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SECTOR REVIEW

Buy Aggregation, Avoid Aggravation
We are initiating coverage of the Infrastructure Software sector at a time of
unprecedented digital disruption, as established brands, categories, and entire
industries are being reshaped and even obsoleted. The implications for the
Software industry are manifold and drive our framework for stock selection.
Considering growth, operating discipline, and ultimately valuation, we launch
coverage with a cautiously optimistic bias toward the sector with six
Outperform ratings, four Neutral ratings, and two Underperform ratings.
■ Paradigm Shifts: Tectonic plates within enterprise IT shift every decade or
so, creating opportunities for new entrants and typically hamstringing
incumbent players. While the shift to cloud computing appears well
understood by the market, we believe mispriced risk remains in pockets of
the investible software universe. We believe there are areas cloaked in
apparent safety (PANW, FTNT) as well as underappreciated opportunities
(ORCL) that become clearer when looking toward the next paradigm shift.
■ Aggregation vs. Disaggregation: We consider the world more abstractly
than simply cloud vs. non-cloud and look for investment opportunities
through our aggregation framework. Simply stated, aggregation occurs
when a market participant can parlay its strength in a given market into
capturing adjacent market opportunities; disaggregation represents the
inverse phenomenon. We consider several examples herein and highlight
ORCL as our favorite aggregation pick, while Underperform-rated FTNT
and PANW are disaggregation ideas we argue investors should avoid.
■ Intelligent Apps: At a high level, cloud commoditizes the infrastructure
stack, freeing up capital for redeployment into new, varied, and increasingly
intelligent applications. We have a positive bias toward the artificial
intelligence theme and application software, which is largely covered by our
colleague Michael Nemeroff. Our favorite cloud pick is VMW.
■ Security Without Walls: With commoditization of the underlying stack,
workloads are increasingly dynamic, distributed, and further decoupled
from infrastructure, making security ever more challenging. With the threat
environment eternally more virulent, we expect security spending to remain
robust for the foreseeable future. That said, we see a significant
redistribution occurring as spend moves away from firewalls to
technologies more relevant in a cloud-first world. We currently prefer SPLK
and SYMC within security. See our report on network security titled The
Cloud Has No Walls.
■ Valuation: As always, it comes down to valuation, and we therefore have
Outperform ratings on infrastructure names ORCL, VMW, NOW, and HDP,
as well as security stocks SPLK and SYMC. We have Underperform ratings
on PANW and FTNT and Neutral ratings on CHKP, AKAM, RHT, and CA.

DISCLOSURE APPENDIX AT THE BACK OF THIS REPORT CONTAINS IMPORTANT DISCLOSURES, ANALYST
CERTIFICATIONS, LEGAL ENTITY DISCLOSURE AND THE STATUS OF NON-US ANALYSTS. US Disclosure: Credit
Suisse does and seeks to do business with companies covered in its research reports. As a result, investors should be aware
that the Firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report
as only a single factor in making their investment decision.
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Key Charts
Figure 1: Paradigm Shifts Can Cause Extinction...
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Figure 3: Shift to Cloud Is Disruptive…

Figure 4: ...Driving Aggregation..
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Figure 5: …as Well as Disaggregation
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Buy Aggregation, Avoid Aggravation
We are initiating coverage of Infrastructure and Security Software at a time of unprecedented
digital disruption, an era where established brands, categories, and entire industries are being
reshaped and even obsoleted. While it is often said, “this time is different,” it rarely ever is. We
assert, rather, that it’s usually one’s perspective that differs. It certainly feels as though the
forces of public cloud are unlike any prior shift in enterprise technology, though one might
argue otherwise if they had worked inside IBM’s mainframe business from 1990-93 when
revenue was halved from $13 billion to about $6.5 billion.
To the famous Bill Gates’ quote, “most people overestimate what they can do in one year and
underestimate what they can do in ten years,” we believe appreciating the cloud paradigm shift
requires perspective. Several such tectonic shifts have occurred within enterprise computing
over the course of decades, typically one every 10 to 20 years. The implications for investors
are far reaching and present both risk and opportunity, as there will be winners and losers;
there always are. However, at the same time, we caution investors not to over-extrapolate
trends. For example, IBM’s mainframe business still exists today, nearly a quarter century later,
and is roughly $2 billion in size.
As for paradigm shifts, we suggest investors remain calm and evaluate fundamentals with an
open mind. If one believes the next major paradigm shift is a return to decentralized computing,
from Cloud to Edge computing, then perhaps many seemingly legacy on-premise technology
companies aren’t so irrelevant. Perhaps inside its nearly 500 Whole Foods locations, Amazon
will deploy edge data centers for increased proximity to AWS customers. We believe history
generally repeats itself and we therefore approach our universe with that perspective in mind.
Not only is having a historical perspective crucial to investing into these changing winds, but
opening the mind to distinguish appearance from reality is equally important. For example,
there is understandable skepticism around Oracle’s share declines in core database. Amazon
Aurora appears to be making significant inroads, though we argue much of it is incremental
and not competitive. (See our report titled Transitioning like there is no Tomorrow.) Conversely,
we could argue Linux is being monetized throughout the Cloud in various ways (i.e., Amazon’s
EC2 or Google’s Compute Engine) and that if it were included in the paid Linux market, it would
have Red Hat shareholders quite concerned. We actually see Red Hat’s market as distinct, but
the point here is not to be constrained by conventional thinking, or even conventional data from
the likes of IDC or Gartner.
Our investment framework seeks opportunities benefitting from the forces of aggregation, today
most typically catalyzed by the shift to cloud, while we conversely avoid the downside potential
of disaggregation. The most notable disaggregation phenomenon is playing out in the security
space, in our view. Seemingly a safe place to be as secular trends suggest increasing spend,
we believe the reality is not as it appears. The focus of public market investment has been in
firewall companies, namely PANW, FTNT, CHKP, as they’ve benefitted from consolidation over
the past several years. We agree spending on security will remain robust, but we view firewalls
as the mainframes within that space and therefore challenged by an architectural shift and
redistribution of spend. See our report titled The Cloud has no Walls.
And to the famous Billy Joel lyric, “darling I don’t know why I go to extremes,” things are rarely
as good or bad as they might seem. This is why valuation is critical to our stock selection. Even
for secularly challenged companies, there might very well be a price at which investment
makes sense, and likewise, for the cleanest of growth stories, a price where it does not. We
employ an academic approach to DCF analysis to drive our target prices.

Software

4

5 September 2017

Figure 7: Infrastructure Software Coverage Universe
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Paradigm Shifts Can Result in Extinction
Just as the Ice Age resulted in the extinction of dinosaurs, paradigm shifts in enterprise
technology can prove terminal for once mammoth software companies. It is often said that
technology companies have their term limits: some stagnate into irrelevance, others have
perished, and few have sustained themselves across paradigm shifts. Namely, IBM, Oracle,
and Microsoft have survived and even thrived to varying degrees over the course of decades.
Others such as Wang Labs were never to be heard from again. Beware the risk of extinction; it
happened to the almighty dinosaur.

Figure 8: Many Tech Companies Have Term
Limits…

Figure 9: …Oracle Has Exhibited Staying Power
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Figure 10: Oracle and Microsoft Stand Out in This Age
Indexed to peak share of global tech market cap
Peaked before 1990:
Wang Labs, Xerox, IBM, DEC, Unisys,
Tandem computing, Data General & Prime

1975

1980

1985

Peaked between 1990-2000:
Novell, BMC &
Computer Associates,

1990

1995

2000

Peaked after 2000:
Microsoft &
Oracle

2005

2010

2015

Source: Thomson Reuters Datastream, Credit Suisse Research.

