Please find below our weekly update covering themes that we feel that are of interest to investors and participants in the
small and mid-cap TMT sector as well as commentary on recent newsflow. The cost of Allenby Capital's research on
individual clients is paid for by our research clients.
For the purpose of MIFID II, the content of the following email qualifies as “non-substantive material or services consisting
of short-term market commentary on the latest economic statistics or company results” and so can be treated as
‘acceptable minor non-monetary benefits’ and not as ‘chargeable research’ per the European Commission’s Delegated
Directive of 7.4.2016.

Allenby Capital TMT Update - 03.08.20 - BIRD.L, SWG.L, TPX.L
Blackbird plc* (BIRD.L, 17.5p/£58.8m)
Contract win: First MENA and Sky wins (30.07.20)
•

Sky News Arabia, the JV between Sky Group and the Abu Dhabi Media Investment Corporation, has selected
Blackbird's eponymous platform for remote and collaborative cloud video editing and publishing of digital news
content.

•

Sky News Arabia is a 24-hour Arabic news channel broadcast across the Middle East and North Africa (MENA) with a
free-to-air TV channel, and digital and audio platforms, and delivers analysis of both news from the MENA region and
international news. The channel is broadcast to >50m MENA households.

•

Blackbird will be used by multi-site production teams to collaboratively and remotely edit and publish news content
live to social platforms, including YouTube, for its 1.25m subscribers to view. Blackbird will also be used to repurpose
the network's output through the editing and publishing of file-based video content.

Allenby Capital comment: News represents one of Blackbird's core target markets and plays to the strengths of the
Blackbird offering: speed and codec efficiency that enables editing/publishing from multiple locations. The contract is
Blackbird's first in the region following the addition of Arabic as a supported language and Blackbird's first involvement
with Sky. The ability to quickly add support for more languages has substantially expanded Blackbird's addressable market
and there is definite scope for additional revenue in the region as well as with Sky News Arabia.
* Allenby Capital acts as Nomad and Broker to Blackbird plc.

Shearwater plc (SWG.L, 185p/£43.9m)
Finals: Evidence of cross-selling (29.07.20)
•

FY (March) results from the provider of cybersecurity products and services with reported revenue +41% to £33.0m
with the Software and Services divisions each up 41% to £5.5m and £27.5m respectively. FY20 included a £1.7m
contribution from Pentest acquired in April 2019 and a full contribution from Brookcourt. On an underlying like-forlike basis, revenue fell 16% - partly reflecting a change in revenue mix with a shift away from high revenue, low
margin hardware to low revenue, high margin software as well as a drop in GDPR business at Xcina Consulting
(£2.1m).

•

The change in business mix resulted in higher gross margins (30.9% vs 28.9), and coupled with the revenue growth
and a 17% reduction in overheads to £6.8m resulted in a £4.8m positive swing in adj. EBITDA to £3.4m. Cash at period

end was £3.3m (FY19: £0.6m) with good cash collection as well as the benefit of the delay on VAT payments (£0.3m).
Post period, SWG raised an additional £3.75m for further acquisitions and a new £4m, 3-year RCF.

•

Phil Higgins, who came in as CEO in April, reorganised the business and discontinued a few smaller business areas.
This reorganisation included the creation of Shearwater Shared Services that provides centralised services to the
different parts of the business as well as leverage negotiations with suppliers. Shearwater has also introduced a crossselling program that has resulted in a material number of additional opportunities.

•

The impact of CV-19 on Q4 trading has been mixed with softness in consulting tempered by an upsurge in new orders
for remote workers and remote security solutions as working from home was encouraged. Going forward,
management reports a certain amount of delayed decision making given the increased economic uncertainty.
Management also expects larger potential acquisition targets may delay an exit but there may be opportunities with
smaller businesses.

Allenby Capital comment: The appointment of Phil Higgins, the founder of Brookcourt Solutions and SWG's largest
division, resulted in a substantial reorganisation of the company in FY20 that reduced the cost base but also encouraged
cross-selling and created a platform where additional acquisitions can be assimilated in the fragmented cybersecurity
software and services market. Good cash collection resulted in a much stronger balance sheet and this has been bolstered
by April's placing and the new facility. Cybersecurity remains a core area of IT investment and although the immediate
outlook remains mixed, there is scope for organic growth in the mid to long term. Trading on a consensus EV/Revenue of
1.3x FY21 and 1.1x FY22 and EV/EBITDA 13.7x and 8.8x as growth returns.

The Panoply Holdings plc (TPX.L, 92.5p/£51.3m)
Prelims: Full service and agility (30.07.20)
•

As trailed in July's pre-close, FY20 (March) revenue increased 43% to £31.5m, normalised adj. EBITDA +62% to £3.4m
and adj. EPS of 3.6p (FY19: 0.7p). Cash conversion was 91% and cash at year end fell £1.1m to £4.6m (net debt:
£0.4m) and has since risen to £6.8m at Q1. Sales backlog of £15.0m at year end (H1 FY20: £12.8m).

•

Strengthened position in Public Sector (64% of revenue; FY19: 56%) helped by the acquisition of FutureGov with
multi-disciplinary contracts including NHSx, Food Standards Agency and Camden Council. High levels of repeat
business with 70% of customers billed in FY20 also billed in FY19. Total customer base increased 39% to 265.

•

FY20 acquisitions of FutureGov (June) and Ameo (March) for a cash consideration of £9.6m with £2.4m from reserves,
£2.2m from cash acquired and £5.0m from the new £5m RCF. Further consideration for acquisitions to date is £17.1m
that will be paid through an additional 18.5m shares based on the share price at 29th July. Post period end acquisition
of Arthurly for an initial £0.4m and a maximum of £1.5m.

