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Action Summary — 4 January 2021
Analyst Theodore R. O’'Neill - F3Q21 results and a significant change to the way we calculate EPS

e FLES reported mixed F3Q21 results. The company reported a Basic EPS gain of $1.03 on $2.335MM of
revenue. We had been looking for an EPS gain of $0.06 on $2.7MM in revenue. The shortfall to revenue was
largely due to our own higher expectations, but revenue was still up 24% Y/Y. It beat our EPS estimate due to
a one-time gain on settlement of debt. Operating income was below our expectations due to lower sales.and
margins as it had to purchase from distributors with higher prices in addition to its purchases from
manufacturers, due to higher demand. Expenses were higher due to rehiring Covid related layoffs, higher
commissions on higher sales and professional fees associated with its Reg. A filing.

e We are changing our EPS calculation to align with the way FLES calculates diluted EPS and we
encourage all financial platforms that carry estimates to report diluted EPS. Most platforms are showing
Basic EPS — our previous estimates should be ignored.

e Diluted EPS gives effect to all dilutive potential common shares outstanding during the period using the
treasury stock method and convertible preferred stock using the if-converted method. In computing diluted
EPS, the average stock price for the period is used to determine the number of shares assumed to be
purchased from the exercise of stock options and/or warrants. The entire calculation is shown in the quarterly
filings as Note 12 and here in Fig. 4.

e Diluted EPS is what investors care about and is critical to calculating target price and market cap. We have
updated our estimates to include the if-converted shares of the Series C Pfd. and the expected Reg A.

offering.
e Attractive valuation. The shares appear to us inexpensive on an absolute and relative basis.
12/31 Closing price: $1.75 Market cap: $9 million 2021 P/E: 35 2021 EV / Sales: 0.6
Shares outstanding: 5.3 Insider ownership: 4% Avg. trading volume: Dividend/Yield: NA/NA
million 20,269
GAAP estimates (EPS in dollars — Revenue in millions) Cash balance (in thousands)
Period EPS Revenue Op Margin e 2020A e $162
1Q20A $(0.01) $2.27 NMF . 2021E . $1,474
2Q20A $(0.01) $2.06 NMF ¢ 2022E  $6,189
3Q20A $(0.01) $1.89 NMF
4Q20A $(0.01) $1.97 NMF
FY20A $(0.04) $8.19 NME Debt (in thousands)

. 2020A . $12
1Q21A $0.02 $2.00 (10.4%) e 2021E e $1,100
2Q21A $0.00 $2.92 2.8% e 2022E e 30
3Q21A $(0.13) $2.34 (1.1%)
4Q21E _$0.06 $3.60 8.3%

FY21E 5005 $10.86 174% | Adj. EBITDA (in thousands)
1Q22E $0.03 $3.90 5.6% " 20204 © (52080)
2Q22E $0.01 $3.90 3.8% | 2021E © o 4032
’ ' ' . 2022E . $1,541

3Q22E $0.00 $4.00 0.2%
4Q22E $0.01 $4.80 24%
FY22E $0.05 $16.60 3.0%

Note: Numbers may not add due to rounding. See our full model in the back

of this report.

Risks/Valuation

¢ Risks include: Highly competitive business; inconsistent earnings; changes in customer demand;
commercialization of technology.

e Our $20 target is derived using a discounted future earnings model

Company description: FLES is a holding company that operates as an e-commerce auto and truck parts sales
company.
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Figure 1 — The 4Less Group, Inc. — One-year Trading snapshot
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Valuation Methodology

We believe FLES is undervalued and we support that belief with two valuation techniques, both of which suggest the
shares are undervalued at the current price. For the purposes of determining our price target we use a discounted
future earnings model. For the purpose of confirming our price target we look at comparable company valuations:

1) The discounted value of all future earnings was used for our price target (see Figure 2)
2) Valuation relative to peers (see Figure 3)