Cloud Creative Destruction
Paradigm shifts also create opportunities for new entrants to a market. The success of Amazon
Web Services and Microsoft’s Azure are well understood phenomena, with both stocks
outperforming just about every conceivable benchmark in recent years. These super-platforms,
along with analogous private cloud infrastructure, further commoditize the infrastructure
computing stack, and free up capital for redeployment further up the stack into new, varied, and
increasingly intelligent applications. We assert that machine learning and artificial intelligence
are more than just buzz words du jour, but higher order concepts and techniques that only
become possible as infrastructure commoditizes. (See Figure 11 and Figure 12.)

Figure 11: Storage Has Commoditized…

Figure 12: …and So Has Compute
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We emphasize that hardware commoditization enables greater value to move up the stack to
software, but also see several paradigm shifts in the overall Enterprise IT space that also
impact the infrastructure software model. Increased degrees of intelligent automation as well as
infrastructure virtualization (hybrid and public cloud) are serving to commoditize the traditional
infrastructure stack and drive IT agility. When it comes to provisioning resources, what used to
take days now takes hours, hours now take minutes, etc.

Figure 14:Public Cloud Continues to Grow Rapidly, While Servers Commoditize and Stagnate
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While hardware commoditization is a familiar concept, the Software model had been well
insulated for decades, protected by significant barriers to entry, mostly in the form of very high
switching costs. A typical enterprise application can have a useful life to the order of 10 or 20
years. The traditional model required the customer to endure massive upfront risk and
investment, with projected returns and depreciation over a protracted time horizon. Because of
this dynamic, the software industry has enjoyed superior margins, well in excess of most other
industries.

Figure 15: Software Has High Barriers to Entry
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This is all well and good, so why should cloud have any bearing on a durable economic model
that has persisted for nearly three decades? When asked exactly what defines cloud, there are
at least a dozen different answers, including hallmarks such as elasticity, multi-tenancy, ondemand, highly available, hyper scalable, secure, etc. We agree these are often common
attributes, but from our perspective the weightiest of all are:
1) reduction in upfront risk and switching costs for the customer; and
2) improved application functionality and service levels resulting from elastic, infinitely
available infrastructure.
Anecdotally, the benefits of cloud are so compelling, it is often driving accelerated depreciation
of existing investments in favor of new cloud replacements. This analysis is not intended as a
primer on cloud computing, but rather we focus on our observations and prognosis for the
industry and investible software universe, with particular emphasis on infrastructure and
security.
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Figure 16: Cloud Economics Enable Greater Agility..

Figure 17: …Leading to Growing Demand for Cloud
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Cloud Drives Aggregation and Disaggregation
Appreciating the adoption drivers gives context to the frenzy to embrace cloud, both public and
hybrid. We believe it is not necessarily the cloud itself that presents investment opportunities
(though in some cases, it is that simple), but more abstractly, we see cloud as a catalyst for
both aggregation and disaggregation. We see these forces as much more powerful than simply
cloud or non-cloud; aggregation and disaggregation have been creating and destroying value
in Enterprise IT for decades.
Outsized returns have been garnered by investors in identifying these forces ahead of others.
In simple, an aggregation strategy involves selling a broader solution to the same customer by
addressing adjacent needs, thereby creating value for the end customer with a single source
solution, pre-integrated, and generally with lower total cost of ownership.
Straightforward examples of aggregation strategies include the following.
Salesforce.com in the CRM Market
Salesforce, as an example, embarked on an aggregation strategy from the very beginning by
offering a complete solution that included not only CRM software, but all the various other
elements required to make it all work. At inception, the leader in the market was Siebel
Systems, but salesforce sold its solution as-a-service. Adjacencies addressed were hardware,
database, middleware, labor, power, cooling, etc. We note that this strategy has continued to
drive share from ~12% in 2012 to more than 18% in 2016, of the $33bn CRM market, while its
stock has outperformed the S&P500 by ~180% since 2012.
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Figure 18: Salesforce Grew Market Share as It
Addressed Adjacent Opportunities…

Figure 19: …Leading to Significant Outperformance
vs. S&P500 Benchmark
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Workday in Human Capital Management
Workday also embarked on a similar strategy, using its cloud-based offerings to expand the
HCM market but also by addressing Financial Management (bringing accounting,
consolidation, planning, procurement, reporting, and analytics into one platform). Over the past
five years, Workday has outperformed the S&P500 by ~50% since its IPO in 2012, while
growing its share in HCM from 1.6% in 2012 to 7.4% by 2016.

Figure 21: …and Outperformed the S&P500 over the
Same Period

Figure 20: Workday Has Gained Share in HCM,
While Expanding into Financial Management…
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Oracle's Engineered Systems, Fusing Software and Hardware
Oracle's Engineered Systems portfolio (including Exadata, Exalogic, and Exalytics) combined
the power of Oracle's software and hardware (post the Sun acquisition) to deliver a preintegrated solution, optimizing performance, lowering Total Cost of Ownership (TCO) and
offering a better price/performance ratio than competitive offerings. The Exa strategy served to
deliver a single solution in a box vs. previously when the customer had to assemble it from
components on their own.
Software
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Figure 23: …Delivering Outperformance as It
Captured Adjacent Opportunities
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VMware Consolidating x86 Servers, Virtualizing the Data Center
VMware also set out on a similar path, reducing IT over-provisioning and server costs by
increasing utilization, while also reducing time to provision new servers and delivering IT
services on-demand. VMware aggregated by capturing share of wallet that was otherwise
intended for x86 servers. During 2006-2012, VMware grew revenues at a 37% CAGR at scale,
with revenues growing from $700mn in 2006 to $4.6bn in 2012, with the stock outperforming
the S&P500 by 85%.

Figure 24: VMware Grew REV at 37% CAGR from
2006-2012 at Scale, by Virtualizing x86 Servers…
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AWS Disrupted the Full Tech Hardware Stack
AWS is another example of an aggregation play, where it continues to build out its platform,
offering greater services and features disrupting the entire infrastructure stack, from compute to
data warehousing to load-balancing. At the same time, it has grown at an astounding 70%
CAGR since 2009, to a $16bn run rate business (clocking in a 42% y/y growth rate last
quarter), driving a ~1000% outperformance over the S&P500.
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Figure 26: AWS Has Grown to a $16bn Run Rate,
Growing at a CAGR of ~70% Since 2009…
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Microsoft Commercial Cloud Growth
Microsoft's commercial cloud business is yet another example of an aggregation play.
Microsoft's commercial cloud (which includes Azure, Office 365 business services, Dynamics,
and EMS) has also grown at an 85% CAGR since FY13, to $14.9bn in FY17 with a $20bn
annualized run rate goal by the end of FY18. Similar to AWS, Azure has targeted the entire
infrastructure layer by offering SaaS, IaaS, and PaaS solutions, while reimagining its solutions
for machine learning. As the cloud has transformed the MSFT business model, it has driven a
re-rating of the stock from 10x in 2013 to >20x currently, driving ~100% outperformance over
the S&P500.

Figure 28: Microsoft Commercial Cloud Revenues
Have Grown at ~85% CAGR since FY13…
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Check Point Transitioning to Hardware, a Broader Solution Set
We note another successful aggregation play, with Check Point moving away from a softwareonly model to selling appliances. Check Point introduced its appliance product line in earnest in
2007, selling integrated software and hardware solutions. The company later doubled down on
its strategy as it acquired Nokia's hardware business in December 2008, and appliances
became more than 50% of product sales by mid-2009.
Software
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Figure 30: Check Point Transitioned to Selling Integrated Solutions
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Disaggregation—Stuck on the Wrong Side
We believe disaggregation can be an even more powerful force, when a company finds itself
on the wrong side of a technology shift and is left with a smaller market opportunity. These
investment opportunities may be less obvious to identify in quite this manner, though we assert
the following examples, retrospectively.
IBM and the Decline of Mainframe Computing
IBM is one of the most glaring examples of a company finding itself on the wrong side of a
technology shift. In the 1990s, as the market shifted away from mainframe, revenues declined
from ~$13bn to ~$4bn in a decade, pushing the stock to underperform the S&P 500 benchmark
as well as the S&P500 Information Technology index.

