31 May 2018

hardmanco

Business support services

7 T Qdzory

Source: Eikon Thomson Reuters

EPIC/TKR GTLY
Price (p) 169
12m High (p) 200
12m Low (p) 152
Shares (m) 108.0
Mkt Cap (£m) 182.5
EV (£m) 179.0
Free Float* 40.3%
Market AIM

*As defined by AIM Rule 26

Description

Gateley provides legal services
through 9 offices in the UK and one in
Dubai. In 2015, it was the first full-
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Gateley (Holdings) Plc

Fiscal 2018 Trading Update and Acquisition

Gateley is a broad-based commercial law and complementary professional services
group. It is a leader in the UK mid market, and has seen double digit revenue and
profit growth over more than 10 years. This trading update confirmed that full year
FY18 results will meet market expectations, and was accompanied by its third
acquisition since IPO, the first in the legal sector. The deal is highly complementary

and

was done with a mix of shares and cash, an option not available pre-IPO. We

have fine-tuned our next year forecasts upwards for the acquisition, which is
immediately earnings enhancing.

>

Current Trading: The trading update confirmed that the group’s strong organic
growth continues and that full year profits will be in line with market
expectations. Interims showed growth in revenue of 10% (mainly organic) and
of 6.3% in EBITDA, and full year numbers will be somewhat better, while next
year will be boosted by the latest and largest acquisition to date.

Forecasts: We forecast organic revenue growth of 7% this year and next, leading
to earnings per share growth of c. 8%. The latest acquisition fits well with
Gateley’s strength across many property and land related clients and further
boosts revenue and profit growth.

Valuation: the stock market will often ascribe a low/prudent valuation to a new
sector, and as market participants become more familiar with the industry, the
valuation has potential to grow. Increased activity in the sector may create
further acquisition opportunities for Gateley.

Risks: The company has broad exposure to the UK economy, primarily to SMEs.
Earnings were resilient during the global financial crisis, and we would expect
any economic slowdown to have limited impact, with some drift in working
capital, and a lesser impact on earnings. Retention of key people remains good,
and this acquisition includes 4 year lock- ins for key individuals in keeping with
Gateley's IPO strategy, and management’s objective of encouraging earlier and
widespread equity ownership.

Investment summary: Gateley is a high quality professional services company
with significant growth potential as it has a small share of a growing and
consolidating market. It has a good track record, a strong management team,
and considerable grow potential. It offers a dividend yield of over 4%.

Financial summary and valuation

Year-end Apr (£Em) 2015 2016 2017 2018E 2019E
Sales 60.9 67.1 77.6 83.0 96.0
EBITDA [1] 11.3 12.9 14.9 16.0 18.4
PBT Adjusted 10.5 12.0 13.8 13.9 16.0
EPS (Adj., p) 8.3 9.1 10.1 10.9 12.0
DPS (p) 5.1 5.6 6.6 7.0 7.4
Free cash flow 3.0 13.4 6.0 12.8 12.4
Net assets [2] 0.0 12.7 17.4 20.9 25.3
Net cash -19.2 -4.2 -4.9 -0.1 3.2
PE 20.4 18.6 16.8 15.5 14.1
EV/EBITDA 16.7 14.1 12.4 11.3 9.7
Div yield 3.0% 3.3% 3.9% 4.1% 4.4%

[1] excludes share based payments [2] LLP basis 2015
Source: Gateley accounts, Hardman & Co Research

Disclaimer: Attention of readers is drawn to important disclaimers printed at the end of this document
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Trading update

Making steady progress

The trading update confirmed that Gateley is on track to meet market expectations
for the full year. The statement talks of the Board being “delighted” with revenue
and profit growth in the year, which suggests we may receive a pleasant surprise
with the full year numbers, although for the moment we are keeping our current
year forecasts unchanged. We conceivably may have to revise up for fiscal 2018/19,
given both the hint that current year “base” may be higher than we project and given
more details on initial experience with the acquisition.

Importantly, the group has recorded growth across all segmental reporting lines,
“reflecting Gateley’s strength in depth”, while property and corporate have achieved
over 15% revenue growth, which continues an impressive performance. Staff
numbers continue to grow as the company invests in additional capacity to meet
increased demand.

CEO Michael Ward, commented “l am delighted with the strong performance of the
business this year and the growth we have achieved in both fees and profitability.”

The final dividend will be in line with the stated dividend policy of distributing up to
70% of after-tax profits, and the finals will be on 17 July.
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Acquisition

Concurrently with its trading statement, the group announced its third and largest
acquisition since coming to the market, this time a legal business. GCL Solicitors LLP,
a specialist in legal advice for land and property clients, is being acquired for a
consideration of £4.15m in stock and cash on closing.