Discounted Future Earnings - Basis for Price Target

Our 12-month price target of $20.00 is based on a discounted future earnings model (Figure 2). For the purposes of
deriving an earnings-based price target, we assume the company generates a small profit for FY21 and continues to
grow into the future. The model sums up all earnings per share, discounted at 7.5% to arrive at a per share valuation.
Note, this model understates future novel product developments, probably understates the tax benefits, but offsetting
that, the earnings never have a down year. The implied share price is $19.79 which we round up to $20.00.
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Figure 2 — The 4Less Group, Inc. — Implied Price Target Calculation

Discounted future earnings $19.79
Discounted

Years EPS EPS
FY21 $0.05 $0.05
2 $0.25 $0.22
3 $0.70 $0.56
4 $1.00 $0.75
5 $1.10 $0.77
Terminal Value $16.67

Source: Litchfield Hills Research LLC

Valuation Relative to Peers

If we compare FLES to a simple average of its peers (Figure 3), the shares sell at a significant discount on every metric
except PE, however PE metrics often look overvalued in early-stage growth companies. These metrics indicate the
stock price should be more than 100% higher than where it is today. This supports our $20 price target. If the shares
traded for $20.00 today, its 2021 Sales Multiple would still be below average. Details on each of the peers can be
found in Figure 5. The companies we used in Figure 5 are in similar lines of business although none of them are a
perfect match.

Figure 3 —The 4Less Group, Inc. — Summary Discount to Peers

2021 Sales 2021 EV/ 2021 EV/
Multiple Sales EBITDA
Peers 3.95 3.99 18.28
FLES 0.56 0.60 6.67
Discount to 86% 85% 64%
Peers

Source: Litchfield Hills Research LLC and Refinitiv Eikon

Guidance and Financial Forecasts

The company provides no guidance. Our financial forecast makes many assumptions in order to determine a valuation.
We have tried to be as conservative as possible, but the company appears to be at an inflection point where it could
get profitable very quickly.

Quarterly Results

The company has an unusual capital structure that adds in millions of shares to the diluted EPS calculation as we
show in Figure 4. We believe that because the details of the calculation are in Note 12 near the back of the Q, it has
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not been picked up correctly by any of the financial platforms. Nor was it properly understood by us. For ease of
understanding we have merged both the Basic EPS and Diluted EPS calculations on the same page.

The company reported a Basic EPS gain of $1.03 on $2.335MM of revenue. We had been looking for an EPS gain of
$0.06 on $2.7MM in revenue. The shortfall to revenue was largely due to our own higher expectations, but revenue
was still up Y/Y by double-digits. It beat our EPS estimate due to a one-time gain on settlement of debt. Operating
income was below our expectations due primarily to lower sales.and margins as it had to purchase from distributors
with higher prices in addition to its purchases from manufacturers, due to higher demand. Expenses were higher due
to rehiring Covid related layoffs, higher commissions on higher sales and professional fees associated with its Reg. A
filing.

We have changed our estimates to reflect our expectations for diluted share EPS. You should disregard
our previous estimates.
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Figure 4 — The 4Less Group, Inc. — Quarterly Variance and Diluted EPS Calculation

(5000)
Better/(Worse)
FY21 FY21 than forecast
Q3E Q3A
Income Statement
Total Revenue $2,700 $2,335 ($365)
Total cost of products sold 1,863 1,861 r 2
Total Gross Profit 837 474 (363)
Operating expenses:
Depreciation 5 6 ($1)
Postage, shipping and freight 175 114 61
Marketing and advertising 4 25 (21)
E Commerce services 250 222 (28)
Operating lease cost 34 23 (11)
Personnel costs 240 330 90
G&A $160 $264 104
Total Expenses 868 985 7 (117)
Earnings (loss) from Operations (31) (511) 480
Total Other income/(expense) 100 1,611 1,511
Earnings before taxes 69 1,100 1,031
Tax expense/(benefit) 0 0 0
Net income $69  $1,100 1,031
Basic EPS $0.06 $1.03 $0.97
BASIC EPS Share count 1,200 1,067
Calculation of diluted EPS:
Net Income from Basic EPS Calculation 1,100
Add: interest expense on convertible debt 44
Add: amortizations of debt discount 67
Less: gain on settlement of debt of convertible notes (2,846)
Add (Less): loss (gain) on change of derivative liabilities 940
Net Income (loss) adjusted for common stock equivalents 694
Dilutive effect of common stock equivalents:
Basic EPS share count from above 1,067
Convetible notes and accrued interest 144
Convertible Class C Preferred Shares 3,108
Warrants issued in exchange for conv. Notes 950
Diluted share count 5,269
IDiluted Share EPS 0.13)]