Figure 31: IBM System z Revenues in the 1990s Illustrate the Ferociousness of
Being on the Wrong Side of a Paradigm Shift in the Technology Industry
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Figure 32: IBM Has Not Been an Attractive
Investment Relative to Technology as a Whole

Figure 33: IBM Relative to the S&P 500 IT
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Teradata Disrupted by Cloud-Native and Commodity Scale-Out Data Warehousing
Teradata also found itself disrupted by AWS, as it rolled out Amazon RedShift, a fully-managed
petabyte-scale cloud-based data warehouse designed for analytic workloads. As Amazon
RedShift grew in feature set and addressed ever-growing use cases, Teradata found itself
increasingly pressured, underperforming the S&P 500 by 120%.

Figure 34: Teradata Disrupted by Amazon RedShift, Underperforming the S&P
500 by 120%
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Oracle During the Not-So-Cloudy Resistance Years
Oracle also faced a shrinking market opportunity when it hesitated in responding to Cloud
disruption. In the years preceding Oracle's release of Elastic Compute, and before more
recently going full bore, positioning the entire business as-a-Service, Oracle underperformed
as it clung to its on-premise heritage.
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Figure 35: Oracle Underperformed…

Figure 36: …as the Cloud Rose in Prominence

ORCL relative to S&P 500

IaaS, PaaS & SaaS revenues

30%

ORCL rel S&P500

15%

$100bn

$93bn

Cloud Revenues

$75bn

0%

$50bn

-15%

$25bn

$61bn
$41bn

$28bn

-30%
2012

$bn

2013

2014

2012

2015

Source: Thomson Reuters Datastream.

2013

2014

2015

Source: IHS Markit.

Often times, especially in the near term, these opportunities are difficult to identify given the
traditional slow pace of change in enterprise computing, as prior investments are typically
depreciated before upgrading to superior alternatives. Our top disaggregation idea right now is
the network security players, namely PANW, FTNT, and CHKP. We believe firewalls are the
mainframes of the security industry. See our report titled The Cloud Has No Walls.
Conversely, our top aggregation idea is ORCL, as we believe the company is finally leaning
into the cloud in a way that represents true embrace. Five or ten years ago, Oracle’s cloud
strategy was halfhearted in our opinion, suggesting customers embrace private platform as a
service, which essentially meant they should continue purchasing more software from Oracle to
build their own clouds. It is only in the last few years that Oracle is really pushing the cloud in
earnest, and we believe FY2018 is the year when conventional and modern-cloud metrics
finally align to assuage the concerns of many doubters. See our Oracle initiation report titled
Transitioning Like There’s No Tomorrow.

Cloud Transitions
Given the overwhelming benefits and need to compete with cloud generation challengers in
just about every industry, we expect enterprise cloud adoption to remain robust, and even
accelerate (Refer to Software Mid-Year Update) very much along the adoption curve of
groundbreaking cloud technologies from Salesforce.com, Amazon, and VMware.

Software

15

5 September 2017

Figure 37: IaaS and Public Cloud Most Disruptive…

Figure 38: …with Accelerating Traction

Respondents asked about the most disruptive technology

Percentage of IT Spend to be allocated to Public Cloud – Next 3 years

18% respondents
identified IaaS as
most disruptive

3%

Flash Storage

7%

Docker

13%

25%-30%
20%-25%

15%

PaaS

15%-20%

16%

SDN

10%-15%

Hyperconvergence

18%

Under 10%

IaaS

18%

Cannot discuss

0%

4%

8%

2017 Outlook Average = 20%
2017 Mid-Year Update Average = 23%

35-40%

30%-35%

Hybrid cloud

12%

Mid-Year Update

40-50%

8%

OpenStack

2017 Outlook

Over 50%

16%

20%

0%

Source: Credit Suisse IT Survey 2016.

10%

20%
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Source: Credit Suisse Mid-Year IT Survey 2017.

Figure 39: Adoption Curves Have Steepened…
Number of years to get to $10bn annual revenues
$15bn
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AWS
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$5bn
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Source: Company data, Credit Suisse estimates.

Evidence of risk rebalancing is apparent in what many simply characterize as a shift in IT
expenditure from CapEx to OpEx. Industry pricing models are transitioning from the customer
forward paying for multiple years of value (i.e., traditional software licensing) to more linear
value over time (i.e., cloud subscription) to now consumption-based pricing (i.e., AWS and
Azure, pay as you go). This, in some form or fashion, is materializing in significant business
model transition and financial impact for just about every software company that was not built
in the cloud era. Many such companies are managing through cloud transitions as customers
demand more flexible pricing, form factors, and delivery models. Common to all is an assertion
that near-term financial sacrifice (selling lower-priced subscriptions instead of software
licenses) will result in greater customer lifetime value, typically with higher-priced recurring
revenue and lower churn.
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Figure 40: IT Expenditure Transforming from Capex to Opex
Public Cloud drives IT spend from Capex to Opex

Capex

Virtualizing on-prem data center,
lowers total IT spend, especially Capex

Opex

Moving towards as-as-Service,
transforms IT spend completely to opex

On-Premise Data Center

On-Prem Virtualized Data Center

Public Cloud

Source: Credit Suisse Research.

We believe the risk rebalancing and up-the-stack innovation afforded by cloud will have
destructive implications for software industry economics. Rightfully so, every incumbent
company is orienting itself for survival, and investors are contemplating the future relevance in
a cloud-first world. In our view, some companies will translate fairly well while others will
struggle to sustain relevance.
Specifically, we believe the traditional value thesis in software is very much at risk; no longer
can legacy recurring revenue streams be relied upon as sources of durable cash flows, in our
view. We believe this is apparent in the shift in private equity investment toward growth assets
(Figure 41), as opposed to the more typical highly leveraged value strategies. This is important
as more classic value investors search for opportunities in software. In summary, we don’t
believe private equity or activism can be relied upon to backstop software investment theses,
as the risk to legacy maintenance streams is greater than in the past.

Figure 41:Private Equity Favoring Higher Growth, Lower Margin Companies…
Ann. Date

Name

Acquirer

Growth Rate (LTM)

EV/Sales (LTM)

EV/EBITDA (LTM)

May-16
May-16
April-16

Xactly
Marketo
Cvent

Vista Equity Partners
Vista Equity Partners
Vista Equity Partners

19%
38%
32%

5.6x
7.5x
7.9x

N/M
N/M
N/M

July-16

Imprivata

Thoma Bravo

21%

4.0x

N/M

June-16

Qlik Technologies

Thoma Bravo

11%

4.2x

48.6x

October-15

Solarwinds

Silver Lake & Thoma Bravo

22%

9.8x

18.8x

Source: Company data, Credit Suisse estimates.

At the same time, we see that traditional consolidators like IBM are also focusing on strategic
imperatives like the Cloud and IBM Watson cognitive capabilities.
"IBM is more than a hardware, software and services company; it has emerged as a cognitive
solutions and cloud platform company, focused on industry differentiation. The company's
strategic imperatives - cloud, analytics, mobile, social and security solutions are focused on
these market shifts."
- 10Q, IBM, 25 April 2017
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Figure 42: IBM's Major Acquisitions have been in Strategic Plays Like Cloud
and Cognitive Computing…
Ann. Date
Feb-16

Target Name

Acquiror

Business Description

Truv en Health Analy tics Inc IBM Watson Group

Cloud-based healthcare data,
analy tics and insights

Value

EV/Sales

$2,600mn

4.6x

Oct-15

The Weather Channel

IBM Corp

Weather data sources and analy tics

$2,284mn

6.7x

Aug-15

Merge Healthcare Inc

IBM Corp

Healthcare imaging softw are

$974mn

4.6x

Source: Company data, Credit Suisse estimates

We also demonstrate below that a seemingly inexpensive valuation is not enough to

support a legacy Enterprise IT business, case in point Teradata, which has looked cheap
relative to the overall software space since 2013, but has underperformed by more than
150% since then.
Figure 43: TDC Has Looked Cheap Since 2013...

