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Falanx Group Ltd
With the run rate of recurring revenue expected to increase in the current year and
revenue contributions from the acquisitions of First Base in March 2018 and
Securestorm in July 2018, Falanx has outlined that it has the potential to at least
double revenue in 2019. However, the company’s longer term growth profile could
be further transformed by SolarWinds® MSP’s recent appointment of Falanx as its
key threat monitoring provider, a deal which could provide Falanx with access to a
vast number of new potential customers in the UK market in particular and
exposure to significant revenue upside.
On 19 September 2018, the company announced that SolarWinds had selected Falanx as
its first Threat Monitoring Service Provider™ (TMSP) in the UK and South Africa
whereby Falanx will support SolarWinds as it looks to leverage more advanced cyber
security to SolarWinds’ global customer base.
Falanx estimates that the partnership could provide the company with first mover
advantage with a total addressable market of over 2,000 SolarWinds Managed Service
Providers (MSPs) in the UK. Assuming an industry average of at least 50 customers per
MSP, Falanx estimates that its partnership with SolarWinds could expose the company
to approximately 100,000 SolarWinds end customers in the UK alone.
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In its role as TMSP, Falanx will provide Security Operations Centre (SOC) services in
support of SolarWinds’ sales of Threat Monitor software to its MSPs and onwards to end
customers. Falanx expects that the MSPs will assume increased responsibility for
installation over time although Falanx will retain exclusive control over the monitoring
role.
Falanx believes that an entry level price to new customers of £200 per month per
customer could support mass adoption of its services although pricing will be
determining by the size of end customers IT estate and incremental services would be
charged separately.
Falanx has identified an addressable market of over 2,000 MSPs in the UK implying
approximately 20,000 target end customers. Assuming that only 10% of these entities
are early adopters at entry level pricing, we calculate that successful exposure to only
2,000 SolarWinds’ UK customers (c.2% of the available market) could be worth at least
£4.8m annually with the upside case as much as £7.2m per annum for Threat Monitor
SOC Services alone. (See additional information on page 2).
Falanx notes that the design and implementation phase of its programme with
SolarWinds is in the early stages and delivery of support services will commence in the
first quarter of 2019 and this will have a limited impact on revenue in the current year
ending 31 March 2019. However, Falanx has agreed to provide its full suite of cyber
security services to SolarWinds’ for onward resale providing the potential for significant
future revenue upside post the 2019 financial year.
Falanx has increased and diversified the customer base across all service lines in
recent months and significantly strengthened the management team. With the
potential to more than double group revenue in the current year from recent
acquisitions coupled with organic growth, the company is moving towards an
EBITDA breakeven position in the current year and net profitability thereafter. This
position could be augmented significantly when Falanx gains market traction in its
exciting relationship with SolarWinds
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Appointment by SolarWinds
On 19 September, Falanx announced that it had been selected by SolarWinds MSP as the first SolarWinds
Threat Monitoring Service Provider™ (TMSP™) for the UK and South Africa. SolarWinds MSP is a global
leader in delivering comprehensive and scalable IT service management solutions to IT solution providers
and managed service providers (MSP).
In this new role, Falanx will support SolarWinds MSP as it seeks to enable its MSP customers to leverage
more advanced security services. Specifically, Falanx will serve as a threat monitoring service provider for
the delivery of SolarWinds’ Threat Monitoring Service™, which is designed to enable proactive security
monitoring, in conjunction with Falanx’s combined cyber security services to MSPs.

