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Summary
Grom Social Enterprises, Inc. is a media, technology, and entertainment company
that focuses on delivering content to children under the age of 13. We are initiating
coverage on the shares with a Buy rating with a price target of $5 based on a sumof-the-parts analysis.
Most of the company’s revenue is derived from its wholly owned subsidiary,
TD Animation, which contracts with major entertainment companies to produce
animated content. The company purchased Curiosity Ink Media, a creator and
developer of original content geared towards children, in August 2021. In connection
with the acquisition, the company appointed Russell Hicks to Managing Director
of TD Animation, which we believe marks an inflection point for the company.
Russell Hicks has more than 40 years of experience within the animation industry
and was involved with the production of hits such as Scooby-Doo, SpongeBob Square
Pants, Dora the Explorer, and Paw Patrol. Additionally, he has built relationships
with colleagues within the industry, who hold major decision-making roles at top
entertainment companies. In our opinion, this will help TD Animation win more
contracts and grow its top line. Additionally, we believe there could be significant
upside if Russell Hicks were to develop and produce another hit, which we do not
believe is being considered by the market.
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Investment Highlights
Acquisition of Curiosity Ink Media

• The company purchased Curiosity Ink Media (CIM) in August 2021. CIM is a

creator, developer, and producer of kids and family entertainment content that
was created by Russell Hicks in 2018. We believe the company is poised to benefit
from the increase in expected spending on content from major streaming services.
• Russell Hicks has a history of success and was involved in the development
of hits such as Scooby-Doo, SpongeBob Square Pants, Dora the Explorer, and
Paw Patrol.

• He was a driving force behind the success of Nickelodeon in the early

2000s, where he was the president of content and production from 2012–
2017 and Chief Creative Officer from 1998-2012. We believe his past history
of developing hit content is repeatable.

• The team at CIM has a strong incentive to develop successful content due

to the earn-out structure from the acquisition. Grom paid roughly $5.7M for

Please see analyst certification and important disclosures on page 22 of this report.
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CIM up front, but the selling party has the opportunity to earn up to $17.5M
more upon achieving certain EBITDA targets from 2023-2025.

• According to Ampere Research, streaming services spent more than $220B

for content in 2021, representing an increase of 14% over 2020. In 2022,
Ampere expects investment for content to exceed $230B, representing an
increase of 4.5%.[1]

Top Draw Animation Tailwinds.

• With recent contract wins in 4Q21, we believe the company’s backlog is roughly

$8.6M, which represents a 33% increase above the backlog stated at the beginning
of FY21 and a 23% increase above the backlog stated at the beginning of FY20.
• Russell Hicks was appointed to Managing Director of Top Draw Animation
in August 2021. The founder of Top Draw Animation, Wayne Dearing,
resided in the Philippines and retired in August 2021. The company now has
direct access to Hollywood through the connections that Russell Hicks has
built over the past 40 years.

• According to former Nickelodeon executive, Paul Ward, who joined the

company in March 2021 as President of Grom, many of Russell Hicks’
colleagues hold key decision-making roles at major companies such as NBC
Universal, Netflix, Hulu, and Amazon.

• As a result, we believe the company’s Top Draw Animation business win
new contracts going forward.

Positive Momentum in KPIs and Revenue Trends.

• Grom boasts a high online usage duration versus some of its peers and continues to

grow its user base. The company currently has roughly 2.5M total monthly active
users, up from 876K in 2019, representing approximately 60% growth per year.