Figure 44: ...but Would Have Been a Bad Investment
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-150%
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Source: Thomson Reuters Datastream.

-200%
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Source: Thomson Reuters Datastream.

We are also skeptical of companies selling substantially the same value (or in some cases
less, like selling virtual vs. physical appliances), or perhaps with more palatable pricing (i.e.,
lease vs. own), as we believe there can be a loss of pricing leverage without anything in return.
For example, if the subscription pricing is net neutral or thereabouts, the only variable changing
is the customer’s commitment as they are now paying as they go as opposed to committing a
large upfront investment.
Adobe is naturally the reference case bullish investors use when comparing cloud transitions, as
Adobe’s transition was the first such large-scale transition, and it played out quite successfully.
We note that not all cloud transitions are created equal and there are several unique
characteristics that enabled Adobe’s success, which don’t necessarily translate to others.

Software

1)

Adobe dominated the creative tools end market and therefore had unique leverage
over its customer base. Users of Photoshop, for example, were going to use the
product regardless of the pricing/delivery model.

2)

Adobe did not have a meaningful legacy maintenance stream to disrupt. Its original
model required customers to return and repurchase the latest Creative Suite product
version upon release every 18-25 months. This is very different from many companies
like Oracle or SAP that have substantial maintenance streams that risk disruption.

3)

The Creative Cloud provided incremental innovation (i.e., aggregation) and value for
customers. The model shift was not simply a change in pricing from owning to leasing,
but was TAM expansionary for Adobe.

4)

Margins in cloud were similar to that of Adobe’s original model.
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5)

We believe enabling a successful stock during transition relies on credible long-term
guidance, which Adobe delivered quite successfully.

Figure 45: Adobe's Guide to Its Cloud Transition’s
Near-Term Revenue Headwind in 2013…

Figure 46: … and the Actual Results as Reported
Showing Successful Execution

Adobe 2013 Analyst Day Creative Product Family Revenue guide

Adobe reported Creative Product Family Revenue Guide
$3.2bn

Perpetual
Revenue

Subscription
Revenue

~$2bn

FY12A

$2.3bn

ADBE share price

$1.9bn

$1.8bn

FY13A

FY14A

$2.3bn

$103

$28

FY13E

FY14E

Source: Adobe, Credit Suisse Research.

FY15E

FY16E

FY12A

FY15A

FY16A

Source: Adobe, Credit Suisse Research.

This is not to say that all cloud transitions must be like Adobe to succeed, but instead we
recognize each must be carefully considered along the following dimensions.
1)

Could a shift to cloud and new architecture open up a previous technology decision to
competition?

2)

Is the new offering providing incremental value, or just a lift and shift of the same exact
offering on cloud infrastructure?

3)

Is there a utilization efficiency garnered in the cloud that can potentially reduce unit
demand?

4)

How are the addressable market and margin profiles impacted by the new offering?
Could there be aggregation or disaggregation occurring?

We are more open minded to companies transitioning from selling software-only solutions to
now selling full-stack cloud offerings, as we appreciate the incremental value in consolidating
market adjacencies (i.e., server hardware, data center costs, labor, etc.). These types of
transitions are intuitively more value accretive, though they run the risk of inviting competition.
We note that even if such a shift in strategy results in collateral damage to unit market share, it
may still be an NPV-positive transition given greater revenue and profit per cloud customer.
Further, companies usually embark on such transitions at the behest of the end market, not
simply to self-disrupt.

What Are the Right Leading Indicators?
Cloud transitions have obfuscated what once had been reliable leading indicators for software
businesses. Once upon a time, it was easy to appraise license growth, or even billings growth
to gauge business momentum in a reported quarter. To the Adobe example in Figure 46, one
can appreciate outperformance of the stock while traditional fundamental metrics (revenue,
cash flow, earnings) were in freefall. While this has conditioned investors to look through such
transitions and accept disappointing traditional results, we caution that not all companies are
like Adobe. This presents a challenge in distinguishing successful cloud transitions from ones
that might not be so successful. We caution investors to beware of low-quality and false cloud
transitions. With tongue in cheek, we rarely see software companies miss quarterly
expectations as of late, only companies more aggressively shifting to the cloud.
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Figure 47: Cloud Transitions…in vogue explanations for missing expectations
Company comments and stock performance post miss on fundamental metrics
Company

Date

Fundamental Miss

One-day
Stock performance

Citrix

August 2, 2017

Guidance below
consensus

-2%

"....to sum it all up, business is strong. We recognize that our profitability is getting pressured by the cloud
transition."
– David James Henshall, CEO

Fortinet

July 26, 2017

Guidance mid-point below
consensus

-5%

" The traditional service provider (are) also starting (to) consider offer the cloud solution now. So that may delay
some of their decision whether what kind of an architecture or infrastructure they may (want) moving forward."
– Ken Xie, CEO

Symantec

May 10, 2017

Revenues and Guidance
below consensus

-5%

“And within Enterprise Security, we saw a faster than expected increase in mix towards cloud subscription and
virtual appliances. We believe this product mix shift is a positive for our business both financially and strategically,
is a proof that our customers are designing Symantec into their future cloud security architectures.”
– Greg Clark, CEO

Oracle

March 15, 2017

Revenues below
consensus

6%

"Operating cash flow over the last four quarters was $13.5 billion, which is lower because of the rapid growth we
are seeing as we transition to cloud"
– Safra Catz, CFO

Splunk

February 23, 2017

Guidance below
consensus

-3%

"...we are in the early stages of our cloud offering and gross margins from cloud is low at these absolute levels....
As we scale that business the impact from cloud margin headwind will diminish over time"
– Dave Conte, CFO

Adobe

December 11, 2014

Guidance below
consensus

9%

"...while we continue to have pricing that's promotional in nature to get customers to migrate from CS to Creative
Cloud..."
– Shantanu Narayen, President & CEO

Intuit

August 21, 2014

Guidance below
consensus

-3%

"These strong results were in the context of an acceleration to cloud based subscriptions that shifted revenue into
future reporting periods."
– Brad Smith, President and CEO

Comments

Source: Credit Suisse Research.

While we endeavor to hone in on the most logical such metric or derived calculation for each
company in our coverage, we recognize the various limitations and triangulate on several
factors when gauging near-term performance. The cleanest of all leading indicators, in our
opinion, is normalized new business growth, which is the metric most companies use to reward
their salesforce. Specifically, we are referring to a like-for-like conversion of subscription,
license, and term license sales, and then comparing the new business sold, backing out
renewals. Unfortunately, very few companies disclose anything close to this, and we therefore
make what we believe are prudent adjustments to reported metrics to reach the best indicators
possible, all the while recognizing the various limitations. Ultimately, we are students of cash
flow and will generally look to billings growth, normalized for duration where appropriate, as a
leading indicator, which effectively captures changes in deferral rates.

Public Cloud, Private Cloud, Hybrid Cloud, and MultiCloud? Yes, Yes, Yes, and YES!
We believe the future is not just cloud, public, private, and hybrid, but Multi-Cloud in nature, as
workloads are dynamically allocated across many clouds, based on multidimensional criteria
such as cost, availability, performance, and functionality. If cloud serves to commoditize the
infrastructure stack, then what can serve to commoditize cloud? Multi-Cloud is the answer, in
our view.
There will be successful horizontal infrastructure clouds, vertical clouds, application specific
clouds, special purpose clouds. The future is highly leveraged to multi-cloud, which will drive
increasing degrees of intelligence and service levels into applications. We are particularly
Software
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bullish on companies that enable a Multi-cloud world, many of which are private, such as
Turbonomic, Mesosphere, Docker, and HashiCorp. Red Hat and VMware are ways to play this
theme in the public market today, and our preference is for VMW in the context of valuation.