Potential impact on Falanx
SolarWinds is a huge global player with annual revenue approaching US$1.0 billion and is highly
profitable. Although a private company for the time being, SEC documents confirm that SolarWinds is
planning a US IPO valuing the company at over US$5 billion.
Consequently, we believe that the potential value of Falanx’ partnership with SolarWinds could underpin
highly significant long term revenue earnings and cash growth for Falanx should the UK company deepen
its relationship with the larger player over the long term.
SolarWinds has more than 22,000 partners providing services to more the 450,000 organisations around
the world. The UK is one of the largest markets after the US for cyber security and we estimate that at least
2,000 of SolarWinds MSP partners are located in the UK. If we assume that each MSP has an average of 50
customers which we believe to be conservative, this provides Falanx with potential exposure to a market
comprised of up to 100,000 businesses.
Assuming that Falanx only focuses its efforts on 20% of the potential UK MSP market, this reduces the
target market to 20,000 businesses. Again, we can reduce this targeted population by assuming that only
10% of these entities are prepared to be relatively early adopters of Falanx cyber security services,
providing a market of 2,000 potential customers.
On the assumption that a typical customer may spend £200-£300 per month on cyber security, this equates
to a potential market of £4.8m to £7.2m per annum. This per customer pricing is based around published
rates by companies on Gloud for similar services to government (which can typically be at a discount to
commercial rates). On the assumption of a 50% margin, this equates to profitability of £2.4m to £3.6m
from only 2% of the market made available by Falanx’s relationship with SolarWinds.
We note that this potentially available market covers predominantly Falanx cyber monitoring services and
that the company’s other solutions including Assessment, Consulting and Awareness services could add
further multiples to this core market value assessment.
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Results summary for the full year to March 2018
Falanx’s revenue increased by 10% to £3.0m in the full year ended 31 March 2018. This growth was
driven by the Cyber division which demonstrated an 18% increase in sales from £0.94m to £1.1m. The
sales contribution from larger monitoring deals was relatively limited in the full year given that these are
typically multi-year contracts which were only implemented towards the end of the reporting period. As
such, Cyber demonstrated a segmental loss of £1.28m for the full year. The Intelligence business
contributed a solid segmental profit of £0.2m on sales growth of 5.1% driven primarily by a high
proportion of recurring revenue within the sales mix.
Recurring revenue
The proportion of revenue generated from recurring contracts across both divisions increased from 55% in
2017 to 62% in 2018 and recurring revenue accounted for £190,000 of sales per month in 2018 compared
to £146,000 per month in 2017. This metric has now increased to £240,000 per month as of the end of
July 2018. At the period end, the company had approximately £2.3m of future revenue under contract and
the impact of recent acquisitions has added several larger accounts spending more than £100,000 per
annum in addition to increasing the customer base to 322 clients, up from 118 in 2017.
Historical segmental analysis, 2017A – 2018A
Year end 31 March 2018 (£m)
Revenue from external customers
Operating expenses
Segmental EBITDA
Finance costs net
Depreciation and Amortisation
Segmental profit
Year end 31 March 2017 (£m)
Revenue from external customers
Operating expenses
Segmental EBITDA
Finance costs net
Depreciation and Amortisation
Segmental profit

Intelligence
1.89
-1.68
0.22
-0.00
-0.01
0.20
Intelligence
1.80
-1.53
0.27
0.00
-0.00
0.27

Cyber
1.11
-2.11
-1.00
0.00
-0.28
-1.28
Cyber
0.94
-1.56
-0.63
0.00
-0.34
-0.97

Other
0.02
-1.48
-1.46
0.00
-0.00
-1.46
Other
0.01
-0.87
-0.87
-0.11
-0.00
-0.98

Total
3.02
-5.26
-2.24
-0.00
-0.30
-2.54
Total
2.74
-3.96
-1.22
-0.11
-0.35
-1.68

Source: Company

Margins and costs
Falanx reported an increase in the gross margin from 20% in 2017 to 31% in 2018 as both divisions
benefitted from a favourable revenue mix and firmly controlled employment costs. Administration costs
increased from £1.7m to £2.5m as the group increased its headcount through acquisitions and organic
change. Additionally premises costs escalated with the relocation from London to Birmingham coupled
with the additional space required for the company’s expansion.
The group reported several exceptional items amounting to £0.65m in 2018. The largest elements within
this include £0.2m of acquisition costs and £0.3m of board restructuring costs which can be considered
non-recurring. The exclusion of these cost elements reduces the headline segmental EBITDA loss from
£2.24m as reported to approximately £1.6m on an underlying basis.
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Financing costs are now negligible given that the company’s convertible loan note issued to Darwin Capital
was repaid in full in the previous financial year.
Falanx income statement, 2017A - 2018A
Year end 31 March (£m)
Revenue
Cost of sales
Gross profit
Operating expenses
EBITDA
Non-underlying and exceptional items
Depreciation and amortisation
Operating profit
Finance income
Finance expense
Profit before tax
Taxation
Profit for the period

2017A
2.7
-2.2
0.5
-1.8
-1.2
-0.0
-0.4
-1.6
0.0
-0.1
-1.7
-0.0
-1.7

2018A
3.0
-2.1
0.9
-2.5
-1.6
-0.7
-0.3
-2.5
0.0
-0.0
-2.5
0.0
-2.5

Source: Company

Balance sheet and cash flow
At the end of March 2018, non-current assets increased from £0.9m to £4.6m. This reflects the impact of
three acquisitions (Cloudified, AuditSec and First Base) completed during the period although most of the
uplift is attributed to the acquisition of First Base Technologies for a cash consideration of £3.2m in early
March 2018.
The company raised £6.3m of net equity during the financial year through the issue of new shares. Of this
amount, approximately £3.0m (net of acquired cash balances) was used to expedite the acquisition of First
Base with the remainder used for investment in product, working capital and M&A support. At the end of
March 2018, Falanx held cash balances of £0.9m with zero debt.
Falanx balance sheet, 2017A - 2018A
Year end 31 March (£m)
Intangible assets
Property, plant and equipment
Total non-current assets
Inventories
Trade receivables
Cash and cash equivalents
Total current assets
Total assets
Trade creditors
Current tax liability
Deferred tax liability
Total current liabilities
Total non-current liabilities
Total liabilities
Net assets