As with Gateley’s conversion from LLP to Plc, LLP balance sheets typically have zero
net assets, as their assets are largely WIP (work in progress) and debtors, financed
by partners’ capital. At GCL, these assets will be turned into cash in order to repay
£1.32m of liabilities owed to the now former partners of GCL (the liabilities will be
converted into loans). Future GCL working capital will of course have to be financed
from operations and debt. Completion was announced on 23 May 2018.

GCL adds 79 staff to Gateley’s Property Group, including 6 partners, significantly
increasing the size of the Gateley Residential Development team which currently
comprises 119 staff and sits within its Property Group. The partner base of GCL is
well spread in age, from 38 to 55 years.

The addition of GCL will position Gateley’s offering as one of the UK’s largest
specialist Residential Development teams. Gateley currently works with 18 out of
the top 20 national housebuilders providing support on planning, land acquisition
and sales of plots. GCL works largely with the next tier of smaller housebuilders
across southern regions, with a client base complementary to that of Gateley.

Gateley are confident of revenue synergies across many existing Gateley legal
disciplines including planning, taxation, corporate and employment. GCL should
prove an ideal fit for its previous acquisitions, especially Hamer.

Although no headcount reduction is planned, there will be cost synergies, both
immediately in service purchases (notably insurance, where Gateley enjoys greater
scale) and going forward in that GCL can scale up using Gateley’s existing back office
support functions and infrastructure.

CEO Michael Ward commented, "I am delighted to welcome GCL to the Group. The
acquisition will further strengthen our leading position in the Residential
Development sector nationally and provide us with a substantial presence in the
southern market, which we see as critical in developing a full service offering for our
clients.

The outlay on closing will be financed by equity of £1.87m through the issue of
1.164m shares at 160.4p, and by £2.83m in cash, funded by the extension of existing
bank facilities repayable over three years. This is a logical deal for Gateley, its largest
since it came to the market as it strengthens the existing business offer in an area
well-known to management and is immediately earnings enhancing.

Prior to IPO, legal acquisitions were common place for Gateley, but this one is the
first made using the group’s publicly traded equity as currency. Gateley can now use
its stock in part to pay for businesses that previously would have been acquired for
cash only. This is a consolidation move for Gateley within its industry and will not
surprise investors. There is now an increase in activity in this opportunity rich sector,
which will undoubtedly create further opportunities for established participants
such as Gateley. This deal highlights Gateley’s ability to create such deals using its
Plc structure and is in line with the group’s stated strategic objectives.
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Disclaimer

Hardman & Co provides professional independent research services. Whilst every reasonable effort has been made to ensure that the information in the research
is correct, this cannot be guaranteed.

The research reflects the objective views of the analysts named on the front page. However, the companies or funds covered in this research may pay us a fee,
commission or other remuneration in order for this research to be made available. A full list of companies or funds that have paid us for coverage within the past
12 months can be viewed at http://www.hardmanandco.com

Hardman & Co has a personal dealing policy which debars staff and consultants from dealing in shares, bonds or other related instruments of companies which pay
Hardman for any services, including research. They may be allowed to hold such securities if they were owned prior to joining Hardman or if they were held before the
company appointed Hardman. In such cases sales will only be allowed in limited circumstances, generally in the two weeks following publication of figures.

Hardman & Co does not buy or sell shares, either for its own account or for other parties and neither does it undertake investment business. We may provide
investment banking services to corporate clients.

Hardman & Co does not make recommendations. Accordingly, we do not publish records of our past recommendations. Where a Fair Value price is given in a
research note 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 but has no scheduled commitment and may cease to follow these securities/companies without notice.

Nothing in this report should be construed as an offer, or the solicitation of an offer, to buy or sell securities by us.

This information is not tailored to your individual situation and the investment(s) covered may not be suitable for you. You should not make any investment decision
without consulting a fully qualified financial adviser.

This report may not be reproduced in whole or in part without prior permission from Hardman &Co.

Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of Capital Markets Strategy Ltd and is authorised and regulated by the Financial
Conduct Authority (FCA) under registration number 600843. Hardman Research Ltd is registered at Companies House with number 8256259. However, the
information in this research report is not FCA regulated because it does not constitute investment advice (as defined in the Financial Services and Markets Act
2000) and is provided for general information only.

Hardman & Co Research Limited (trading as Hardman & Co) +44 (0) 20 7194 7622
35 New Broad Street Follow us on Twitter @HardmanandCo
London

EC2M INH (Disclaimer Version 4 — Effective from January 2018)

Status of Hardman & Co’s research under MiFID I

Some professional investors, who are subject to the new MIFID Il rules from 3rd January, may be unclear about the status of Hardman research and, specifically,
whether it can be accepted without a commercial arrangement. Hardman’s company research is paid for by the companies 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 II.

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 an[sic] 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 we are 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-deleqgated-requlation-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 is not inducing the reader
of our research to trade through us, since we do not deal in any security.

Hardman & Co

35 New Broad Street
London
EC2M 1INH

Tel: +44(0)20 7194 7622
© hardman©ico

www.hardmanandco.com
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