Figure 48: Multi-Cloud Commoditizes IaaS…

Source: Company data, Credit Suisse estimates.

Security
While the cloud serves to commoditize infrastructure, security becomes that much more critical
and difficult a challenge. Beyond the ever more virulent threat environment which we only
expect to intensify, we believe securing a multi-cloud, dynamic infrastructure stack requires
new techniques and technologies, and fine-grained controls, which in concert will drive robust
security spending for the foreseeable future. That said, we expect a substantial redistribution of
spend within the category resulting from the shift to modern architecture. Please see our
companion piece on the network security market titled The Cloud has no Walls.
Fog/Edge Computing
It is said that enterprise technology cycles oscillate, for example from centralized to
decentralized and back again. The mainframe and shared consumption models known as time
sharing were the original centralized model dating back to the 1960’s and 1970’s. In the 1980’s,
the world moved to more distributed models with client/server and n-tier architecture, and now
the cloud computing era represents a return to centralization.
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Figure 49: Technology Cycles from Centralized to Decentralized and Vice Versa
Edge Intelligence
Distributed
2020 and beyond

Client Server
Distributed
1980-2000

Mainframe
Centralized
1960-1970

Mobile Cloud
Centralized
2005- Present

Source: Company data, Credit Suisse estimates.

If history serves as a guide, we might anticipate a move back to a more decentralized approach
to computing. With the snowballing growth of IOT devices and real-time data-driven
applications (think autonomous cars), there is a need for more processing and decision making
closer to where the data originate. This is what is known as Edge and Fog computing, and
there are startup companies and even established players focused on this opportunity, from
names like EdgeConnex to projects within Amazon (AWS Greengrass) as examples.
Bottom line, we believe shifting currents like Edge/Fog can revitalize companies that are
seemingly under siege today (VMware, Akamai) and create opportunities for many new ones.
In security, we are very intrigued by the possibilities at the network edge, which includes
Akamai, as well as startups such as Cloudflare, Fastly, and Cato Networks.

Valuation
As with all of our analyses, it always comes down to valuation. When considering the industry
as a whole, we will often look at relative multiples for perspective over time as well as relative
valuation within our sector coverage. While we generally prefer to analyze cash flow multiples,
adjusted for duration if possible, we will also consider more typical P/E multiples as a proxy, in
cases in which the data is more readily available. We note the Software Industry, for which we
consider the IGV Software Index as a proxy, currently trades at 1.6x the forward P/E multiple of
the S&P 500, which compares with an average of 1.4x over the past five years.

Figure 50: IGV Software Index Currently Near High
End of Range vs. S&P500…

Figure 51: …but Largely In-Line with S&P 500 IT
Historical Relative multiple

IGV ETF P/E NTM relative to S&P500

IGV ETF P/E NTM relative to S&P500 Information Technology

1.70

IGV P/E - NTM Relative to S&P 500

1.70

IGV - PE - NTM Relative to S&P 500 IT

1.50
1.50

1.30

1.10
Aug-12

Aug-14

Source: Factset, Credit Suisse estimates.
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Source: Company data, Credit Suisse estimates.
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While Software appears to be trading at peak levels relative to the broader market, valuations
are more in-line relative to Information Technology as represented by the S&P 500 Information
Technology index.

Figure 52: Software Universe Comp Sheet
Ticker

CS rating

Current
Price

Target
Price

Upside/
Downside

Market Cap
(billions)

EV
(billions)

