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Gordon Dadds Group

Update

Gordon Dadds’ final results for the year to March 2018 beat our forecasts and those of the
market. Given the pace of growth, and the phasing of acquisitions which supported it,
the potential for further gains stands out. It has been able to translate a near 26% gain in
revenue into strong improvements in earnings, culminating in a debut dividend ahead of
our estimates and a strong net cash position. Tellingly, Gordon Dadds is signalling
“significant further growth” from acquisitions and, critically, organic sources such as
cross-selling. It retains the financial firepower to achieve the former and, on the evidence
of the final results, the momentum to build on the latter. In advance of further news on
acquisitions we are content to retain our previous forecasts. However, these still support
a theoretical value more than the current level, a value which is further supported by
comparisons with listed peers.

FY18a 31.2 3.0 105 4.0 155 25
FY19e 43.9 50 144 52 n3 32
FY20e 46.7 6.1 175 63 9.4 39

Full year revenue rose by over 25.0% to £31.2m (2017, £24.9m) as a function of underlying
growth and, to a lesser extent, acquisitions made during the year; Alen-Buckley, CW
Energy, White & Black, Metcalfes and Thomas Simon. As we highlighted in our previous
note (Theory into Practice, 28th February 2018), Gordon Dadds secured almost £15.0m of
annualised fee income on favourable terms. The integration of these new firms is
proceeding well but, with three of the five acquired in 2018, did not materially impact
the full year results. PBT, adjusted for non-underlying items but including partners’ profit
share, was up 23.3% to £3.0m while EPS, allowing for the increase in shares in issue, was
10.5p. The Group has paid a debut dividend of 4.0p, covered 2.6x by adjusted EPS and
almost 5.0x by free cash flow per share. Reflecting the efficient, deferred structure of its
acquisitions, Gordon Dadds reported net cash of £8.9m.

The Group estimates that its annualised revenues are now c. £42.0m, over a third higher
than that reported in 2018. Our current year forecast was £43.9m and £46.7m in 2020.
On the evidence of the results, we are content with these levels for now but
acknowledge the Group’s acquisition strategy. While we have modified the split
between staff costs and partners’ profit share this has no net impact on EBIT, PBT or
EPS on an adjusted basis. However, we have reflected the Group’s 2018 dividend
decision within our 2019 and 2020, notably in reducing earnings cover from 3.0x to 2.75x
in both years. Our new DPS forecasts are now 9.1% and 8.7% higher respectively.

This document provides information on Gordon Dadds Group plc - it is not a solicitation of an offer to buy or sell securities.
See the disclaimer on the back page.
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In cash terms, we have not made any material changes to our forecasts and continue to
expect the Group to be broadly net cash neutral in both 2019 and 2020, absent acquisitions.
Thus, on our forecasts, Gordon Dadds will report net cash of £8.4m in 2019 and £9.4m in
2020.

Our preferred method of establishing a theoretical value for Gordon Dadds is a 10-year
DCF. With no change to our medium-term forecasts, we continue to see considerable
upside to the current level. Assuming a discount rate of 10.5% and terminal growth of
0.5%, our analysis produces an NPV of 450p or 177% higher than the current level.

Using comparative PER ratios from the two listed peers available to us (Gateley and
Keystone), Gordon Dadds is theoretically worth some 290p per share. While yield
comparisons do not offer the same upside, it should be noted that the two peers are
expected to report dividend cover of c.1.5x in both 2019 and 2020 compared to our 2.75x
for Gordon Dadds.
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Gordon Dadds Group: Data Bank

Figure 1: Income Statement Forecasts

Year to March 2018A 2019E 2020E
Group Revenue 31.2 439 46.7
Revenue Growth 25.4% 40.8% 6.4%
Staff Costs -10.8 -16.3 -17.0
Partners' Profit Share (PPS) -5.7 -9.9 -11.0
Other OpEXx -95 -12.2 -12.3
Non-Underlying Items 23 -0.1 0.0
Total OpEXx -283 -38.4 -403
EBITDA (ex NUI) 29 56 6.4
EBITDA Margin 9.3% 12.8% 13.7%
OpEx/Revenue 90.7% 87.5% 86.3%
Staff Costs/Revenue 34.4% 34.7% 35.3%
Total Remuneration/Revenue 52.7% 59.59% 60.0%
Depreciation & Amortisation -21 -0.7 -0.4
EBIT (adjusted ex NUI) 31 49 6.0
EBIT (adjusted) Margin 9.9% 11.2% 12.8%
Net Finance Income/cost -01 01 01
Associates -0.0 0.0 0.0
PBT Adjusted 3.0 5.0 6.1
PBT Reported 0.7 4.9 6.1
Tax Charge -0.0 -0.9 -1
ETR 4.1% 18.0% 18.0%
Net Profit 24 4] 5.0
Number of Shares in Issue 232 286 286
EPS 105 144 175
DPS 40 4.8 5.8
Dividend Cover 32 3.0 3.0

Source: Gordon Dadds PLC & Capital Access Group Forecasts
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Figure 2: Cash Flow Forecasts