Valuation. We derived our $5.00 price target using a sum of the parts analysis and
used a relative valuation from peers. Our price target implies a return of 173%
Risks. Risks include illiquidity of shares, history of losses, dilution in shares,
competition. In addition, we strongly encourage investors to review regulatory
filings for additional risk factors.
[1]
https://www.fiercevideo.com/video/streaming-services-help-push-contentspending-past-220b-2021
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Overview and Background
Grom Social Enterprises, Inc. is a media, technology, and entertainment company that focuses on
delivering content to children under the age of 13 through its five operating subsidiaries:
1. Grom Social Inc.: Operates a social media network designed for children under the age of 13.
2. TD Holdings Limited: Produces animated films and television series.
3. Grom Educational Services, Inc.: Operates web filtering services provided to schools and
government agencies.
4. Grom Nutritional Services, Inc.: Pre-revenue segment that intends to market and distribute
nutritional supplements to children.
5. Curiosity Ink Media, LLC: Develops and acquires kids and family entertainment properties and
associated business opportunities. Grom purchased 80% of the Curiosity in August of 2021.

Investment Thesis
In our opinion, Grom Social Enterprises is currently at an inflection point. We are initiating on the
company with a Buy and price target of $5 based on a sum-of-the-parts analysis. The company stands to
benefit from the race for content by major streaming services through its acquisition of 80% of the assets
of Curiosity Ink Media in August of 2021. The acquisition also led to the hiring of Russell Hicks, a long
tenured leader within the animation industry who was appointed to Managing Director of Top Draw
Animation. Additionally, the company has seen strong growth in key performance indicators within its
social media and web filtering segments.

Investment Highlights
Acquisition of Curiosity Ink Media. The company purchased Curiosity Ink Media (CIM) in August of
2021. CIM is a creator, developer, and producer of kids and family entertainment content that was created
by Russell Hicks in 2018. We believe the company is poised to benefit from the increase in expected
spending on content from major streaming services.







Russell Hicks has a history of success and was involved in the development of hits such as
Scooby-Doo, SpongeBob Square Pants, Dora the Explorer, and Paw Patrol.
He was a driving force behind the success of Nickelodeon in the early 2000s, where he was the
President of content and production from 2012 – 2017 and Chief Creative Officer from 1998 2012. We believe his past history of developing hit content is repeatable.
The team at CIM has a strong incentive to develop successful content due to the earn-out
structure from the acquisition. Grom paid roughly $5.7M for CIM up front, but the selling party
has the opportunity to earn up to $17.5M more upon achieving certain EBITDA targets from
2023 - 2025.
According to Ampere Research, streaming services spent over $220B for content in 2021,
representing an increase of 14% over 2020. In 2022, Ampere expects investment for content to
exceed $230B, representing an increase of 4.5%.1

Top Draw Animation Tailwinds. With recent contract wins in 4Q21, we believe the company’s backlog
is roughly $8.6M, which represents a 33% increase above the backlog stated at the beginning of FY21
and a 23% increase above the backlog stated at the beginning of FY20.

1

https://www.fiercevideo.com/video/streaming-services-help-push-content-spending-past-220b-2021
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Russell Hicks was appointed as Managing Director of Top Draw Animation in August 2021. The
founder of Top Draw Animation, Wayne Dearing, resided in the Philippines and retired in August
2021. The company now has direct access to Hollywood through the connections that Russell
Hicks has built over the past 40 years.
According to former Nickelodeon executive, Paul Ward, who joined the company in March 2021
as President of Grom, many of Russell Hicks’ colleagues hold key decision-making roles at major
companies such as NBC Universal, Netflix, Hulu, and Amazon.
As a result, we believe the company’s Top Draw Animation business will win new contracts
going forward.

Positive Momentum in KPIs and Revenue Trends. Grom boasts a high online usage duration versus
some its peers and continues to grow its user base. The company currently has roughly 2.5M total
monthly active users, up from 876K in 2019, representing approximately 60% growth per year.
Attractive Valuation. The company’s shares trade for 3.2x FY23 revenue, whereas peers trade at
roughly 7.5x.