•

FY21 has started well with £13m of new contracts signed in Q1 and unaudited revenue of £10.1m and adj. EBITDA
£1.7m (Q1 FY20: £6.3m and £0.5m on a statutory basis; £9.2m and £1.1m LfL) and net cash of £1.8m.

•

Management has provided a series of targets for the next three years: 10% to 15% organic revenue growth; c. 70% of
operating profit converting into cash; a progressive dividend policy of c. 15% to 20% of net income; use of cash/shares
to add >£35m of revenue through acquisition; and maintain leverage below 1x EBITDA. As a result, the company aims
to achieve a run rate of £100m in revenue and £12m to £14m EBITDA by March 2023.

Allenby Capital comment: Management believes that it has a found a sweet spot in the digital transformation services
market - able to provide an end-to-end service offering (including software development, data, AI and automation) unlike
smaller players but also more nimble than the traditional IT service providers. This has been achieved through a series of
acquisitions and the benefits of the strategy are visible in the multi-disciplinary contracts being secured. Buy and build
strategies have obvious execution risks and the cash/shares consideration model with a proportion deferred does create a
potential overhang as founders of acquired businesses look to exit. The Public Sector offers a considerable growth
opportunity as government looks to drive efficiencies and new ways of transacting. The targets set look challenging yet
achievable. Currently trading on a consensus 1.8x FY21 EV/Revenue falling to 1.5x and FY21 14.8x EV/EBITDA (FY22: 12.2x).

==================================================

Allenby Capital "paid for" research services
The changes initiated by MiFID II has had far reaching implications on both the quantity and continued availability of
research on smaller cap companies, including those within the TMT sector. We would therefore remind interested
companies that Allenby Capital can offer a "paid for" research service for those corporates that wish to retain an
alternative and authoritative source of research that can be accessed freely by the entire investment community. If you
would like further information on this service please contact d.johnson@allenbycapital.com.
=================================================
DISCLAIMER
Allenby Capital Limited (“Allenby”) is incorporated in England no. 6706681; is authorised and regulated by the Financial
Conduct Authority (“FCA”) (FRN: 489795) and is a member of the London Stock Exchange. This communication is for
information only it should not be regarded as an offer or solicitation to buy the securities or other instruments mentioned
in it. It is a marketing communication and non-independent research, and has not been prepared in accordance with the
legal requirements designed to promote the independence of investment research, and is not subject to any prohibition on
dealing ahead of the dissemination of investment research. The cost of Allenby research product on independent companies
is paid for by research clients.
This communication is for the use of intended recipients only and only for distribution to investment professionals as that
term is defined in article 19(5) of The Financial Services and Markets Act 2000 (Financial Promotion) Order 2005. Its contents
are not directed at, may not be suitable for and should not be relied upon by anyone who is not an investment professional
including retail clients. Any such persons should seek professional advice before investing. For the purposes of this
communication Allenby is not acting for you, will not treat you as a client, will not be responsible for providing you with the
protections afforded to clients, and is not advising you on the relevant transaction or stock. This communication or any part
of it do not form the basis of and should not be relied upon in connection with any contract.
Allenby uses reasonable efforts to obtain information from sources which it believes to be reliable. The communication has
been prepared without any substantive analysis undertaken into the companies concerned or their securities, and it has not
been independently verified. No representation or warranty, express or implied is made, or responsibility of any kind
accepted by Allenby its directors or employees as to the accuracy or completeness of any information in this
communication. Opinions expressed are our current opinions as of the date appearing on this material only and are subject
to change without notice. There is no regular update series for research issued by Allenby.
No recommendation is being made to you; the securities referred to may not be suitable for you and this communication
should not be relied upon in substitution for the exercise of independent judgement. Neither past performance or forecasts
are a reliable indication of future performance and investors may realise losses on any investment. Allenby shall not be
liable for any direct or indirect damages including lost profits arising from the information contained in this communication.
Allenby and any company or persons connected with it, including its officers, directors and employees may have a position
or holding in any investment mentioned in this document or a related investment and may from time to time dispose of any
such security or instrument. Allenby may have been a manager in the underwriting or placement of securities in this
communication within the last 12 months, or have received compensation for investment services from such companies
within the last 12 months, or expect to receive or may intend to seek compensation for investment services from such
companies within the next 3 months. Accordingly, recipients should not rely on this communication as being impartial and

information may be known to Allenby or persons connected with it which is not reflected in this communication. Allenby
has a policy in relation to management of conflicts of interest which is available upon request.
This communication is supplied to you solely for your information and may not be reproduced or redistributed to any other
person or published in whole or part for any purpose. It is not intended for distribution or use outside the European Economic
Area except in circumstances mentioned below in relation to the United States. This communication is not directed to you
if Allenby is prohibited or restricted by any legislation or registration in any jurisdiction from making it available to you and
persons into whose possession this communication comes should inform themselves and observe any such restrictions.
Allenby may distribute research in reliance on Rule 15a-6(a)(2) of the Securities and Exchange Act 1934 to persons that are
major US institutional investors, however, transactions in any securities must be effected through a US registered brokerdealer. Any failure to comply with this restriction may constitute a violation of the relevant country’s laws for which Allenby
does not accept liability.
By accepting this communication, you agree that you have read the above disclaimer and to be bound by the foregoing
limitations and restrictions.
Research recommendation disclosure
David Johnson is the author of this research recommendation. David Johnson is employed by Allenby Capital Limited as an
Equity Analyst.
Unless otherwise stated the share prices used in this publication are taken at the close of business for the day prior to the
date of publication. Information on research methodologies, definitions of research recommendations, and disclosure in
relation to interests or conflicts of interests can be found at www.allenbycapital.com.
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