EV/Revenue
2017
2018

2017

P/FCFE
2018

2017

P/E
2018

Lead Analyst

Infrastructure
ORCL

OUTPERFORM

$50.74

$62.00

22.2%

$209.9

$201.7

5.1x

4.9x

16.0x

15.2x

17.2x

15.9x

Brad Zelnick

VMW*

OUTPERFORM

$107.00

$130.00

21.5%

$43.8

$36.4

N/A

4.4x

16.3x

15.8x

N/A

19.4x

Brad Zelnick

NOW

OUTPERFORM

$115.77

$135.00

16.6%

$19.7

$19.1

10.0x

7.7x

40.7x

29.4x

N/M

N/M

Brad Zelnick

HDP*

OUTPERFORM

$17.17

$20.00

16.5%

$1.2

$1.1

4.5x

3.5x

N/M

N/M

N/M

N/M

Brad Zelnick

RHT

NEUTRAL

$106.61

$111.00

4.1%

$18.9

$18.9

6.7x

5.9x

24.5x

20.7x

39.7x

33.7x

Brad Zelnick

CA

NEUTRAL

$32.94

$34.00

3.2%

$13.9

$13.8

3.3x

3.2x

14.0x

13.7x

13.4x

12.9x

Brad Zelnick

MSFT

OUTPERFORM

$73.36

$84.00

14.5%

$565.0

$532.2

5.5x

5.1x

18.6x

18.7x

22.2x

22.8x

Michael Nemeroff

SAP

OUTPERFORM

$104.61

$100.00

-4.4%

$125.4

$129.0

4.7x

4.4x

28.0x

24.0x

21.8x

19.9x

Charles Brennan

CTXS

NR

$76.54

Not Covered

N/A

$11.6

$12.1

4.3x

4.1x

12.8x

12.2x

16.5x

15.3x

N/A

TDC

NR

$31.62

Not Covered

N/A

$4.0

$3.5

1.7x

1.7x

16.0x

16.1x

25.5x

25.0x

N/A

Mean

5.1x

4.5x

20.8x

18.4x

22.3x

20.6x

Median

4.7x

4.4x

16.3x

16.1x

21.8x

19.7x

Security
SPLK*

OUTPERFORM

$67.21

$80.00

19.0%

$9.3bn

$8.3bn

6.8x

5.5x

40.1x

28.8x

N/M

N/M

Brad Zelnick

SYMC

OUTPERFORM

$29.77

$36.00

20.9%

$18.3bn

$22.3bn

4.3x

4.1x

19.0x

12.8x

16.5x

14.6x

Brad Zelnick

AKAM

NEUTRAL

$45.99

$50.00

8.7%

$7.9bn

$7.9bn

3.2x

2.9x

20.6x

19.2x

18.2x

17.0x

Brad Zelnick

CHKP

NEUTRAL

$109.90

$110.00

0.1%

$19.2bn

$15.4bn

8.2x

7.7x

19.4x

18.4x

21.2x

19.4x

Brad Zelnick

PANW

UNDERPERFORM

$144.52

$125.00

-13.5%

$13.3bn

$11.6bn

6.6x

5.4x

17.6x

16.8x

53.3x

43.8x

Brad Zelnick

FTNT

UNDERPERFORM

$36.89

$33.00

-10.5%

$6.5bn

$5.0bn

3.4x

2.9x

19.0x

14.3x

38.7x

32.3x

Brad Zelnick

FEYE*

NR

$14.73

Not Covered

N/A

$2.7bn

$2.5bn

3.4x

3.1x

N/M

N/M

N/M

N/M

N/A

PFPT*

NR

$91.70

Not Covered

N/A

$4.1bn

$4.0bn

7.8x

6.1x

38.5x

26.8x

N/M

N/M

N/A

CYBR

NR

$40.70

Not Covered

N/A

$1.4bn

$1.2bn

4.8x

4.0x

25.4x

20.1x

39.1x

31.4x

N/A

MIME*

NR

$25.86

Not Covered

N/A

$1.4bn

$1.3bn

5.4x

4.4x

N/M

N/M

N/M

N/M

N/A

Mean

5.4x

4.6x

25.0x

19.7x

31.2x

26.4x

Median

5.1x

4.3x

20.0x

18.8x

30.0x

25.4x

SaaS
ADBE

OUTPERFORM

$154.13

$160.00

3.8%

$76.0bn

$74.2bn

10.3x

8.6x

30.2x

25.2x

38.0x

30.3x

Michael Nemeroff

CRM

OUTPERFORM

$96.17

$115.00

19.6%

$69.1bn

$68.8bn

6.6x

5.5x

33.7x

26.8x

N/M

N/M

Michael Nemeroff

INTU

OUTPERFORM

$141.39

$155.00

9.6%

$36.3bn

$36.7bn

7.1x

6.4x

25.9x

23.9x

32.1x

28.5x

Michael Nemeroff

ADSK*

OUTPERFORM

$114.07

$125.00

9.6%

$25.0bn

$24.8bn

12.1x

9.7x

N/M

43.4x

N/M

N/M

Michael Nemeroff

WDAY*

NEUTRAL

$107.69

$100.00

-7.1%

$22.3bn

$20.8bn

9.9x

7.9x

N/M

N/M

N/M

N/M

Michael Nemeroff

ULTI*

OUTPERFORM

$198.81

$245.00

23.2%

$5.9bn

$6.0bn

6.4x

5.3x

N/M

N/M

N/M

N/M

Michael Nemeroff

PAYC*

OUTPERFORM

$74.41

$78.00

4.8%

$4.4bn

$4.4bn

10.1x

8.1x

N/M

N/M

N/M

N/M

Michael Nemeroff

CSOD*

OUTPERFORM

$35.90

$49.00

36.5%

$2.1bn

$2.0bn

4.1x

3.6x

60.3x

29.8x

N/M

N/M

Michael Nemeroff

SNCR

UNDERPERFORM

$16.53

$13.00

-21.4%

$0.8bn

$0.8bn

1.1x

1.1x

23.3x

19.7x

14.5x

9.3x

Michael Nemeroff

CALD*

OUTPERFORM

$25.00

$30.00

20.0%

$1.7bn

$1.5bn

5.9x

5.0x

N/M

N/M

N/M

N/M

Michael Nemeroff

VEEV

NR

$58.56

Not Covered

N/A

$8.1bn

$8.3bn

12.3x

10.3x

45.4x

39.4x

N/M

N/M

N/A

GWRE*

NR

$75.27

Not Covered

N/A

$5.5bn

$5.1bn

10.2x

8.5x

N/M

N/M

N/M

N/M

N/A

NUAN

NR

$15.82

Not Covered

N/A

$4.6bn

$6.3bn

3.2x

3.1x

11.6x

10.2x

15.8x

14.3x

N/A

RP

NR

$42.65

Not Covered

N/A

$3.5bn

$3.5bn

5.2x

4.6x

35.4x

25.5x

46.0x

36.9x

N/A

ZEN*

NR

$27.80

Not Covered

N/A

$2.8bn

$2.5bn

6.0x

4.6x

N/M

N/M

N/M

N/M

N/A

PCTY*

NR

$48.15

Not Covered

N/A

$2.5bn

$2.5bn

8.4x

6.8x

N/M

N/M

N/M

N/M

N/A

BNFT*

NR

$30.80

Not Covered

N/A

$1.0bn

$1.0bn

4.0x

3.5x

N/M

N/M

N/M

N/M

N/A

Mean

7.2x

6.0x

33.2x

27.1x

29.3x

23.8x

Median

6.6x

5.5x

31.9x

25.5x

32.1x

28.5x

Source: Company data, Credit Suisse estimates, Thomson Reuters Datastream
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We employ an academic approach to a DCF methodology to estimate the intrinsic value for
companies in our coverage universe. We recognize that the outcome of the model may be
sensitive to its underlying assumptions and therefore exercise conservatism where appropriate.
In consideration of these factors, we calculate intrinsic value as outlined below:
Intrinsic Value of Equity = NPV(FCFE) + Net Cash & Equivalents – 10% of Annual Revenue.
We define FCFE as Operating Cash Flow minus CapEx and minus After-Tax Interest Income.
We understand that this definition has its limitations, as it does not adjust for non-recurring
expenses or account for any capitalized software development costs. While we understand the
purpose of these selective adjustments, we nonetheless believe that the subjectivity behind
such alterations can create inconsistencies that ultimately make comparisons across
companies difficult (e.g., one company’s capitalized software development expense may be
listed as a separate item in the cash flow statement while another is not because it is deemed
immaterial).
We subtract 10% of our current fiscal year estimate for total revenue as a means of
approximating the amount of cash required for working capital purposes.
We assume the capital asset pricing model (CAPM) to determine the appropriate discount rate
on future free cash flows. In the case that a company has outstanding debt on its balance
sheet, we calculate a weighted average cost of capital (WACC) based on the required rate of
return on outstanding equity and debt. Given that most software companies have little or no
debt, we may choose to use the required rate of return on equity for conservatism. For beta, we
base our estimate on a historical measure of the stock’s volatility based on data available from
Thomson Reuters Eikon. Although we recognize this as imperfect, we believe it is the most
reliable proxy for future volatility.
We typically forecast the current fiscal year and two additional fiscal years starting with the
income statement, for which we typically have the most insight from the company in the form of
guidance. From this, we derive the balance sheet and forecast respective assets and liabilities
required to support the growth of the business based on any guidance and historical trend
before finally generating the cash flow statement.
Three-Stage DCF Model:
■ Stage 1: We typically create a range of scenarios that depict a variety of cash flow growth
outcomes. Future cash flows are typically forecast anywhere from two to five periods
beyond what has already been forecast explicitly in the three financial statements. We base
our growth rates on expectations of the industry and our expectations for the respective
companies.
■ Stage 2: The growth rate is expected to decelerate from Stage 1 and slowly trend toward
the long-term growth prospects for the overall economy, or about 2.5% (We however
assume a lower terminal growth rate in our base case DCF analysis for firewall companies
of 1.5%, given what we believe is a secular structural shift in security architecture). We
typically assume that beta transitions in Stage 2 and gradually trends toward 1.0; that is, by
definition, the average of all stocks. We also assume the equity risk premium gradually
moves to the historical average of 6.2%.
■ Stage 3: This is the terminal or steady-state stage at which we assume the growth of the
company in perpetuity at the long-term growth rate of the economy, which we calculate as
the reciprocal of the cost of capital minus our assumed long-term growth rate.
Our DCF analysis examines a number of different scenarios based on our assumptions about
the business. Typically, we highlight a base case as well as both a worst case (grey sky) and a
best case (blue sky) scenario based on a variety of both qualitative and quantitative
assumptions.
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Americas/United States
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Akamai Technologies, Inc. (AKAM)
Rating
Price (31-Aug-17, US$)
Target price (US$)
52-week price range (US$)
Market cap(US$ m)

NEUTRAL
47.15
50.00
71.12 - 44.91
8,083

Target price is for 12 months.