Company History











April 14, 2013: Company is incorporated in the State of Florida as Illumination America, Inc.
July 1, 2016: Grom enters into an agreement to purchase TD Holdings.
September 30, 2016: The company acquires online application and website MamaBear from
GeoWaggle, LLC.
January 1, 2017: Company acquires NetSpective web filter from Telemate.net Software, LLC.
August 17, 2017: Company acquires Grom Holdings via the issuance of approximately 3.4M
shares to Grom Holdings stockholders and changes name to Grom Social Enterprises.
December 27, 2017: Company acquires Fyoosion LLC, a software company that utilizes a digital
automation marketing platform to help with generating sales leads and improving customer
retention.
May 19, 2021: Company completes 1-for-32 reverse stock split and begins trading on the
OTCQB market.
June 17, 2021: Common stock and registered warrants begin trading on the Nasdaq.
August 19, 2021: Company closes on acquisition of 80% of Curiosity Ink Media, LLC (CIM).

Company Overview
Top Draw Animation
Top Draw Animation is the company’s largest segment and generates roughly 90% of the company’s
revenue. It is involved in the production of animated content and operates through its two wholly owned
subsidiaries in the Philippines and Hong Kong.
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Figure 1: Top Draw Animation

Source: Grom Social Enterprises 2021 Presentation

Top Draw contracts with third parties to produce animated films and television shows, which are then
sent to Top Draw Philippines for production work at its studio in Manila. The company has more than
400 global animation experts who work at its state-of-the-art facility in Manila. The company produces
more than 200 half-hour segments of animated content annually, making it one of the largest producers of
animation for television globally.
Some notable projects it has worked on in the past include:
Figure 2: Top Draw Notable Projects

Source: Company Reports
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In August 2021, the founder and Managing Director of Top Draw Animation, Wayne Dearing, announced
his retirement. Grom appointed Russell Hicks as Managing Director of Top Draw Animation concurrently
with Wayne Dearing’s retirement.
The success of Top Draw is largely dependent upon the development and production of its animated
features. The company generates revenue from contracts with customers for pre-production and
production services for developing animated movies and television show.
Some of Top Draw’s customers include Disney, Nickelodeon, Cartoon Network, and Warner Bros.
Pictures. In our opinion, these blue-chip customers speak to the quality of the product that Top Draw
produces.
Top Draw competes with other animation businesses from production companies in Korea, Taiwan,
Canada, India, China, Malaysia, Singapore, and Thailand. Its competitors located within the Philippines
include Toon City Animation, Snipple Animation Studio, and Synergy 88 Digital.

Curiosity Ink Media
Headquartered in Hollywood, CA, Curiosity Ink Media is a creator, developer, and producer of kids’ and
family entertainment content. Grom purchased an 80% stake in the company in August of 2021. The
company was formed by Russell Hicks in 2018, who spent more than two decades in leadership roles at
Nickelodeon. The impetus for the acquisition was brought about through the relationship between Grom’s
recently appointed President, Paul Ward, and Russell Hicks, who spent many years working together at
Nickelodeon.
Figure 3: Curiosity Ink Media

Source: Company Website

The company’s current productions in development include:


Santa.com: Debuted in early December, Santa.com is a virtual North Pole. The company plans on
making a full-length feature film to be shown in theatres, with the plot centered around Santa’s
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workshop, which has been upgraded with robotic candy cane arms, peppermint drones, and other
technology. Santa’s workshop gets hacked by Cyber Scrooge and elves work to lure Santa out of
retirement to save Christmas.
The Pirate Princess: Tells the story of an infant princess who washes ashore to a remote island
that is run by no-nonsense pirates, who band together to raise her. The story will debut initially as
a graphic novel in 2022 and the company expects it to be a feature film franchise thereafter.
Thunderous: Expected to be a feature film franchise after the debut of the graphic novel. The
story is centered around a teenager who struggles to find the connection between her family’s
indigenous culture and her life in the modern world. She then gets transported to a Spirit World to
learn more about her family’s indigenous culture and tries to find her way home.
Baldwin’s Big Adventures: This series will be geared towards the company’s emerging preschool
market and is expected to first be published in book format, arriving on the market in the Spring
of 2022. The story is centered around a train who embarks on a journey to be reunited with his
father.
Cats vs. Pickles: The company will receive a 2% royalty share from this franchise. The first
installment of the book series debuted in 4Q and expects to become an animated series. This
concept is already selling merchandise and games. The products on Amazon.com boast strong
reviews and ratings.