Source: Company filings and Litchfield Hills Research LLC
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Figure 5 — The 4Less Group, Inc. — Comp Table

Market Cap 2021 Sales 2021 EV/ 2021 EV/

Ticker Company Name 12/31 Close $MM EV $MM Multiple Sales EBITDA 2021 PE
AMZN.O Amazon.com Inc $3,256.93 1,634,168 1,616,340 3.63 3.59 23.23 70.56
BABA.K Alibaba Group Holding Ltd $232.73 629,683 604,381 4.49 4.33 14.82 18.50
SHOP.K  Shopify Inc $1,131.95 137,999 132,628 NMF NMF NMF NMF
EBAY.O eBay Inc $50.25 34,639 38,860 3.17 3.53 9.81 13.42
ORLY.O O'Reilly Automotive Inc $452.57 32,788 35,783 2.79 3.05 13.70 19.41
CPRT.O Copart Inc $127.25 30,048 29,856 11.05 10.93 23.79 35.97
AZO Autozone Inc $1,185.44 26,980 31,063 1.99 2.28 10.47 14.06
ETSY.O ETSY Inc $177.91 22,433 22,018 12.37 12.00 43.41 80.67
GPC Genuine Parts Co $100.43 14,491 16,519 0.83 0.94 11.10 17.37
LKQ.O LKQ Corp $35.24 10,725 13,462 0.88 1.10 9.27 12.78
AAP Advance Auto Parts Inc $157.51 10,688 10,651 1.05 1.05 9.29 16.28
PRTS.O Carparts.Com Inc $12.39 594 545 1.22 1.13 32.23 NA
AVERAGE 3.95 3.99 18.28 29.90
FLES.PK 4 Less Group Inc $1.75 9 10 0.56 0.60 6.67 35.00
|FLES (Discount) Premium to peers: -86% -85% -64% 17%|

Had Shopify metrics been included, it would have made the dispartiy even larger.
Source: Litchfield Hills Research LLC and Refinitiv Eikon
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Figure 6 — The 4Less Group, Inc. — Income Statement (S000)

January ending year 2019A 2020A 2021E 2021E 2022E 2022E
Year Year Q1A Q2A Q3A Q4E Year Q1E Q2E Q3E Q4E Year
Total revenue $8,313 $8,186 $2,000 $2,927 $2,335 $3,600 $10,862 $3,900 $3,900 $4,000 $4,800 $16,600
Growth 19% -2% -12% 42% 24% 83% 33% 95% 33% 71% 33% 53%
Cost of Goods 6,116 6,275 1,428 2,002 1,861 2,412 7,703 2,730 2,730 2,800 3,360 11,620
Gross Profit 2,197 1,911 572 926 474 1,188 3,159 1,170 1,170 1,200 1,440 4,980
Gross Margin 26.4% 23.3% 28.6% 31.6% 20.3% 33.0% 29.1% 30.0% 30.0% 30.0% 30.0% 30.0%
Operating expenses:
Depreciation 41 35 7 6 6 5 24 6 6 6 6 24
Postage, shipping and freight 402 453 113 152 114 185 564 200 200 250 300 950
Marketing and advertising 180 205 18 6 25 4 53 50 100 150 200 500
E Commerce services 963 763 166 253 222 250 892 250 250 250 250 1,000
Operating lease cost 75 118 34 34 23 34 125 35 35 35 35 140
Personnel costs 1,200 1,275 267 233 330 250 1,080 250 250 300 325 1,125
G&A 328 916 176 159 264 160 758 160 180 200 210 750
Total Operating Expenses 3,188 3,764 781 843 985 888 3,496 951 1,021 1,191 1,326 4,489
Operating Income (991) (1,853) (209) 83 (511) 300 (337) 219 149 9 114 491
Operating Margin -11.9% -22.6% -10.4% 2.8% -21.9% 8.3% -3.1% 5.6% 3.8% 0.2% 2.4% 3.0%)
Total Other Items (7,135) (2,027) 1,396 312 1,611 0 3,319 0 0 0 0 0
Pre-Tax Income (8,125) (3,880) 1,187 395 1,100 300 2,982 219 149 9 114 491
Pre-Tax Margin -97.7% -47.4% 59.3% 13.5% 47.1% 8.3% 27.5% 5.6% 3.8% 0.2% 2.4% 3.0%)
Taxes (benefit) 0 0 0 0 0 0 0 0 0 0 0 0
Tax Rate 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Net Income (loss) (8,125) (3,880) 1,187 395 1,100 300 2,982 219 149 9 114 491
Net Margin -97.7% -47.4% 59.3% 13.5% 47.1% 8.3% 27.5% 5.6% 3.8% 0.2% 2.4% 3.0%)
Diluted EPS ($427,657.79) ($44.83) $0.02 $0.00 ($0.13) $0.06 ($0.05) $0.03 $0.01 $0.00 $0.01 $0.05
Diluted Shares Outstanding 19.0 86.5 551.6 763.2 5,269.0 5,300.0 2,970.9 8,000.0 10,000.0 12,000.0 12,000.0 10,500.0

