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For fiscal 2024 (ended 06/30/24) Alliance reported revenues of $1.100 billion, Net Income of $4.60 million 
and fully diluted EPS of $.09. Those results compare to our estimates for revenues of $1.100 billion, Net 
Income of $3.97 million and fully diluted EPS of $.08.  
 
While the aggregate numbers compared favorably to our estimates, there were some elements within the 
numbers that we missed, and we think require elaboration.  First, we projected better operating margins 
than they achieved, but those differences were related largely to our projected product mix.  Recognize, the 
Company’s respective margins across different segments vary considerably from mid-teens for some to 
mid-single digits for others.  Succinctly, for 4QF24, the Company actually did a bit better in some of the 
lower margin and perhaps wanning segments (CD’s and DVD’s) and sold a bit less in some of the emerging 
segments (gaming and vinyls).  Perhaps the biggest contributor to the margin miss was actually their digital 
delivery segment, which commands the highest margins of the group. We submit, and as we noted in the 
initiating coverage, the product mix remains a moving target, but we believe we will be able to continue to 
tighten up the numbers as new data points emerge. That said, we think the major points of our original 
thesis remain intact, and in our view, speak to better intrinsic valuations going forward.  
 
First, our thesis centers on the view that the Company will continue to focus on the higher margin portions 
of the product mix, which at least for the foreseeable future, will likely result in relativly benign revenue 
growth, but with higher (more profitable) margins. As we alluded to above, our basic assumption going 
forward is that some of the Company’s segments are poised for continued growth, while others may see 
limited, or even negative growth going forward.  Further, that scenario favors the segments with higher 
margins.  We submit, that is not how Q4F24 turned out, but again, we are still trying to understand the 
likely “normalized” product mix and associated growth going forward.  Frankly, we are beginning to think 
that “reports of the death of CD’s and DVD’s may be greatly exaggerated” (Mark Twain …sort of).  We 
would add, the Company’s release around the earnings noted that “…Direct-to-Consumer (DTC) sales 
contributed 36% of gross revenue in fiscal year 2024, up from 31% in the prior year”, which we think 
speaks to some of the unanticipated strength in these segments, which may prove more sustainable than we 
are modeling.   That would be a pleasant surprise, but for now, we will continue with the assumption that 
some segments will do marginally better than others. We would add, the Company suggested both in the 
body of the earnings call, as well as in response to some of the Q&A, that their expectations for the near 
term are for nominal top line growth with expanding margins and associated profitability. More specifically, 
again in line with some of the call discussion, we are modeling Adjusted EBITDA margins trending more 
towards the 4% - 5% range as opposed to the 2% range reflected for F2024.      
 
Second, and as an extension of the above, notice that in support of our view that the Company is focused 
on driving more profitable segments, the Company’s news releases over the past several months have 
largely included new partnerships/collaborations around their growing and higher margin segments. We 
expect that to continue and is a portion of our notion that margins are poised to expand. Further, those 
collaborations may also result in more robust revenue growth than we are currently assuming.  
 
Third, the Company also alluded to their acquisitive history, and the potential for that to be a basis for future 
revenue expansion. We have no way of handicapping the potential for another acquisition, but we can 
certainly look to the past for some clues about the likelihood of that eventuality.  Recognize, Alliance has 
been built around the identification and integration of strategic pieces that management has been able to 
effectively layer onto its robust distribution and fulfillment platform, as well as around its relationship with 
some of the largest retailers in the world. That combination has provided marked synergies for acquired 
assets, and in our view the likelihood of them adding others is high.   
 
Fourth, while the Company continues to enhance the channels and opportunities for the existing product 
mix, they have also managed to improve efficiencies across the enterprise and drive down both overhead 
and unit costs.  As we noted in prior updates, our site visit was an eye-opening experience and included a 
glimpse into several of these distribution/fulfillment initiatives. That includes some consolidation they have 
initiated, which should lead to further efficiency.  We would add, while the product mix issue we discussed 
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above caused us to understate COGS for 4QF24, Operating Expenses for the quarter were nearly $1.5 
million lower than our estimate ostensibly reflecting some of these efficiencies.            
 
Fifth, the improving operating results continue to enhance and liquify the balance sheet.  From the Fiscal 
2024 earnings release:  
 

• Inventory levels were reduced to $97 million as of June 30, 2024, down from $147 million the prior 
year, as a result of effective inventory management. 

• Revolver balance reduced by 45%, from $133 million to $73 million, significantly improving 
liquidity and reducing debt service costs. 

  
In our view, improving balance sheet liquidity is derisking the story, which on the face should lead to lower 
costs of capital and by extension better intrinsic discount assumptions and thus higher valuation 
conclusions.    
 
Lastly, we think some view Alliance as a “turn around” story, but we do not think that is the appropriate 
way to view the Company.  While it is fair to say that fiscal 2024 definitely reflected a turnaround from 
fiscal 2023, in our view fiscal 2023 was an anomaly, that was largely driven by the reconciliation of the 
Company’s pandemic related challenges. In contrast, we think Alliance should be evaluated from the 
perspective of two industry veterans and company founders (Chairman Bruce Ogilvie CEO/Director Jeff 
Walker), who have collectively built a bit of a moat around the presumably mature physical entertainment 
medium industry. In that regard, we are always tempted to view Alliance as a sort of “last men standing”, 
in a declining industry. Frankly, even in that case, we would argue that current valuations do not reflect the 
value of the enterprise.  However, the real opportunity here may well be in the overstatement of that 
“declining industry” outlook.  For instance, as the Company noted in the earnings presentation:    
 

• The global vinyl records market size is estimated to grow by $790.55 million from 2024 to 2028, 
according to Technavio.  