If these productions find success, we believe the company will be able to generate additional revenue
through merchandising opportunities.

Grom Educational Services
The company purchased internet content filtering software called NetSpective Webfilter on January 2,
2017, from Telemate.net. The company’s Web Filtering business generates revenue through the sale of
hardware and on a subscription basis for its software. Typically, its clients pay in advance for filtering
services ranging between 1-5 years. Its clients include thousands of schools with more than 4M children
in attendance.
Figure 4: Grom Educational Services

Source: Company Website
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The segment competes with other web filtering products and services, such as iBoss, Lightspeed, Go
Guardian, and Securly. It also competes with larger companies focused on enterprise solutions, such as
Forcepoint (Websense), Bluecoat, Palo Alto Networks, Barracuda, and Cisco.

Grom Social
Grom Social is a media platform that is focused on delivering to content to children under the age of 13
and allows parents or guardians to monitor their kids’ activities. The platform allows its users to chat with
friends, view original content, and/or play games that are created by the company. Its business model is
focused on providing a safe environment for children under the age of 13. As such, each child is required
to receive parental approval to gain full access to the platform.
Figure 5: Grom Social

Source: Grom Social Enterprises 2020 Presentation

In May of 2019, the company’s Grom Social mobile application was approved on the Apple Store and
Google Play Store.
The company has established several safeguards and procedures to make the platform a safe place for
children:
1. Account Approval: The company sends an email to the parents or guardian of the child who
requests an account opening that requests approval.
2. Parental Involvement: Through the approval process, the company strives to ensure that the
parents or guardians are aware and involved with their child’s activity on the website.
Additionally, the company is able to market products and services to parents this way as well.
3. Digital Citizenship Educational Content: The company incentivizes children to take and
pass an internet safety course in order to gain access to more features on the platform.
4. Limited Data Collection of Child and Parent: The information the company collects is
limited to parent email, birthdate, gender, and country locations.
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5. Content Monitoring: The company uses keyword monitoring to seek out inappropriate
behavior on the site. The user will receive a warning if the company flags any activity that it
deems inappropriate and will be banned from the platform if the problems persist.
6. Anti-Bullying: The company also monitors the platform for bullying and posts messages that
emphasize anti-bullying and responsible digital citizenship.
7. Use of “Gromatars”: Each user has their own “Gromatar”, which is an animated picture that
the user creates to represent themselves, rather than using a real photograph.
Grom acquired an app called MamaBear in September of 2016, whereby parents can use the app to
monitor their child’s online presence on various platforms such as Facebook, Instagram, Twitter, and
YouTube.
The company’s strategy is to:
1. Increase its user base to attract advertisers to the platform.
a. Grom has partnered with SuperAwesome, one of the largest COPPA (Children’s Online
Privacy Protection Act) compliant kid advertising companies in the world. A number of
SuperAwesome’s clients are already advertising on the Grom Platform, including Disney,
Nickelodeon, and McDonalds.
2. Add a subscription based premium content tier, whereby premium users will pay a monthly
subscription fee in order to have enhanced features. The company has yet to roll this out this
feature.
3. Add exclusive premium games and/or add in-game upgrades that users would need to pay for.
4. Create Grom Social apparel to be purchased.
The Grom Social platform generates minimal revenue currently, but we believe monetization
opportunities will be realized as the userbase continues to expand. Additionally, we believe there are
some synergies the platform has with Curiosity Ink Media, whereby we foresee the company offering its
users
1. Premium upgrades based on characters from the content developed through CIM, and
2. Premium games and features based on content developed through CIM.
Grom Social operates in highly competitive markets and competes with Facebook, YouTube, Twitter,
Google, TikTok, SnapChat, Video Star, Zoomerang, Yoursphere, Fanlala, Franktown Rock, and Sweety
High.