Source: Company reports and Litchfield Hills Research LLC
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Figure 7 — The 4Less Group, Inc. — Balance Sheet (S000)

January ending year FY2022E FY2021E FY2020 FY2019

Balance sheet
Current Assets

Cash and S.T.I. $6,189 $1,474 $162 $59
Accounts receivable 2,000 0 0 0
Inventories 1,000 300 372 293
Other assets 15 14 9 101
Total Current Assets 9,204 1,788 543 454
Net PP&E 500 350 483 454
Other non-current assets 100 85 115 242
Total Assets $9,804 $2,223 $1,141 $1,150

Current Liabilities

Accounts payable $1,000 $600 $534 $216
Accrued expenses 2,500 3,400 4,766 3,519
Other current liabilities 3,000 500 2,713 2,115

Total current liabilities 6,500 4,500 8,014 5,851
Long-term debt 0 1,100 12 45
Other non-current 400 340 365 380

Total Liabilities 6,900 5,940 8,391 6,275

Stockholders' Equity

Preferred stock
Total stockholders' equity 2,904 (4,587) (8,120) (5,995)
Total Liabilities and equity $9,804 $1,353 $1,141 $1,150

Source: Company reports and Litchfield Hills Research LLC
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Figure 8 — The 4Less Group, Inc. — Cash Flow (5000)

Cash Flow
2022E 2021E 2020A

Net Income $491 $2,982 ($3,880)
Accounts receivable (2,000) 0 0
Inventories (700) 72 (79)
Other assets (1) (5) 92
PP&E (150) 133 (29)
Other non-current (15) 30 128
Accounts payable 400 66 318
Accrued expenses 1,100 (466) 640
Short-term debt (2,000) (901) 607
Other current liabilities 2,500 (2,213) 598
Long-term debt (1,100) 1,088 (33)
Other non-current 60 (25) (15)
Pfd. Stock (870) (0) 0
Common stock 0 0 0
Capital in excess of par 7,000 551 1,755
Accumulated other comp. income 0 0 0
Treasury stock and note 0 0 0
Dividend and tax adj. 0 0 0

Total Cash Flow $4,715 $1,312 $103

Source: Litchfield Hills Research LLC

Disclosures:
Analyst Certification

We, the Litchfield Hills Research Department, hereby certify that the views expressed in this research report accurately reflect our
personal views about the subject company and the underlying securities.

FINRA Compliant Research Report

We, the Litchfield Hills Research Department, hereby certify that this report is compliant with FINRA research rules 2241, 3110,
the analyst is registered with FINRA and the report has been reviewed by a Supervisory Analyst.