Research Analysts
Brad Zelnick
212 325-6118
brad.zelnick@credit-suisse.com
Jobin Mathew
212 325 9676
jobin.mathew@credit-suisse.com
Syed Talha Saleem, CFA
212 538 1428
syedtalha.saleem.2@credit-suisse.com

CDN: Constantly Debating Neutral
Initiating Coverage with Neutral Rating, Positive Bias, and $50 Target Price
We believe Akamai’s leading position in Content Delivery Networks (CDN) is
convertible into something far more valuable, though we opt for the sidelines
until we gain comfort that expectations have bottomed. With the stock currently
trading at 19.6x NTM EV/uFCF, we do not believe it sufficiently discounts the risk
of further estimate cuts.
■ Hidden Asset Value: Akamai sits atop some of the most precious yet
under-monetized real estate overlaying the public Internet. With an order of
magnitude more points of presence vs. its nearest competitor, we see a real
advantage in delivering new and diverse applications such as security and
perhaps even edge computing.
■ Strategic in Security: We believe security architecture will continue to
transition into the cloud in a meaningful way and see Akamai as having great
potential beyond what is already a significant business. At a $460m run rate
growing at >30%, there is much to appreciate, though we see headroom to
become far more strategic. The future of security is moving into the cloud, in
our view, and is ideally served from the network edge.
■ Transformational M&A Could Lead the Way: For the right acquisition
target, we would support maximum diversification away from CDN and
accelerating the path to a more meaningful future. We envisage cloud
security, edge computing, or any other next-gen business that capitalizes on
Akamai’s unique network footprint. The company’s M&A track record is
respectable, and with an estimated $4.6 billion in firepower, many interesting
acquisition targets would seem affordable.
■ Valuation and Risks: Our $50 target price is based on our DCF analysis and
sense-checked with an SOTP analysis, which conservatively assumes Media
Delivery has no growth into perpetuity. Our target price implies 20.7x NTM
EV/uFCF. Upside risks include improving CDN growth and reacceleration in
Performance and Security. Downside risks include further declines in Media
Delivery pricing and market share.

Share price performance

Financial and valuation metrics
Year
12/16A
12/17E
NON-GAAP EPS (CS adj., )
2.60
2.42
Prev. EPS (CS adj., US$)
P/E (CS adj.) (x)
18.2
19.5
P/E rel. (CS adj., %)
86
102
Revenue (US$ m)
2,340
2,478
Non-GAAP Operating Income (US$ m)
658
593
Net Debt (US$ m)
-197
-67
Unlevered Free Cash Flow (US$)
555
372
On 31-Aug-2017 the S&P 500 INDEX closed at 2471.65
P/uFCF (x)
8.5
12.7
Daily Sep02, 2016 - Aug31, 2017, 09/02/16 = US$55.33
Number of shares (m)
171.42
Price/Sales (x)
-52.5
Dividend (current, US$)
Quarterly EPS
Q1
Q2
Q3 Q4 Net debt (Next Qtr., US$ m)
2016A
0.64 0.61 0.66 0.69 Dividend yield (%)
2017E
0.66 0.60 0.57 0.60 Source: Company data, Thomson Reuters, Credit Suisse estimates
2018E
0.67 0.61 0.60 0.69

Software

12/18E
2.56
18.4
107
2,639
607
-227
476
9.9
3.37
-
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Check Point Software Technologies
Ltd. (CHKP)
Rating
Price (31-Aug-17, US$)
Target price (US$)
52-week price range (US$)
Market cap(US$ m)

NEUTRAL
111.87
110.00
115.72 - 74.81
19,566

Target price is for 12 months.

Research Analysts
Brad Zelnick
212 325-6118
brad.zelnick@credit-suisse.com
Jobin Mathew
212 325 9676
jobin.mathew@credit-suisse.com
Syed Talha Saleem, CFA
212 538 1428
syedtalha.saleem.2@credit-suisse.com

Best of the Rest
We initiate coverage of Check Point with a Neutral rating and a $110 target
price, reflecting 1% downside potential and 19.5x our 2018 earnings estimate.
While we are negative on the category as a whole, Check Point is our preferred
firewall play on a relative basis.
■ Best Placed to Weather Category Risks: Our analysis of category risks
suggests CHKP is substantially better placed to weather sector headwinds
compared with PANW and FTNT. We do not believe CHKP is the most at risk
on any single headwind we have identified.
■ Maturity & Discipline an Advantage: Ultimately, we expect the future
firewall market to be one in which the wisdom of age will trump the
exuberance of youth. CHKP is a highly disciplined wealth creator focused on
the long term. It is one of only 6% of >20k companies in Credit Suisse HOLT
to achieve an eCAP quality award. In addition, it benefits from abnormal
levels of incentive alignment and has exceptional price discipline.
■ Not Its First Rodeo: We take confidence in the fact CHKP has once already
traversed the transition from software to hardware in the mid-2000s. As the
hardware box & software attach trend reverses direction and this model
disaggregates, we expect the experience of a long-tenured management
team to be a distinct, albeit unquantifiable, advantage.
■ Firepower for Transformative M&A: We estimate Check Point could deploy
$10bn for transformative M&A. This is 80% more than PANW, and 130%
more than FTNT. In a market where we believe CHKP's core product to be
declining in relevance, the firepower to make strategically significant and
transformative acquisitions is a distinct competitive advantage.
■ Valuation: Our relative valuation shows CHKP to be substantially more
attractive than FTNT and CHKP on both cash flow and income statement
multiples. Value is most clearly discerned when adjusting uFCF for SBC (16x
vs PANW at 30x and FTNT at 18x CY18 EV/uFCF).

Share price performance

Financial and valuation metrics
Year
12/16A
12/17E
NON-GAAP EPS (CS adj., )
4.72
5.18
Prev. EPS (CS adj., US$)
P/E (CS adj.) (x)
23.7
21.6
P/E rel. (CS adj., %)
112
113
Revenue (US$ m)
1,741
1,871
Non-GAAP Operating Income (US$ m)
948
1,003
Net Debt (US$ m)
-3,669
-3,731
Unlevered Free Cash Flow (US$)
865
958
On 31-Aug-2017 the S&P 500 INDEX closed at 2471.65
P/uFCF (x)
12.9
11.7
Daily Sep02, 2016 - Aug31, 2017, 09/02/16 = US$77.98
Number of shares (m)
174.90
Price/Sales (x)
-3,774.8
Dividend (current, US$)
Quarterly EPS
Q1
Q2
Q3 Q4 Net debt (Next Qtr., US$ m)
2016A
1.06 1.09 1.13 1.46 Dividend yield (%)
2017E
1.20 1.26 1.24 1.48 Source: Company data, Thomson Reuters, Credit Suisse estimates
2018E
1.31 1.37 1.38 1.60

Software

12/18E
5.66
19.8
115
2,004
1,069
-3,784
1,020
11.0
10.31
-
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Fortinet, Inc. (FTNT)
Rating
UNDERPERFORM
Price (01-Sep-17, US$)
38.30
Target price (US$)
33.00
52-week price range (US$)
41.10 - 28.61
Market cap(US$ m)
6,734
Target price is for 12 months.

Unfortified
Initiating Coverage with Underperform Rating and $33 Target Price

Research Analysts
Brad Zelnick
212 325-6118
brad.zelnick@credit-suisse.com
Jobin Mathew
212 325 9676
jobin.mathew@credit-suisse.com
Syed Talha Saleem, CFA
212 538 1428
syedtalha.saleem.2@credit-suisse.com

We respect FTNT as a highly innovative company with differentiated hardware,
superb product offerings, and a world-class founder-led executive team;
however, we remain convinced the weight of potential headwinds facing FTNT
tilts the relative risk/reward balance negatively.
■ Most Highly Exposed to Category Risks: Our analysis of sector headwinds
implies FTNT faces the greatest risk of the three firewall names. With the
least firepower and apparent willingness to strategically acquire as perimeter
security loses relevance, FTNT's outsized exposure to the SMB market and
carrier vertical are additional concerns.
■ Hardware Increasingly Irrelevant in the Cloud: Like Netscreen before it,
Ken Xie founded FTNT on the premise of ASIC architecture. Performant,
cost-effective hardware has differentiated FTNT in the past, particularly in the
carrier vertical (performance focused) and SMB segment (price sensitive);
however, we struggle to see how competitive advantage bestowed by
superior silicon can sustain as successfully in the cloud.
■ Outsized SMB Exposure: Fortinet should trade at a discount to CHKP and
particularly PANW given its substantially lower enterprise exposure (56% vs
PANW at 14% volume, respectively, on IDC data). We prefer enterprise
exposure on balance due to its higher renewal rates, and while some
consider the SMB market attractive given a recent a spending cycle, we
believe it to be increasingly competitive (50% more concentrated on the
Herfindahl-Hirschman Index, an indicator of competition) vs the high end.