Grom Social is the only COPPA compliant platform for children under the age of 13 that allows
them to record and share videos, which we believe gives it a competitive advantage.
Children under the age of 13 are not eligible to use certain platforms, such as Facebook and
Instagram.

Customers
Grom has added more than 24M users located in over 200 countries and territories since the company’s
inception in 2012 and has 2.3M active users across its platforms. The users include children under the age
of 13, parents who register or download the MamaBear app, and any student or faculty member that uses
its NetSpective web filtering platform. The company acquires customers through organic and purchased
search results on internet search websites such as Google.com, Bing.com, and Yahoo.com. The company
reported that its number one source of growth comes from parent to parent and child to child referrals.
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The company generates the majority of its revenue from Top Draw Animation, which has significant
customer concentration. Four of Top Draw’s accounted for 81% of its revenue in the 9 months ended
September 30, 2021.

Management
Darren Marks, Chief Executive Officer, President, Director
Darren Marks has been the company’s Chief Executive Officer and a Director since June of 2012 and
previously was Chairman of the Board from July, 2015 to August, 2017. From January, 2011, to
February, 2016, he was the president of DNA Brands, a publicly traded beverage distributor. He also cofounded and served as Vice President of Sims Communications, a telecommunications company that used
to trade on the Nasdaq.
Jason Williams, Chief Financial Officer, Secretary, Treasurer
Jason Williams has been the company’s Chief Financial Officer, Secretary, and Treasurer since June 26,
2021. Prior to joining Grom, he was the President of WM Consulting from 2016 – 2021. He also served
as Chief Financial Officer of Protective Products of America and ForceField Energy (OTCPK:FNRG).
Melvin Leiner, Executive Vice President, Chief Operating Officer, Director
Melvin Leiner has been the company’s Executive Vice President since December of 2012 and Chief
Operating Officer as of August 17, 2017. From December 2012 to June 2021, he also served as the
company’s Chief Financial Officer and Secretary. Prior to Grom, he co-founded DNA Brands, where he
was the Executive Vice President and a Director from January 2011 to February 2016. He also cofounded Sims Communications and served as Chairman, President, and Chief Executive Officer from
1991 to 1997.
The company has reserved a total of approximately 1.9M shares for its 2020 Equity Incentive Plan,
representing approximately 12% of shares outstanding. Additionally, all Officers and Directors as a group
have approximately 62.3% of the combined voting power of the company, mostly derived through the
ownership of the company’s Series C Convertible Preferred Stock.
Figure 6: Top 5 Holders of Common Stock

Source: Company Reports

Financial Analysis and Outlook
Top Draw Animation
In our opinion, the appointment of Russell Hicks as Managing Director of Top Draw Animation in
August 2021 marks an inflection point for the company.
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Top Draw Animation’s growth was significantly affected by COVID-19 in FY20 due to the temporary
closure of its animation studio in Manila but has historically produced strong EBITDA margins. The
business historically realizes gross profit margins between 45-55%.

Figure 7: Top Draw Animation Financial Snap Shot

Source: Grom Social Enterprises 2021 Presentation

Figure 8: Top Draw Animation EBITDA Margin
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Source: Grom Social Enterprises 2021 Presentation
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Russell Hicks has more than 40 years of experience working within the creation and animation industry,
starting at Hanna-Barbera then going on to work for Turner Broadcasting, Disney, and Nickelodeon.
Wayne Dearing, who retired in August of 2021, was based out of the Philippines. According to Grom
President, Paul Ward, the colleagues Russell Hicks has made over his career are now head decision
makers at major companies such as NBC Universal, Netflix, Hulu, and Amazon.2 Given Russell Hicks’
strong connections within Hollywood, we believe the company will generate strong revenue growth from
his connections within the industry going forward.