Year to March 2018A 2019E 2020E
PBT 0.7 49 6.1
Net Finance Income/Cost -0.1 01 01
D&A 2] 0.7 0.4
Adjustments for Combination 22 0.0 0.0
Partners' Remuneration 57 9.9 1
Receivables -15 -0.9 -0.9
Payables -13 0.0 0.0
Provisions -0.0 0.0 0.0
Operating Cash Flow 7.9 14.7 16.8
Interest & Other Financial Costs -02 0.0 0.0
Taxation -0.0 -0.0 -0.9
Net Operating Cash Flow 7.7 14.7 17.2
Net Acquisitions -8.9 -4.1 -29
Interest Received 0.1 0.1 01
Capex -0.1 -0.1 -0.1
Investing Activities -8.9 -4.1 -29
Movement in Debt -3.6 0.0 0.0
Members' Capital 198 0.0 0.0
Share Issue Costs -0.9 0.0 0.0
Payments to Members -4.7 -99 -1
Dividends 0.0 -11 -1.8
Financing Activities 10.6 -1n.0 -12.9
Net Cash Flow 93 -0.4 1.0
Opening Net Cash/(Debt) -0.4 89 85
Closing Net Cash/(Debt) 89 85 95

Source: Gordon Dadds PLC & Capital Access Group Forecasts
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Figure 3: Discounted Cash Flow

201 201 202 202 202 202 202 202
Year to March 2017 8 9 o 2021 2 3 4 5 6
Revenue 249 312 439 467 537 604 665 731 804 885
Revenue Growth 185 254 439 6.4 15.0 125 10.0 10.0 100 10.0
% % % % % % % % % %
Operating Profit/(Loss) 2.4 31 49 6.0 7.8 91 10.0 n7 129 14.6

. . 9.9 1.2 12.7 145 15.0 15.0 16.0 16.0 16.5
Operating Margin 9.6% % % % % % % % % %

. . . 295 5971 214 298 16.4 10.0 17.3 10.0 13.4
Operating Profit Growth 4;.7 % 9% 9% % % % % % %
Depreciation 19 21 0.7 0.4 0.2 0.2 0.2 0.2 0.2 0.2
Debtors 5.0 (1.5) (0.9) (0)9 (1.0) (1.2) (1.5) (1.5) (1.5) (1.5)
Creditors (8.5) (1.3) 0.0 0.0 0.0 02 02 02 02 0.2
PPS 51 7.9 10.0 mn2 12.0 135 14.9 16.3 18.0 19.8
Cash Used in Operations 5.9 10.2 147 167 19.0 218 237 269 29.7 333
Interest Received/(Paid) 01 ((OA)] 01 01 0.0 01 0.2 0.2 0.2 0.2
Taxation 0.0 0.0 (0.0) (1.2) (1.4) (1.6) (1.8) (2.1) (2.3) (2.6)

Net Cash Generated/(Used) 6.0 102 148 156 176 202 221 250 276 308
Acquisitions (net of disposals) (1.9) (8.9) (3.5) (3.5) (1.8) (1.8) (1.8) 0.0 0.0 0.0

Purchase of Own Shares (0.2) (0.9) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

(120 (35 (149 (163 (180 (198
) ) ) ) ) )

(0.6) (44) 07 15 35 4.6 7.2 8.6 9.6 1.0

Payments to Members (4.4) (4.7) (9.9) (11.1)

Net Increase/(Decrease) in
Cash Held

Source: Gordon Dadds PLC & Capital Access Group Forecasts

Figure 4: Theoretical Valuation

Discount Rate 10.5%
NPV 173
Growth Rate 0.5%
Terminal Value 1212
Plus Debt/(Less Cash) (8.9)
NPV 129.7
Number of Shares in Issue 288
NPV per share 451.0
Current Share Price 162.5
Upside/Downside 177.5%

Source: Capital Access Group Forecasts
Figure 5: Comparative Valuation

EPS Growth PER Yield
Share Price  Market Cap (Em) 2019 2020 2019 2020 2019 2020

Gordon Dadds 163 467 376% 205% n3 9.4 32%  39%
Gateley 172 186.1 10.6% 8.8% 145 133 45%  49%
Keystone 321 107.3 247%  21.9% 251 206 26% 32%

Source: Capital Access Group Forecasts & Bloomberg
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This document is a marketing communication which is designed to educate and inform professional investors about the subject company. The subject company pays Capital
Access Group a fixed annual fee to cover the costs of research production and distribution, and the research has not been prepared in accordance with regulatory requirements
designed to promote the independence of investment research. Capital Access Group does not make recommendations. Any comments in this report regarding the valuation
of a financial security are based on comparisons with similar securities; they are not forecasts of a likely share price. This document is not an offer to buy or sell, or a solicitation
of an offer to buy or sell, the securities mentioned.

Capital Access Group does not buy or sell shares, nor does it conduct corporate finance transactions, nor does it undertake investment business either in the UK or elsewhere.
Capital Access Group is not regulated by the Financial Conduct Authority (FCA). Neither Capital Access Group nor the analyst responsible for this research owns shares or
other securities issued by the company analysed in this research note, nor do they have a position in any derivative contract based on those securities.

This research is provided for the use of the professional investment community, market counterparties and sophisticated and high net worth investors as defined in the rules
of the regulatory bodies. It is not intended for retail investors. Any such individual who comes into possession of this research should consult an authorised professional adviser.
The information contained in this document has been compiled from sources believed to be reliable, but no guarantee whatsoever is given that the information is complete
or accurate, or that it is fit for a particular purpose. This document was issued by Capital Access Group without legal responsibility, and is subject to change or withdrawal
without notice. By reading this document, you confirm that you have read and understand the above, and that you shall not hold Capital Access Group or any of its members

and connected companies liable for any loss that you may sustain should you decide to buy or sell any of the mentioned securities.”

Capital Access Group

Capital Access Skylight City Tower

50 Basinghall Street

AR ( ; EC2V 5DE
rOup www.capitalaccessgroup.co.uk
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