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GATELEY (HOLDINGS) PLC

Strong trading and industry opportunity

Gateley's trading statement in respect of 1H 2019 was sparkling, with 20%
revenue growth in 1H and a highly confident outlook for 2H. We expect to revise
our forecasts up by £2m at the revenue line and by more than £0.5m in EBITDA
with the interims, a highly positive picture 7 months into the financial year, after
upward revisions with the finals. A broad-based law-led professional services
group, it is a leader in serving the UK mid-market. It is delivering on its pre-IPO
plan, growing revenue, profit, breadth of service offering and geographical
footprint since flotation. The opportunity for long-term growth at Gateley is
substantial.

>

Current trading: The trading statement highlighted profitable 20% growth in
revenues, half from acquisitions and half organic, which continues its strong
organic growth record since IPO. Moreover, the company delivered a confident
outlook statement with revenue of more than £102m expected and maintained
EBITDA margins, above our estimates.

Deals: The statement was extremely positive about the two deals done this
year, which added 10% to group revenues. The group also made encouraging
comments about all of its acquisitions and we are keen to learn more about
progress in these businesses with the interim results.

Sector: The legal sector is growing profitably, and more firms are coming to the
market, following Gateley's lead. A larger sector is a positive for the group, as it
improves investor understanding, and affords the opportunity for comparison.
This should favour the now established Gateley, which has improved from 48
to 44" in the latest rankings, and where we forecast continued profitable
growth.

Valuation: The 2019E P/E is 11.6x, falling to 10.0x in 2020E, on numbers we
expect to revise up at the interims. We forecast the dividend yield to surpass
6% in FY20E, and it should continue to grow. The group also offers an attractive
free cashflow yield with strong cash generation thanks to limited capex
requirements, with working capital being the main cash draw as the business
grows.

Investment summary: Gateley is a fully invested, consistent performer in a new
and exciting space, which is likely increasingly to attract investor attention. It is
a high-quality professional services group with significant growth potential, an
excellent track record of delivery, a strong management, and a strategy to
diversify further in complementary professional services.

Financial summary and valuation

Year-end Apr (Em) 2016 2017 2018 2019E 2020E
Sales 67.1 77.6 86.1 100.1 110.0
EBITDA* 12.9 14.9 16.5 18.9 21.9
PBT adjusted 12.0 13.8 14.1 15.9 18.3
EPS (adjusted, p) 9.1 9.4 10.6 11.5 13.2
DPS (p) 5.6 6.6 7.0 7.5 8.1
Net cash -4.2 -4.8 -0.7 -1.0 6.4
P/E 14.6 14.1 12.5 11.6 10.0
EV/EBITDA 11.1 9.8 8.6 7.8 6.4
Dividend yield 4.3% 5.0% 5.3% 5.7% 6.1%

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

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

Gateley issued its trading update in respect of the six months to October, 2018 on
23 November.

“The Board is delighted with the strong performance of the Group in the period with
strong growth evidenced from the successful execution of both our organic and
acquisitive growth strategy and the well-balanced nature of our resulting expanded
service lines. Group revenue for the six months ended 31 October 2018 is expected
to be not less than £46.4m, an increase of 20% as compared to £38.6m for the six
months ended 31 October 2017. Revenue growth attributable to the acquisitions
of GCL Solicitors and Kiddy & Partners announced in May and July 2018,
respectively, accounted for approximately half of this increase.

Current activity levels remain encouraging despite the backdrop of political and
economic uncertainty and the Board has continued to invest for the future with total
staff numbers rising from 791 as at 30 April 2018 to 928 as at 31 October 2018.
Acquisitions of complementary nonlegal businesses remain a core part of the
Group's growth strategy to enhance its service lines and cross sell to a widening
group of its clients. The Board is delighted with the contributions all four post IPO
acquisitions have made to the Group to-date.

The Board looks forward to the second half of the financial year with confidence
and now expects the Group to generate revenues of not less than £102m for the
year ending 30 April 2019 with an EBITDA margin comparable with that achieved
in 2018."

This was a seriously strong trading statement at a time when more than half of
companies in the European earnings season have come in below estimates. We
would flag the following issues:

» Revenue growth of over 20% is commendable.

Half of this comes from acquisitions, and the progress here is hard to assess,
given that we do not know the seasonality of the acquired businesses. We are
keen to hear how these deals are bedding in, and of progress of its first two
acquired companies, Capitus and Hamer. The statement sounds very positive in
this respect.

» This leaves an organic revenue growth of ca.10%, which is extremely strong,
and continues the group’s robust performance since flotation.

» Staff numbers are a key metric as this has a direct relationship to revenue
generation capacity and numbers are up 17% in 1H, indicating revenue per
employee is increasing.

» The outlook statement is really positive and suggests that both our revenue and
EBITDA estimates will need to be revised up by £2m, and more than £0.5m,
respectively. We will introduce these revisions with the interim results on 8
January 2019.

