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For 3QF24 (ended 06/30/24) SideChannel reported revenues of $1.85 million, Net Income of <$146,000>.  Those 

compared to our estimates of $2 million and <$208,000> respectively.  Those numbers included a gross margin 

of 48.8% versus our estimate of 46.6%.  We mention that specifically because last quarter, they reflected better 

gross margins than we projected, and they managed to outrun our estimates again. We think that fits into one of 

the cornerstones to our overall thesis here, which is that we think management is dialed in to extracting financial 

performance out of every spot they can. To that end we would add, this represents the Company’s “second 

consecutive quarter of positive cash flow from operations”.  Given the current environment where capital for 

small emerging companies is becoming more scarce and more expensive, we cannot emphasize enough the need 

for those companies to reduce burn and in turn their reliance on equity markets to fund working capital.   

The above noted, we submit, the YoY revenue growth remains modest (about 5%), but we think the story 

continues to address some macro themes that may ultimately play out here.  We addressed those in our last update, 

but some are worth reiterating here. 

The Company’s most recent 10Q provides some color from industry sources that indicate the growing role that 

Chief Information Security Officers (“CISO”) are occupying in today’s enterprises.  The filing also touches on 

the recent Verizon data breach to illustrate the growth and breadth of cybercrime incidents, but frankly, anyone 

paying attention will recognize that breaches into large companies, small companies, government installations 

and everywhere in between are becoming more frequent. Further, as these industry insights also note, 

SideChannel’s market, virtual CISOs (“vCISO”), are becoming particularly topical as small and midmarket 

companies are also victims of cybercrimes. In fact, as we addressed in the initiating coverage, cybercrimes may 

be more acute for smaller companies because they may lack the resources to wholly recover from those events. 

That being the case, part of our thesis here is that demand for vCISOs is poised to grow, and SideChannel is 

positioned to benefit from that growth.    

As some of our readers will recognize, as a matter of identifying potential research coverage candidates, we prefer 

companies that have established and growing legacy businesses, with an additional business, technology or assets 

that provide blue sky opportunities that could be markedly additive to the Company’s results. To that end, our 

view is that SideChannel’s vCISO business represents that legacy business that we believe will continue to grow 

into profitability.  However, we also recognize that scaling the vCISO business will take time and will continue 

to include challenges.  On the other hand, the Company has developed an additional cybersecurity platform, that 

can be layered on to the vCISO business and provide an opening to much higher levels of business.  

The Company’s new technology platform is referred to as “Enclave”, which again, we covered in detail in the 

initiating coverage so we will not rehash that here. However, we will provide a few refresher points to consider.  

First, Enclave, addresses several vulnerabilities that are emerging from new technology approaches.  For instance, 

Enclave is particularly suited to address edge computing, and its “microsegmentation” and “zero trust” protocols 

are quite topical to today’s challenges.  

Second, our sense is that the Company will have opportunities to upsell Enclave to its existing and future vCISO 

client base, as well as to other enterprises looking to fortify their systems.  As a SaaS solution, we think even 

modest success from Enclave could have an outsized impact on SideChannel’s results.  

Third, as we understand it, the Company is gathering some momentum around Enclave, and we think they will 

be able to demonstrate Enclave traction through the balance of calendar 2024 and into 2025. In that regard, we 

believe improved positive visibility around Enclave would provide a marked catalyst for the valuation of the 

shares.  

To summarize, in our view, management has done yeoman’s work driving down the expenses of the business to 

preserve cash and avoid added dilution.  Recall, the Company is in the midst of trying to replace the last portions 

of some existing toxic warrants, that are effectively keeping them from considering additional capital to grow the 
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business. From that perspective, their cost cutting measures have perhaps been a matter of necessity, but 

regardless, the fact that they have managed to continue to grow revenues and commercialize Enclave in the face 

of driving down expenses is impressive. As an aside to the notion, it remains a mystery to us why the last warrant 

holders are determined to slow the progress here, but absent a change of heart by those investors, management 

will have to continue to grind their way to growth.  Regardless, we think they will get there one way or the other, 

as we remain constructive on what we view as management’s considerable experience and knowledge of the 

cybersecurity space, as well as its ability to manage the business. As such we reiterate our allocation of 5 as well 

as our 12-24 month price target of $.23 as we think the next 12 months should provide improving positive 

visibility.                  