Curiosity Ink Media
In our opinion, Curiosity Ink Media is poised to take advantage of the race for content from major
streaming services. In addition, we believe that Russell Hicks’ past history of producing hits is repeatable.
Major content providers such as Disney, Comcast, Netflix, and Viacom have spent a tremendous amount
of resources on content over the past few years. In our opinion, Curiosity Ink Media’s intellectual
property development is well positioned to capture these trends in spending for content.
According to Ampere Research, streaming services spent over $220B for content in 2021, representing an
increase of 14% over 2020. In 2022, Ampere expects investment for content to exceed $230B,
representing an increase of 4.5%.3
Figure 9: Content Spend

Source: https://www.fiercevideo.com/video/streaming-services-help-push-content-spending-past-220b-2021

On top of the projects that are already in production, the company also has several content properties in
development:

2
3

https://www.youtube.com/watch?v=1VHLNSL-EgI
https://www.fiercevideo.com/video/streaming-services-help-push-content-spending-past-220b-2021
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Aloha Hoku: Animated musical series centered around a Hawaiian girl's adventures with her
magical ukulele. The company is partnering with YouTube sensation Honoka Katayama, who has
over 56.3K subscribers on YouTube and millions of views.
Odd Jobs: A comedic story of three young friends who take on a variety of odd jobs in order to
purchase the latest electric scooter. Along the way, the friends cut corners, resulting in disastrous
outcomes for their community.
The Forgettable Supervillains: This story revolves around superheroes who can’t quite cut it as
superheroes and then decide to test their luck being villains. Upon doing so, they realize that the
successful superheroes that they once admired are actually evil and attempt to save the day.
Oothar the Blue: Oother the barbarian decides to quit his monster slaying job and move to the
suburbs for a desk job. In turn, the same creatures he once fought in his past decide to show up in
his neighborhood, where he is forced to fend them off.

In our opinion, the Curiosity Ink Media team are highly incentivized to produce meaningful EBITDA in
2023, 2024, and 2025 based on the contingent earn-outs associated with the acquisition. The company
paid the selling group roughly $5.7M in total consideration in August of 2021. However, the selling group
has a contingent earn out of roughly $17.5M based on meeting certain EBITDA levels in FY23, FY24,
and FY25.4
Figure 10: Curiosity Ink Media Earn Out Incentives

Source: Company Reports

With a total enterprise value of roughly $26.4M, we believe that there could be meaningful upside if these
EBITDA targets are achieved.
4

https://www.sec.gov/Archives/edgar/data/0001662574/000168316821001289/grom_ex1001.htm
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Grom Social & Grom Educational Services
The company’s strategy is to expand its Grom Social user base through the acquisition of synergistic
companies, products, or intellectual property and through increased marketing initiatives with the goal of
growing a user base large enough to attract advertisers and paid users for its premium content. Its web
filtering business typically realizes gross profits between 75-80%. However, the web filtering business
competes with larger companies that offer similar products within a bundle, making it difficult for the
company’s product to compete on a standalone basis.
The company’s goal for its Grom Social platforms is to grow to 50M active users.5 In our opinion, this
will attract advertisers and generate a stronger stream of revenue for this business segment.
This segment has shown strong user growth since its inception in 2012 and boasts an average online
duration that competes with some of the top social media platforms. In our opinion, the relatively long
average duration speaks to the stickiness of the platform’s content, including but not limited to games,
chatting with friends, and short form animated series. To date, the company has had over 24M users on its
platform.
Figure 11: Grom Social & From Educational Services User Data

Source: Grom Social Enterprises 2021 Presentation

5

https://www.youtube.com/watch?v=m65MPh5co2U
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Figure 12: Average Daily Online User Duration (Hours) vs. Peers
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Figure 13: Quarterly User Growth (Millions)

Source: Grom Social Enterprises 2021 Presentation
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Recent Results
Grom reported its 3Q21 results on November 22, 2021. Total revenue grew 5.3% versus 3Q20.



Animation revenue grew 4.2% in the quarter versus 3Q20 due to an increase in the overall
number of contracts completed.
Web filtering revenue grew 18% in the quarter versus 3Q20 due to an increase in organic sales
growth.