2017A
0.8
0.1
0.9
0.0
0.6
0.4
1.1
2.0
1.2
0.0
0.0
1.2
0.0
1.2
0.8

2018E
4.5
0.1
4.6
0.0
1.5
0.9
2.4
7.0
1.4
0.7
0.0
2.1
0.0
2.1
4.9

Source: Company
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Five year financial summary, 2014A – 2018A
Year ended March (£m)
Revenue
Profit before tax
Basic EPS (p)
Net cash (debt)

FY 2014
4.44
0.01
-0.12
0.21

FY 2015
1.92
-2.21
-4.75
0.43

FY 2016
1.82
-2.65
-3.79
0.43

FY 2017
2.74
-1.69
-1.52
0.43

FY 2018
3.02
-2.54
-1.56
0.91

Source: Company

Note to reader
Unless otherwise stated, factual information in the note has been sourced from the company and opinions are
those of the author.
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THIS DOCUMENT IS NOT FOR PUBLICATION, DISTRIBUTION OR TRANSMISSION INTO THE UNITED STATES OF
AMERICA, JAPAN, CANADA OR AUSTRALIA.

Conflicts
This is a non-independent marketing communication under the rules of the Financial Conduct Authority (“FCA”). The
analyst who has prepared this report is aware that Turner Pope Investments (TPI) Limited (“TPI”) has a relationship with
the company covered in this report. Accordingly, the report has not been prepared in accordance with legal requirements
designed to promote the independence of investment research and is not subject to any prohibition on dealing by TPI or its
clients ahead of the dissemination of investment research.
TPI manages its conflicts in accordance with its conflict management policy. For example, TPI may provide services
(including corporate finance advice) where the flow of information is restricted by a Chinese wall. Accordingly,
information may be available to TPI that is not reflected in this document. TPI may have acted upon or used research
recommendations before they have been published.

Risk Warnings
Retail clients (as defined by the rules of the FCA) must not rely on this document.
Any opinions expressed in this document are those of TPI’s research analyst. Any forecast or valuation given in this
document is the theoretical result of a study of a range of possible outcomes and is not a forecast of a likely outcome or
share price.
The value of securities, particularly those of smaller companies, can fall as well as rise and may be subject to large and
sudden swings. In addition, the level of marketability of smaller company securities may result in significant trading
spreads and sometimes may lead to difficulties in opening and/or closing positions. Past performance is not necessarily a
guide to future performance and forecasts are not a reliable indicator of future results.
AIM is a market designed primarily for emerging or smaller companies and the rules of this market are less demanding
than those of the Official List of the UK Listing Authority; consequently AIM investments may not be suitable for some
investors. Liquidity may be lower and hence some investments may be harder to realise.

Specific disclaimers
TPI acts as broker to Falanx Group Ltd (“Falanx”) which is listed on the AIM Market of the London Stock Exchange
(“AIM”). TPI’s private and institutional clients may hold, subscribe for or buy or sell Falanx’s securities.
This document has been produced by TPI independently of Falanx. Opinions and estimates in this document are entirely
those of TPI as part of its internal research activity. TPI has no authority whatsoever to make any representation or
warranty on behalf of Falanx.
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General disclaimers
This document, which presents the views of TPI’s research analyst, cannot be regarded as “investment research” in
accordance with the FCA definition. The contents are based upon sources of information believed to be reliable but no
warranty or representation, express or implied, is given as to their accuracy or completeness. Any opinion reflects TPI’s
judgement at the date of publication and neither TPI nor any of its directors or employees accepts any responsibility in
respect of the information or recommendations contained herein which, moreover, are subject to change without notice.
Any forecast or valuation given in this document is the theoretical result of a study of a range of possible outcomes and is
not a forecast of a likely outcome or share price. TPI does not undertake to provide updates to any opinions or views
expressed in this document. TPI accepts no liability whatsoever (in negligence or otherwise) for any loss howsoever arising
from any use of this document or its contents or otherwise arising in connection with this document (except in respect of
wilful default and to the extent that any such liability cannot be excluded by applicable law).
The information in this document is published solely for information purposes and is not to be construed as a solicitation
or an offer to buy or sell any securities or related financial instruments. The material contained in the document is general
information intended for recipients who understand the risks associated with equity investment in smaller companies. It
does not constitute a personal recommendation as defined by the FCA or take into account the particular investment
objectives, financial situation or needs of individual investors nor provide any indication as to whether an investment, a
course of action or the associated risks are suitable for the recipient.
This document is approved and issued by TPI for publication only to UK persons who are authorised persons under the
Financial Services and Markets Act 2000 and to professional clients, as defined by Directive 2004/39/EC as set out in the
rules of the Financial Conduct Authority. This document may not be published, distributed or transmitted to persons in the
United States of America, Japan, Canada or Australia. This document may not be copied or reproduced or re-distributed to
any other person or organisation, in whole or in part, without TPI’s prior written consent.
Copyright © 2018 Turner Pope Investments (TPI) Limited, all rights reserved.
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