 

Projected Operating Model 
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General Disclaimer:  

Trickle Research LLC produces and publishes independent research, due diligence and analysis for the benefit of it investor base. 

Our publications are for information purposes only. Readers should review all available information on any company mentioned in 

our reports or updates, including, but not limited to, the company’s annual report, quarterly report, press releases, as well as other 

regulatory filings. Trickle Research is not registered as a securities broker-dealer or an investment advisor either with the U.S. 

Securities and Exchange Commission or with any state securities regulatory authority. Readers should consult with their own 

independent tax, business and financial advisors with respect to any reported company. Trickle Research and/or its officers, investors 

and employees, and/or members of their families may have long/short positions in the securities mentioned in our research and 

analysis and may make purchases and/or sales for their own account of those securities.  David Lavigne does not own shares of 

SideChannel, Inc.  

Trickle Research co-sponsors two microcap conferences each year. Trickle Research encourages its coverage companies to present 

at those conferences and Trickle charges them a fee to do so. Companies are under no obligation to present at these conferences.  

SideChannel has paid fees to present at past Trickle co-sponsored conferences and we will encourage them to do so in the future.  

 

Reproduction of any portion of Trickle Research’s reports, updates or other publications without written permission of 

Trickle Research is prohibited.   

All rights reserved.   

Portions of this publication excerpted from company filings or other sources are noted in italics and referenced throughout the report. 

 

Rating System Overview: 

 

There are no letters in the rating system (Buy, Sell Hold), only numbers. The numbers range from 1 to 10, with 1 representing 1 

“investment unit” (for my performance purposes, 1 "investment unit" equals $250) and 10 representing 10 investment units or $2,500.  

Obviously, a rating of 10 would suggest that I favor the stock (at respective/current levels) more than a stock with a rating of 1.  As 

a guideline, here is a suggestion on how to use the allocation system. 

Our belief at Trickle is that the best way to participate in the micro-cap/small cap space is by employing a diversified strategy.  In 

simple terms, that means you are generally best off owning a number of issues rather than just two or three.  To that point, our goal 

is to have at least 20 companies under coverage at any point in time, so let’s use that as a guideline.  Hypothetically, if you think you 

would like to commit $25,000 to buying micro-cap stocks, that would assume an investment of $1000 per stock (using the 

diversification approach we just mentioned, and the 20-stock coverage list we suggested and leaving some room to add to positions 

around allocation upgrades. We generally start initial coverage stocks with an allocation of 4.  Thus, at $1000 invested per stock and 

a typical starting allocation of 4, your “investment unit” would be the same $250 we used in the example above.   Thus, if we initiate 

a stock at a 4, you might consider putting $1000 into the position ($250 * 4).  If we later raise the allocation to 6, you might consider 

adding two additional units or $500 to the position.  If we then reduce the allocation from 6 to 4 you might consider selling whatever 

number of shares you purchased with 2 of the original 4 investment units.   Again, this is just a suggestion as to how you might be 

able to use the allocation system to manage your portfolio.  

For those attached to more traditional rating systems (Buy, Sell, Hold) we would submit the following guidelines. 

A Trickle rating of 1 thru 3 would best correspond to a "Hold" although we would caution that a rating in that range should 

not assume that the stock is necessarily riskier than a stock with a higher rating.  It may carry a lower rating because the 

stock is trading closer to a price target we are unwilling to raise at that point.  This by the way applies to all of our ratings.  

A Trickle rating of 4 thru 6 might best (although not perfectly) correspond to a standard "Buy" rating.  

A Trickle rating of 7 thru 10 would best correspond to a “Strong Buy" however, ratings at the higher end of that range would 

indicate something that we deem as quite extraordinary..... an "Extreme Buy" if you will.  You will not see a lot of these. 