Overall, this is a sparkling trading update from Gateley and the CEO made the
following comments in the statement:

“Our strong financial performance continues to enable the Board to invest in the future
of the Group. It's been a busy six months, including the acquisitions of GCL Solicitors and
Kiddy & Partners, in a sector showing opportunities for further strategic consolidation.
These acquisitions, together with our strong underlying organic growth, demonstrate the
increasing momentum across our business and the successful execution of our focused
strategy. Client service remains at the centre of our ethos and | continue to be impressed
with the dedication and skill sets of all our staff as we continue to deliver on our
stakeholder promises.”
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Final FY18 results

Profits came in well ahead of our expectations. EBITDA of £16.5m pre-share-based
costs compared with our forecast of £16.0m. The dividend was in line with our
expectation while EPS was slightly better - we have changed our presentation to
conform with the company’s basis. Previously, we had shown EPS before
amortisation of customer lists and we think that this is the better number for
investors to use. However, it's confusing showing estimates on a different basis to
that presented by the company - please bear in mind that the earnings are therefore
understated.

P&L

Year-end April (Em) 2017 2018 2019E 2020E
Sales 77.6 86.1 99.7 109.6
Other income 0.4 0.4 0.4 0.4
Total revenue 78.0 86.4 100.1 110.0
Staff costs 45.6 52.6 55.3 60.8
Other opex (net) 17.9 17.5 19.8 20.8
Adjusted EBITDA (preshare based) 14.9 16.5 18.9 21.9
Depreciation 0.8 1.0 1.1 1.1
Share based payments 0.3 0.7 1.0 1.2
Financial income -0.2 -0.2 -0.3 -0.3
PBT 13.6 14.6 15.9 18.3
Exceptionals 0.0 0.5 0.0 0.0
PBT reported 13.1 14.6 15.9 17.1
Tax rate % 23.3 19.5 20.0 20.0
EPS (Adj., co basis, post 9.4 10.6 11.5 13.2
amortisation.) (p)

DPS (p) 6.6 7.0 7.5 8.1
Cover 1.4 1.5 1.5 1.6
Weighted average shares (m) 106.7 106.9 110.8 110.8

Source: Hardman & Co Research
Not all lines shown so some lines do not add

Main highlights of the financial year were:

» Strong organic revenue growth, with group revenue increasing at 11%,
including the benefit of a full year of acquisitions and some lateral hires. Organic
revenue growth was an impressive 9.5%, excluding the benefit of acquisitions.
Revenue per fee earner was £169k (£170k), down 0.5%. Fastest growing
segments were property +18%, helped by the impact of last year's two
acquisitions, and corporate, +14%. Business services also showed double-digit
growth. None of the segments showed a decline in revenue, although the Dubai
office was noted as having shrunk, but has now moved from a loss-making
position last year to breakeven.

» Average staff numbers increased by 11.4%, to 509, and the wages and salaries
bill rose by 15.5%. The number of legal and professional staff increased by
11.4%, while administrative staff rose by just 3.4%, an indication of the potential
operational gearing in the business. Direct personnel costs - those charged to
operating segments - were up by 18%, while indirect or overhead actually fell
by 3.4%. There could be some change in the basis of allocation or in time spent
by indirects on legal work. Investors should note that the number of
professionals and their seniority are increasing, which should result in an
increase in the fee-earning capacity of the business. Personnel costs to revenue
increased from 58.7% to 61.1% last year.
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Segment splits

Revenue Revenue EBIT EBIT Rev chg Margin Margin

2017 2018 2017 2018 18 vs. 17 2017 2018

Property 28.6 33.7 13.0 15.8 18.0% 45.4% 46.8%

Banking finance 15.1 15.5 6.3 5.8 2.3% 41.6% 37.2%

Corporate 14.1 16.0 4.1 4.3 13.8% 29.0% 27.1%

Business services 10.9 12.2 4.5 5.1 11.7% 41.5% 41.4%

Pensions and benefits 7.1 7.5 2.6 2.8 5.4% 37.1% 37.5%
Unbilled movement, etc. 1.7 1.1 1.7 1.1 -33.7%

TOTAL 77.7 86.1 32.3 34.9 10.8% 41.6% 40.5%

Source: Company, Hardman & Co estimates

Operating expenses other than staff costs fell by 2.2%, after an exceptional
credit of £0.5m, partly the release of a provision for contingent consideration
on the Gateley Hamer acquisition, and partly a credit for a lease incentive, the
result of terminating a property lease. Excluding these exceptionals, the
underlying trend was a small increase of 0.9%, again illustrating the potential for
operational leverage.

Interest costs amounted to £179k, as the group generated strong cashflow.
Acquisitions already completed in the current year mean that the group will not
build a large cash balance. Depending on further acquisition activity, the year-
end position is expected to remain at a marginal net debt position, before
moving to a net cash position next year. This is after a significant spend on
acquisitions (half funded by equity) in the current year and an assumption of
zero next year.

The underlying tax rate fell to 20%, a useful boost to EPS, which on the
company basis — after amortisation of customer lists, and excluding exceptional
items — rose by 11%. The dividend has been increased to 7.0p per share, up
6.1%.

