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Falanx Group Ltd
Falanx reported further strong revenue growth for the six months ended
September 2019, during which time the Group invested heavily in anticipation of
capturing significant new business opportunities available across both the global
cyber security and intelligence markets. While this resulted in some overall gross
margin slippage for the period, the benefits of new product roll-out and a high level
of repeat revenues are expected to be reaped during the Group’s traditionally
stronger second half. With evidence of this already being delivered amid an
expanding sales pipeline and gross margin recovery, the Board continues to focus
on driving profitable top-line growth and further cost reduction as it targets
cashflow breakeven.
First half Group revenues increased by 21% to £2.64m, of which 80% was said to have
been organic. Breaking this down further, a 31% increase was recorded for Falanx
Assynt, the Group’s geopolitical and strategic intelligence business unit, with sales
rising to £0.93 (H1 2018: £0.71m) as a result of an expanding base of recurring revenue
contracts; indeed, this contract base grew significantly in September 2019, to some 80%
higher than that recorded in April 2019. In September 2019, for example, the Group’s
monthly recurring revenues rose to £0.29m (September 2018: £0.22m), with overall
recurring revenues comprising 56% of the first half total (H1 2018: 53%). Elsewhere, the
Cyber business unit sales also increased by 16% to £1.71m (H1 2018: £1.48m).
Group gross margin fell from 36% to 32% primarily due to certain aspects of utilisation
and product mix in the Cyber division. Here a decline from 42% to 30% was attributable
to investment in new staff, Solar Winds capacity, certain 3rd party costs and revenue
mix. Action was taken quickly to optimise processes and certain services with the
result that margins have improved in recent months and further gains are anticipated
going forward. By contrast, Assynt, increased its gross margin from 25% to 36% as a
result of a much stronger revenue performance and contribution from embedded
analyst and report revenues.
Falanx’s overall underlying operating cost base increased by approximately 18% to
£1.77m. Assynt, saw costs increase by approximately £0.17m relating to business
development in support of its increase in recurring revenue contracts. Cyber costs
increased by £0.20m, although not all this is expected to be seen in the H2 2019 figures;
a significant element of this was a result of the expansion of sales and marketing costs,
increasing support for anticipated Solar Winds strategic partnership sales, and
approximately £70,000 relating to the reallocation of certain costs from central group.
Central overheads fell by c.£0.1m to £0.48m reflecting the redeployment of resources
into operations and investment programs. Importantly, the Board stated it view that the
current operating cost base supports its near-term revenue growth expectations, while
retaining a ‘cash-cushion’ of £0.71m (2018: £0.07m) at the half-year stage. Overall,
adjusted EBITDA losses for the six months increased from £0.71m to £0.93m.
Since mid-2018, Falanx Assynt has moved away from spot revenues to more
predictable monthly recurring income, which now represents c.95% of its total. During
the first half, the division commenced several new, large, long-term contracts,
predominantly outside the UK, which in recent months have allowed it to move into
sustainable profitability. Meanwhile in Cyber Security, a strong pipeline of
opportunities, including much larger potential deals also for monthly recurring
revenue services, are said to be progressing well. Having completed the bulk of the
planned infrastructure upgrades in support of its Solar Winds programme, together
with cost efficiencies secured in the second quarter, the division also appears set to
deliver an improved 2H 2019 financial performance and beyond. Having positioned
itself to deliver shareholder value against its expanding market opportunity, the Board
has stated confidence in its ability to deliver on its growth strategy and continues to
view the future with optimism.
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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 doc ument.
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 hard er to realise.

Specific disclaimers
TPI acts as joint 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 se curities.
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 asso ciated 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 © 2019 Turner Pope Investments (TPI) Limited, all rights reserved.
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