• The global brand licensing market is projected to grow from USD 274.9 billion in 2022 to USD 
385.4 billion by 2027 at a CAGR of 4.1% from 2022 to 2027.                           

 
In short, our belief is that management’s experience and relationships in the industry coupled with its state-
of-the-art distribution and fulfillment facility will allow them to continue to exploit opportunities in pockets 
of the industry that other competitors may not be able to address. Further, we continue to believe that those 
same attributes will likely lead to additional acquisitions that could broaden the moat.         
 
To summarize, in our opinion, the results of Fiscal 2024 continue to validate our view that Alliance shares 
remain undervalued at current levels. Further, we think the continued derisking of the balance sheet further 
supports that view.  As a caveat, our one concern here remains the macro environment and by extension the 
health of the consumer and their continued ability to spend on discretionary items.  All things considered, 
we are establishing a new 12-24 month price target for Alliance shares of *$5.25 and we reiterate our 
allocation of 4.  We would add, we are becoming more comfortable with even higher price targets, however 
we think our aforementioned macro concerns could provide some headwinds. We will reassess all of our 
conclusions here as new information emerges.           
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Projected Operating Model 
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General Disclaimer:  

Trickle Research LLC produces and publishes independent research, due diligence and analysis for the benefit of it investor base. 

Our publications are for information purposes only. Readers should review all available information on any company mentioned in 

our reports or updates, including, but not limited to, the company’s annual report, quarterly report, press releases, as well as other 

regulatory filings. Trickle Research is not registered as a securities broker-dealer or an investment advisor either with the U.S. 

Securities and Exchange Commission or with any state securities regulatory authority. Readers should consult with their own 

independent tax, business and financial advisors with respect to any reported company. Trickle Research and/or its officers, investors 

and employees, and/or members of their families may have long/short positions in the securities mentioned in our research and 

analysis and may make purchases and/or sales for their own account of those securities.  David Lavigne does not hold a position in 

Alliance Entertainment Holding Corporation (AENT).   

Trickle Research holds two microcap conferences each year. Trickle Research encourages its coverage companies to present at those 

conferences and Trickle charges them a fee to do so. Companies are under no obligation to present at these conferences.  Alliance 

Entertainment Holding Corporation has paid fees to present at Trickle co-sponsored conferences, and we will encourage them to do 

so in the future.  

Reproduction of any portion of Trickle Research’s reports, updates or other publications without written permission of 

Trickle Research is prohibited.   

All rights reserved.   

Portions of this publication excerpted from company filings or other sources are noted in italics and referenced throughout the report. 

 

Rating System Overview: 

 

There are no letters in the rating system (Buy, Sell Hold), only numbers. The numbers range from 1 to 10, with 1 representing 1 

“investment unit” (for my performance purposes, 1 "investment unit" equals $250) and 10 representing 10 investment units or $2,500.  

Obviously, a rating of 10 would suggest that I favor the stock (at respective/current levels) more than a stock with a rating of 1.  As 

a guideline, here is a suggestion on how to use the allocation system. 

Our belief at Trickle is that the best way to participate in the micro-cap/small cap space is by employing a diversified strategy.  In 

simple terms, that means you are generally best off owning a number of issues rather than just two or three.  To that point, our goal 

is to have at least 20 companies under coverage at any point in time, so let’s use that as a guideline.  Hypothetically, if you think you 

would like to commit $25,000 to buying micro-cap stocks, that would assume an investment of $1000 per stock (using the 

diversification approach we just mentioned, and the 20-stock coverage list we suggested and leaving some room to add to positions 

around allocation upgrades. We generally start initial coverage stocks with an allocation of 4.  Thus, at $1000 invested per stock and 

a typical starting allocation of 4, your “investment unit” would be the same $250 we used in the example above.   Thus, if we initiate 

a stock at a 4, you might consider putting $1000 into the position ($250 * 4).  If we later raise the allocation to 6, you might consider 

adding two additional units or $500 to the position.  If we then reduce the allocation from 6 to 4 you might consider selling whatever 

number of shares you purchased with 2 of the original 4 investment units.   Again, this is just a suggestion as to how you might be 

able to use the allocation system to manage your portfolio.  

For those attached to more traditional rating systems (Buy, Sell, Hold) we would submit the following guidelines.  

A Trickle rating of 1 thru 3 would best correspond to a "Hold" although we would caution that a rating in that range should 

not assume that the stock is necessarily riskier than a stock with a higher rating.  It may carry a lower rating because the 

stock is trading closer to a price target we are unwilling to raise at that point.  This by the way applies to all of our ratings.  

A Trickle rating of 4 thru 6 might best (although not perfectly) correspond to a standard "Buy" rating.  

A Trickle rating of 7 thru 10 would best correspond to a “Strong Buy" however, ratings at the higher end of that range would 

indicate something that we deem as quite extraordinary..... an "Extreme Buy" if you will.  You will not see a lot of these.  


