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We just initiated the Alliance coverage a few days ago, so this will be brief. We recognize that begs the 

questions why we didn’t just wait until the announcement of the quarter to put out the initiation, and there 

are few reasons for that, but primarily, the results of the quarter were not likely to change our general thesis 

regarding the Company’s prospects and they didn’t.  That said, here are a few items of note from the release 

and subsequent call.  

 

Revenues were lower than our estimates.  The Company reported revenues of $211.2 million versus our 

estimate of $237.6 million, or about 11% lower than we anticipated.  As we noted in the initiating coverage, 

one of the challenges we have here is trying to determine what the “normalized” business looks like.   

Recall, in the initiation we covered some of the good and the bad in terms of the impact the pandemic had 

on the business and trying to extrapolate that out of the past numbers to arrive at the remaining portions 

that we think are replicative is a challenge. For instance, the Company noted on the call that the comp 

quarter (Q2F23) still had some remnant sell-through of product from the supply chain issues, which led to 

higher sales but lower margins. That is the sort of noise we are trying to work through the model. 

Specifically, the segment reporting relative to our estimates provided additional support to the Company’s 

notion.   That is, about 70% of our revenue miss was in the gaming segment, which is where that “remnant 

sell through” was concentrated.  Table 1 below reflects the differences in our (segment) estimates vs. the 

actual results:  

 

 
 

 As the table above reflects, we are still learning here in terms of getting our arms around the “normalized” 

business, but looking over the table, outside of the anomaly of the leftover gaming product in 2QF23, the 

results tell us quite a lot about what we already suspected and articulated in the initiating coverage. First, 

expect continued lumpiness around things like release dates of new high-profile product (Taylor Swift, 

Usher, Record Store Day etc.) and perhaps more systemically, we expect vinyl and gaming (setting aside 

this quarter’s comp anomaly) to continue to grow, and we expect DVD and especially CD’s to continue to 

face headwinds. We discussed that in the initiation in terms of some of the forward assumptions we built 

into the model for both specific segment challenges as well as the impact of a softer economic environment 

overall.  

 

Actually, to the second point, we asked a question on the call regarding the state of the consumer, but they 

apparently did not understand what we were asking.  That is probably our fault because we asked the 

question through the webcast portal as opposed to audibly so we could not redirect the question. In short, 

in terms of our attempts to model the impact that the macro environment might have on the business, we 

are curious what they are seeing in terms of signs that might suggest that consumer spending is slowing. 

That question was prompted by the following line from the quarterly filing regarding the lower revenue 

comp to the prior year: “Along with other retailers and distributors in the United States, we are not immune 

to the macroeconomic headwinds caused by high interest rates and consumer discretion prompted by 

reduced buying power”. To be clear, we believe consumers are becoming more cautious and we have 

modeled a slowing economic environment through F25.  This requires close attention.  

 

Setting aside the revenue miss, the Company reported a net loss of <$3.852> million versus our estimate 

of <3.417> million.  Given the revenue miss the minimal difference in bottom line is in our view quite 
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constructive.  Succinctly, opex was $28.8 million, vs. our estimate of $28.3 million and that included $2. 8 

million of (presumably) nonrecurring “transaction costs” we did not account for. We asked about that on 

the call as well and did not get an answer we completely understood. However, opex was well in line, and 

assuming the transaction costs are not recurring, opex was quite favorable. We actually think they may 

outperform some of our opex numbers going forward because they have noted some coming costs savings 

that we are not certain we have integrated properly.  

 

Lastly, the bright spot in the quarter was gross margin, which came in at 13.26% versus our estimate of 

11.27%.  Normalized gross margin is another one of those numbers we are trying to nail down, but these 

results have provided us with some good insights that we will work into our assessments.  Namely, we need 

to revise our approach to gross margins because there are considerable differences in the individual gross 

margins across the segments. The good news is that in general, it appears the best margins are in the 

segments that are growing.  To that end, management noted on the call that their expectation is for 

improving margins, which we expected, but not to the degree they are suggesting. Per the call, they spent 

some time talking about focusing on more profitable products.  On the face, that might tell us to expect 

more challenging revenue comps but improving margin comps going forward. While there are certainly 

limits to the voracity of the statement, given the choice, it is generally better to get paid more for selling 

less. 

 

To summarize, we were quite pleased with the results of the quarter. In the initiation, we fully suggested 

that finding the normalized pace of the business relative to the prior results would likely be a challenge for 

a few quarters, and it will likely be going forward because of the nature of their business. To translate, the 

revenue is not surprising, but it is telling on some levels so we have made appropriate adjustments. On the 

other hand, the margin results were in our view more positive than the revenue results were negative. We 

have made some revisions around that as well.  On the whole, we are more optimistic about the story than 

we were prior to the earnings release.  We reiterate our allocation of 4 and our 12-24 month price target of 

$4.25. We will revisit each as visibility dictates.      
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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.  As of the 

date of this report, Alliance Entertainment Holding Corporation has not paid fees to present at Trickle co-sponsored conferences, but 

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. 