A majority of staff now own equity in the business, and there are three
employee share schemes in operation. Partner level employees saw their first
share scheme vesting in June (SARS - Stock Appreciation Rights Scheme).

The group has made two recent acquisitions since year-end.

Share-based costs increased from £0.1m 2 years ago to £0.3m the previous
year and £0.7m last year. As the benefits of share incentivisation spreads and
the share performance underpins the attractiveness of this to the retention and
motivation of staff, the level should see a trend of further increases. This is a
real positive factor and a distinguishing feature of the business vs. its
predominantly unquoted peers.

Cash generation was excellent with net cash flow from operations post tax up
59% year-on-year to £12.2m. The comparative was slightly depressed by an
exceptional working capital performance at the year-end two years ago.
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Cashflow (£000s)

2017 2018 2019E 2020E
EBITDA (pre-share based) 14,928 16,517 18,948 21,929
Contingent consideration release -362
Other adjustments 2 544
Cash from operations pre-working capital 14,930 16,699 18,948 21,929
Increase in receivables -5,041 -2,330 -2,500 -2,500
Increase in payables 636 851 500 500
Decrease/(increase) in provisions -5 14
Cashflow from operations pre-tax 10,520 15,234 16,948 19,929
Tax paid -2,844 -3,051 -2,853 -3,173
7,676 12,183 14,095 16,756
Capex -1,485 -791 -1,000 -1,000
Acquisitions -228 -179 -7,470
Cash spent on investing -1,713 -970 -8,470 -1,000
Dividends paid -6,342 -7,042 -7,980 -8,313
Interest receivable 237 233 200 200
Interest payable -420 -412 -480 -200
Repayment of loans from former partners -4,552 -551
Cash from lock-in arrangements 159
Sale of own shares 361 2,294
Own shares acquired (buybacks) -164 -217
Cash from financing -11,082 -7,628 -5,966 -8,313
Net cash/debt movement -5,119 3,585 -341 7,443
Repayment of bank loans -1,980 -1,980
Net cash/debt movement -7,099 1,605
Closing net (debt)/cash -4.793 -658 -999 6,444

Model estimates

Source: Hardman & Co Research
Note: Historical date per cashflow, forecasts are movements in net debt

» EBITDA margins were flat at 19.2% (pre-share-based payments, as is the

company’s preferred measure) and we expect a small decline in the current year,
which is partly the impact of factoring in the new acquisitions. Margins were
better than we had originally assumed but we are taking a conservative stance
for the current year.

Noteworthy is that share-based costs are rising. These share-based costs, for
accounting reasons, could exhibit some volatility.

We estimate strong cash generation (£14m free cashflow FY19E) and consider
our estimate of £1m net debt at end FY18E and particularly £5m net cash at
end FY19E to be conservative. Note that our model includes only modest
deferred consideration elements. The company is in the process of increasing
its debt facilities by £3m, and we would expect further acquisitions in due
course.

Our model includes no further acquisitions, beyond the two announced since
the financial year-end. We expect these to be an ongoing feature of the strategy
of Gateley, although the company may feel that two deals is sufficient to
manage for the moment, unless something compelling emerges.
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With its final results, Gateley reinforced the investment message that it is a solid and
consistent performer. Its spread of activities, whether it be by sector, client,
geography or legal discipline is extremely broad-based, which gives it an unusual
resilience, and protection against a downturn in a single area. Its largest client is less
than 2% of turnover. This was reinforced by its positive trading statement covering
the first six months of the current year.

Increasingly, fees are not being charged hourly, although the company operates a
rigorous discipline in costing on a per-hour basis, allowing it to price more
effectively. While big legal customers tend to be using centralised procurement for
legal services and focusing on price, not quality, Gateley’s exposure is mainly to the
mid-market, where service quality and personal relationships are paramount.

Gateley has completed two acquisitions this year, financed broadly 50:50 debt and
equity, and the group is currently increasing its debt facility. Its recent acquisitions
are encouraging. Legal services firm GCL gives it an increased exposure to the south,
and in the housebuilding and property sectors, higher property prices give it an
opportunity for increased margin.

The acquisition of Kiddy, a people business, gives it exposure to large corporates,
and a business where customers pay in advance and there are no bad debts; and
most of its business is on a retainer basis. It is a similar business, albeit smaller in
scale, to the recently floated Mind Gym, which is trading at a much higher multiple,
suggesting that Gateley has achieved a well-priced transaction. The acquisitions are
in the areas of real estate, people and business services and it would appear that
Gateley is gradually positioning itself as a broader professional services organisation,
rather than a pure legal services business.

Therefore, Gateley is positioned as 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 a period of more than 10
years. Its FY18 results were better than market expectations and confirmed its
position as a well-diversified legal and related service business with more than 500
fee earners at last year-end, a broad spread of diverse operations and a business
with consistent delivery, and a cautious but progressive acquisition 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 600843. 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 Il 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 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 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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