MiFID Il Compliant Research Report

Our research is classified as minor non-monetary benefit under MiFID Il. This applies to all forms of transmission, including email,
website and financial platforms such as Bloomberg, FactSet, S&P Global, Refinitiv, Wind and 13 others. We do not seek payment
from the asset management community and do not have any execution function. Investors can continue to receive our research
under the MIFID Il regime without the need for a contract for services to be put in place. This applies to all forms of transmission,
including email, website and financial platforms.

Litchfield Hills Research LLC Rating System

BUY: We expect the stock to provide a total return of 15% or more within a 12-month period.

HOLD: We expect the stock to provide a total return of negative 15% to positive 15% within a 12-month period.
SELL: We expect the stock to have a negative total return of more than 15% within a 12-month period.

Total return is defined as price appreciation plus dividend yield.
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Other Disclosures

Litchfield Hills Research, LLC (“LHR”) is not a U.S. broker-dealer registered with the U.S. Securities and Exchange Commission nor a
member of Financial Industry Regulatory Authority. The principal of LHR and publisher of this report, Theodore R. O’NEeill, is a
registered representative of Ascendiant Capital Markets, LLC (“Ascendiant”), a registered broker-dealer and FINRA member firm.
Ascendiant considers Mr. O’Neill’s association with LHR to be an “outside business activity” and is disclosed as such with FINRA. This
report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation
or which would subject LHR or any divisions, subsidiaries or affiliates to any registration or licensing requirement within such jurisdiction.

All material presented in this report, unless specifically indicated otherwise, is under copyright to LHR and the subject company. None
of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party,
without the prior express written permission of LHR or the subject company. All trademarks, service marks and logos used in this report
are trademarks, service marks, registered trademarks, or service marks of LHR or its affiliates. The information, tools and material
presented in this report are provided to you for information purposes only and are not to be used or considered as an offer or the
solicitation of an offer to sell or to buy or subscribe for securities or other financial instruments. LHR may not have taken any steps to
ensure that the securities referred to in this report are suitable for any particular investor. The investments or services contained or
referred to in this report may not be suitable for you and it is recommended that you consult an independent investment advisor if you
are in doubt about such investments or investment services. Nothing in this report constitutes investment, legal, accounting or tax
advice or a representation that any investment or strategy is suitable, appropriate to your individual circumstances, or otherwise
constitutes a personal recommendation to you. LHR does not offer advice on the tax consequences of investment and you are advised
to contact an independent tax adviser. LHR believes the information and opinions in the Disclosure Appendix of this report are accurate
and complete. Information and opinions presented in this report were obtained or derived from sources LHR believes are reliable, but
LHR makes no representations as to their accuracy or completeness.

Ownership and Material Conflicts of Interest

The analyst owns no shares of the subject company. The analyst and his family have no known material conflicts of interest in authoring
this report. No employees of Ascendiant Capital Markets, LLC own any material amount of FLES stock or have any influence on the
FLES Board of Directors.

Investment Banking and Fees for Services

Litchfield Hills Research has not received compensation for advisory or investment banking services from the Company in the past 12
months. Ascendiant Capital Markets, LLC has not received compensation for advisory or investment banking services from the
Company in the past 12 months. Litchfield Hills Research LLC has received compensation for distribution and investor targeting
services. Ascendiant Capital Markets, LLC has not received compensation for non-investment banking services from the Company in
the past 12 months.

Market Making
Neither Litchfield Hills Research, LLC nor Ascendiant Capital Markets, LLC makes a market in the subject company's securities.

Additional information is available upon request. LHR accepts no liability for loss arising from the use of the material presented in this
report, except that this exclusion of liability does not apply to the extent that liability arises under specific statutes or regulations
applicable to LHR. This report is not to be relied upon in substitution for the exercise of independent judgment.

© 2019 Litchfield Hills Research LLC, 79 Belgo Road, Lakeville, CT 06039 | Contact the analyst: theodore@HillsResearch.com |
www.HillsResearch.com  860-435-0150 * Important disclosures can be found at the back of this report Page 10


mailto:theodore@HillsResearch.com
http://www.hillsresearch.com/

	Guidance and Financial Forecasts
	Quarterly Results