The company’s gross profit decreased to 51.1% in 3Q21, versus 60.2% in 3Q20 due to increased fixed
overhead costs and animation projects going over budget.
Operating expenses increased to $2.9M in 3Q21 from $1.6M in 3Q20 due to stock-based compensation
and increased costs associated with the acquisition of Curiosity Ink Media.
On August 19, 2021, the company acquired an 80% interest in Curiosity Ink Media, LLC through the
issuance of roughly 1.8M shares at a $2.82 per share valuation. The company also paid down a $400K
convertible promissory note and issued $278K of an 8% 18-month convertible promissory note in
connection with the acquisition. Additionally, the sellers of CIM have the ability to earn $17.5M, payable
50% in cash and 50% in stock, upon achievement of certain performance milestones from the acquisition
date until December 31, 2025. Total consideration at the time of the acquisition was roughly $5.7M.
Figure 14: Curiosity Ink Media, LLC Total Consideration

Source: Company Reports

Forecast
On July 15, 2021, the company secured an additional $1.7M in new business and noted that its backlog
position at that time was $8M. Since the appointment of Russell Hicks in August, the company added
$2M in backlog. We estimate that the company’s current backlog is roughly $8.6M.









Revenue generated in FY20 represented roughly 78% of its reported backlog in FY20 due to the
pandemic. Given the uncertain backdrop as it relates to new variants, we expect the company to
generate roughly 80% of its backlog in FY22 and 85% in FY23.
With Russell Hicks leading Top Draw Animation, we believe the company will be able to reach
pre-pandemic level revenue by FY23. We expect the company to be able to generate $7.1M and
$7.9M of animation revenue in FY22 and FY23, respectively.
With the increased focus on development of content, we expect the company’s focus to decrease
from its web filtering segment and expect declines in revenue to continue. We project web
filtering revenue to be $477K in FY22, representing a decrease of roughly 9% from our FY21
estimate and 16% per year from FY20.
We expect the company’s revenue derived from its social media platforms will continue to be
minimal in the near term, with revenue growth tracking expected social media advertising spend.
We assumed 45% and 75% gross margins for the Animation and Web Filtering businesses goingforward, at the lower end of management’s stated range.
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We expect CAPEX to be low relative to historical standards given recent improvements to the
company’s Manila operation.
o The company’s weighted average lease term at the end of 3Q21 stood at 1.7 years, so we
expect depreciation expense to decrease significantly going forward. However, due to the
acquisition, amortization expense will be higher going forward.
Our forecast assumes that selling and marketing expense will continue to be 4% of total revenue.
Due to the acquisition of CIM, the company’s general and administrative expenses have increased
significantly.
o Typically, expenses are generated for the production and development of content prior to
any revenue being realized, which is why we expect G&A cost to be higher than normal
going forward.
We assumed normalized professional fees to be roughly $1M per year going forward.
The company granted 141,250 stock options to Brent Watts and Russell Hicks in connection with
the CIM acquisition. The options vest over three years, which we have included in stock-based
compensation.
The company’s largest interest expense comes from the accrual of the 10% Senior Secured
Convertible Notes, due in March of 2023. The loan is payable in 18 installments in cash or stock.
The discount is amortized over the life of the loan, along with the fair value of the warrants issued
in connection with the loan.
o The company also had:
 8% Unsecured Convertible Notes due in January of 2023.
 Notes are convertible into shares of common stock at $2.38 per share.
 10% Secured Convertible Notes that are not accruing interest.
 The notes were due in December of 2019, but no notices of default or
demands for payment have been received by the company.
 12% Senior Secured Convertible Notes due in March of 2024.
 12% Additional Senior Secured Convertible Notes due in March of 2024.
o We arrive at interest expense of approximately $395K per quarter.

Balance Sheet
As of late November, the company had approximately 12.6M shares of common stock outstanding and
9.4M of 8% Series C Preferred Stock outstanding.



