or responsibility in respect of the information which is subject
to change without notice and may only be correct at the stated date of their issue, except in the case of gross negligence, fraud or wilful misconduct. In no event will
Hardman & Co, its affiliates or any such parties be liable to you for any direct, special, indirect, consequential, incidental damages or any other damages of any kind even
if Hardman & Co has been advised of the possibility thereof.

This research has been prepared purely for information purposes, and nothing in this report should be construed as an offer, or the solicitation of an offer, to buy or sell
any security, product, service or investment. The research reflects the objective views of the analyst(s) named on the front page and does not constitute investment
advice. However, the companies or legal entities covered in this research may pay us a fixed fee in order for this research to be made available. A full list of companies or
legal entities that have paid us for coverage within the past 12 months can be viewed at http://www.hardmanandco.com/legals/research-disclosures. Hardman may
provide other investment banking services to the companies or legal entities mentioned in this report.

Hardman & Co has a personal dealing policy which restricts staff and consultants’ dealing in shares, bonds or other related instruments of companies or legal entities which
pay Hardman & Co for any services, including research. No Hardman & Co staff, consultants or officers are employed or engaged by the companies or legal entities covered
by this document in any capacity other than through Hardman & Co.

Hardman & Co does not buy or sell shares, either for their own account or for other parties and neither do they undertake investment business. We may provide
investment banking services to corporate clients. Hardman & Co does not make recommendations. Accordingly, they do not publish records of their past
recommendations. Where a Fair Value price is given in a research note, such as a DCF or peer comparison, this is the theoretical result of a study of a range of possible
outcomes, and not a forecast of a likely share price. Hardman & Co may publish further notes on these securities, companies and legal entities but has no scheduled
commitment and may cease to follow these securities, companies and legal entities without notice.

The information provided in this document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or use
would be contrary to law or regulation or which would subject Hardman & Co or its dffiliates to any registration requirement within such jurisdiction or country.

Some or all alternative investments may not be suitable for certain investors. Investments in small and mid-cap corporations and foreign entities are speculative and
involve a high degree of risk. An investor could lose all or a substantial amount of his or her investment. Investments may be leveraged and performance may be volatile;
they may have high fees and expenses that reduce returns. Securities or legal entities mentioned in this document may not be suitable or appropriate for all investors.
Where this document refers to a particular tax treatment, the tax treatment will depend on each investor's particular circumstances and may be subject to future change.
Each investor’s particular needs, investment objectives and financial situation were not taken into account in the preparation of this document and the material
contained herein. Each investor must make his or her own independent decisions and obtain their own independent advice regarding any information, projects, securities,
tax treatment or financial instruments mentioned herein. The fact that Hardman & Co has made available through this document various information constitutes neither
a recommendation to enter into a particular transaction nor a representation that any financial instrument is suitable or appropriate for you. Each investor should
consider whether an investment strategy of the purchase or sale of any product or security is appropriate for them in the light of their investment needs, objectives and
financial circumstances.

This document constitutes a financial promotion’ for the purposes of section 21 Financial Services and Markets Act 2000 (United Kingdom) (‘FSMA’) and accordingly
has been approved by Capital Markets Strategy Ltd which is authorised and regulated by the Financial Conduct Authority (FCA).

No part of this document may be reproduced, stored in a retrieval system or transmitted in any form or by any means, mechanical, photocopying, recording or otherwise,
without prior permission from Hardman & Co. By accepting this document, the recipient agrees to be bound by the limitations set out in this notice. This notice shall be
governed and construed in accordance with English law. Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of Capital Markets Strategy
Ltd and is authorised and regulated by the FCA under registration number 60084.3. Hardman Research Ltd is registered at Companies House with number 8256259.

(Disclaimer Version 8 - Effective from August 2018)

Status of Hardman & Co’s research under MiFID I

Some professional investors, who are subject to the new MiFID [l rules from 3rd January, may be unclear about the status of Hardman & Co research and, specifically,
whether it can be accepted without a commercial arrangement. Hardman & Co's research is paid for by the companies, legal entities and issuers about which we write
and, as such, falls within the scope of ‘minor non-monetary benefits’, as defined in the Markets in Financial Instruments Directive Il.

In particular, Article 12(3) of the Directive states: ‘The following benefits shall qualify as acceptable minor non-monetary benefits only if they are: (b) ‘written material
from a third party that is commissioned and paid for by a corporate issuer or potential issuer to promote a new issuance by the company, or where the third party firm is
contractually engaged and paid by the issuer to produce such material on an ongoing basis, provided that the relationship is clearly disclosed in the material and that the
material is made available at the same time to any investment firms wishing to receive it or to the general public...’

The fact that Hardman & Co is commissioned to write the research is disclosed in the disclaimer, and the research is widely available.

The full detail is on page 26 of the full directive, which can be accessed here: http.//ec.europa.eu/finance/docs/level-2-measures/mifid-delegated-regulation-2016-

2031.pdf

In addition, it should be noted that MiFID II's main aim is to ensure transparency in the relationship between fund managers and brokers/suppliers, and eliminate what
is termed ‘inducement’, whereby free research is provided to fund managers to encourage them to deal with the broker. Hardman & Co is not inducing the reader of our
research to trade through us, since we do not deal in any security or legal entity.
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