Holders of common stock are entitled to one vote per share.
Holders of Series C Preferred Stock are entitled to 1.5625 votes per share.
o Series C Preferred Stockholders also have the ability to convert shares into common
stock at a conversion rate of $1.92 per share.

On June 21, 2021, the company raised capital through the sale of 2.4M units, which consist of one share
of common stock and one warrant to purchase one share of common stock with an exercise price of
$4.565. The warrants have an expiration date of five years after the issuance date. As of September 30,
2021, the company had approximately 4.4M warrants outstanding with a weighted average exercise price
of $4.36 and a weighted average contractual life of 1.82 years.
As of September 30, 2021 the company had $9.1M in cash and cash equivalents, $3.2M in debt, and
$9.4M in series C preferred stock. The company’s convertible notes consist of the following:
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Figure 15: Convertible Notes Table

Source: Company Reports
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Figure 17: GROM P&L

Source: Company Reports, EF Hutton Estimates, S&P Capital IQ

Valuation and Investment Conclusion
Valuation
We used a relative valuation to value GROM shares.



6

We assumed a value of $5.7M for CIM, which is what the company paid for it in August of 2021.
We used a relative valuation for Top Draw Animation using public and private peers.
1. Toei Animation Co (JASDAQ:4816 – Not Rated)) is an animation studio based out of
Japan that has produced a number of shows, including Dragon Ball, Sailor Moon, and
Transformers.
2. Pencilish Animation Studio is a new animation studio created by former Disney
employees.6 According to S&P Capital IQ, the company raised $5M in December 2020,

https://wefunder.com/pencilish/details
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leading to a post-money valuation of $9.5M. The company expects the generate $1M in
2022.7
Figure 18: Valuation

Source: Company Reports, S&P Capital IQ,
https://www.sec.gov/Archives/edgar/data/1835666/000167025421000550/document_1.pdf

Using this methodology, we arrive at a fair value of roughly $5 per share.
The company’s CIM segment does not currently produce any revenue and generates a significant amount
of expenses. In our opinion, there could be meaningful upside if the company is able to develop a hit,
which we have not projected within our model. CIM’s FY24 earn-out EBITDA targets range from $7M to
$21M. Using our fair value enterprise value for these figures combined with a normalized EBITDA
margin of 25% for Top Draw Animation puts the implied EV/FY24 EBITDA between 5.3x – 11.8x,
which we believe is in line with other content development companies (WildBrain (TSX: WILD) and
Thunderbird Entertainment Group (TSVX: TBRD) trade at 10.8x and 7.8x FY24 EBITDA, respectively).
When performing the same exercise on Grom’s current EV, we arrive at an EV/FY24 EBITDA multiple
between 2.4x -5.7x, which we believe is cheap. Therefore, we believe the market is assigning a low
probability on meaningful content creation from CIM. However, given Russell Hicks’ history of success,
we believe this is incorrect.

Conclusion
We believe that the company’s shares are a BUY at current levels and provide investors with potential
upside of 173%. Additionally, we don’t believe the market is ascribing any probability to the potential for
the company to produce a hit show in the future, which we believe Russell Hicks is capable of doing.
Additional upside may be seen if the company is able to grow its social media user base to a level that
attracts more advertisers.

7

https://www.sec.gov/Archives/edgar/data/1835666/000167025421000550/document_1.pdf
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Risks
In addition to the below risks, we strongly encourage investors to review regulatory filings for additional
risk factors.










The company’s shares are extremely illiquid.
The company has generated losses and will do so for the foreseeable future, in our opinion.
The company has stated that it will need to raise additional financing.
Auditors have express concern over the company’s ability to remain a going concern.
The company competes with companies that are much larger than it.
One of the company’s wholly owned subsidiaries, Top Draw Animation, is located in the
Philippines. Any unfavorable economic or political development that occurs in the Philippines
may affect the company’s results of operations.
The company has past due notes. No notices of default or demands for payment have been
received by the company.
The company may be unable to produce content that grasps the attention of its core audience.
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