■ Valuation: We see FTNT as expensive on an absolute basis but less so
once adjusted for growth; we think of FTNT as in-between CHKP (best) and
PANW (worst) on valuation. Our DCF valuation implies a $33 TP. Risks to
our target include an ability to gain significant share, stronger than expected
midmarket spending cycle, and acquisition of the company.
Share price performance

Financial and valuation metrics
Year
12/16A
12/17E
NON-GAAP EPS (CS adj., )
0.74
0.94
Prev. EPS (CS adj., US$)
P/E (CS adj.) (x)
51.6
40.6
P/E rel. (CS adj., %)
244
213
Revenue (US$ m)
1,275
1,493
Non-GAAP Operating Income (US$ m)
193
238
Net Debt (US$ m)
-1,311
-1,515
Unlevered Free Cash Flow (US$)
268
309
On 01-Sep-2017 the S&P 500 INDEX closed at 2476.55
P/uFCF (x)
14.3
12.4
Daily Sep02, 2016 - Sep01, 2017, 09/02/16 = US$36.83
Number of shares (m)
175.84
Price/Sales (x)
-1,475.3
Dividend (current, US$)
Quarterly EPS
Q1
Q2
Q3 Q4 Net debt (Next Qtr., US$ m)
2016A
0.12 0.14 0.18 0.30 Dividend yield (%)
2017E
0.17 0.27 0.23 0.27 Source: Company data, Thomson Reuters, Credit Suisse estimates
2018E
0.22 0.26 0.27 0.34

Software

12/18E
1.10
34.8
202
1,657
292
-1,802
439
8.7
4.82
-
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Hortonworks, Inc. (HDP)
Rating
OUTPERFORM [V]
Price (01-Sep-17, US$)
17.28
Target price (US$)
20.00
52-week price range (US$)
17.28 - 6.57
Market cap(US$ m)
1,160
Target price is for 12 months.
[V] = Stock Considered Volatile (see Disclosure Appendix)

Research Analysts
Brad Zelnick
212 325-6118
brad.zelnick@credit-suisse.com
Jobin Mathew
212 325 9676
jobin.mathew@credit-suisse.com
Syed Talha Saleem, CFA
212 538 1428
syedtalha.saleem.2@credit-suisse.com

Big Data at a Small Price
Initiating coverage with an Outperform rating and a $20 target price
We believe the Street is underappreciating the company’s attractive position in a
large, growing market, and the intrinsic value of the existing customer base.
Concerns over competition, the company’s pure open source model, and recent
management changes are overblown, in our view, especially in light of the
business having grown more than 4x since its IPO.
Unique Position in Large Underpenetrated Market: Hortonworks is the only
pure open-source vendor that operates in the open-source big data platform
market. Despite the market being relatively nascent (HDP was founded in 2011),
Gartner estimates the aggregate spend at $1 billion in 2016, with HDP having
12% share. We estimate a $5 billion potential market in 2017, which we project
will expand to $9 billion in 2020. We expect 30% penetration in 2017.
Pure Open-Source Advantage: We view HDP’s pure OSS model as an
advantage, while some see it as a liability. Open source is increasingly a
criterion for enterprise adoption, and HDP is the largest driver of Hadoop and
related OSS projects. The valuation disparity between HDP and CLDR (4.3x vs.
7.2x EV/C2018E Revs) is unwarranted in our view, with the largest differentiation
being pure vs. hybrid OSS.
Industry Consolidation and Partnerships Favor HDP: Despite the early stage
nature of the market, some Hadoop distributors have already abandoned their
offerings in favor of Hortonworks. Pivotal and IBM are notable examples, in
addition to Microsoft, which standardized on HDP from the very beginning. We
believe the recent partnership with IBM can be meaningful and extends HDP into
the proprietary software world while remaining OSS.
Valuation/Risks: Our $20 target price is based on our DCF analysis, implying
5.1x 2018 EV/revs vs. the peer median at 7.2x. We estimate a floor value of
$13.50 per share based on the runoff value of the existing customer base alone.
Risks to our target include cloud native competition, disaggregation of the
Hadoop stack, and failure to acquire sufficient new logo business.

Share price performance

Financial and valuation metrics
Year
12/16A
12/17E
NON-GAAP EPS (CS adj., )
-2.59
-1.72
Prev. EPS (CS adj., US$)
P/E (CS adj.) (x)
-6.7
-10.0
P/E rel. (CS adj., %)
-32
-53
Revenue (US$ m)
184
248
Non-GAAP Operating Income (US$ m)
-147
-109
Net Debt (US$ m)
-85
-57
Unlevered Free Cash Flow (US$)
-95
-37
On 01-Sep-2017 the S&P 500 INDEX closed at 2476.55
P/uFCF (x)
-18.2
-46.2
Daily Sep02, 2016 - Sep01, 2017, 09/02/16 = US$7.87
Number of shares (m)
67.10
Price/Sales (x)
-57.3
Dividend (current, US$)
Quarterly EPS
Q1
Q2
Q3 Q4 Net debt (Next Qtr., US$ m)
2016A
-0.68 -0.72 -0.68 -0.50 Dividend yield (%)
2017E
-0.50 -0.44 -0.40 -0.38 Source: Company data, Thomson Reuters, Credit Suisse estimates
2018E
-0.33 -0.32 -0.29 -0.22

Software

12/18E
-1.16
-14.9
-87
309
-82
-74
16
110.1
4.75
-
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Oracle Corporation (ORCL)
Rating
Price (01-Sep-17, US$)
Target price (US$)
52-week price range (US$)
Market cap(US$ m)

OUTPERFORM
50.62
62.00
51.17 - 37.93
209,399

Target price is for 12 months.

Transitioning Like There’s No Tomorrow
Initiating Coverage with Outperform Rating and $62 Target Price:

Research Analysts
Brad Zelnick
212 325-6118
brad.zelnick@credit-suisse.com
Jobin Mathew
212 325 9676
jobin.mathew@credit-suisse.com
Syed Talha Saleem, CFA
212 538 1428
syedtalha.saleem.2@credit-suisse.com

We believe the market underappreciates the staying power of Oracle’s
technology stack and upside opportunities in the cloud. While traditional financial
metrics have lagged given a cloud transition, the stock is valued as if there’s no
tomorrow, or no other side to the transition. Over the years, many have bet
against legendary founder Larry Ellison, but few have ever won.
■ Cloud ERP Opportunity: The cloud ERP opportunity is just now heating up,
and ORCL is in pole position. Our field work suggests ORCL has the leading
cloud product in the largest of app software categories (ERP, $43bn in 2016)
and an advantage given its incumbency. We size the Cloud ERP migration
opportunity at $0.66 in recurring EPS, in addition to every five points of ERP
share gain contributing $0.4 (currently at 8% share).
■ Database Durability: At 40% of revenue and a greater portion of profit,
ORCL’s database lies central to our thesis. When considering the market for
the world’s highest value transactional data, ORCL’s position is unwavering.
With greater fragmentation of the market today, we expect ORCL to lose
lower value units but more than compensate with innovation, pricing, and
aggregation of adjacencies with DBaaS. We size the DBaaS migration
opportunity at $3.61 in recurring EPS.
■ Aggregation Play: ORCL is our favorite aggregation play. We particularly
like companies that can parlay dominant market positions into adjacencies to
capture incremental wallet share. This has been a consistent strategy for
ORCL over the years (M&A, Exa-series), and Cloud is just the latest chapter.
■ Valuation: Our $62 TP is based on our DCF analysis and equates to 20.0x
CY18 P/E vs. 21.9x for MSFT and SAP at 19.2x. Risks to our target price
include competition in the cloud and a failure to execute.

Share price performance

Financial and valuation metrics
Year
5/17A
5/18E
NON-GAAP EPS (CS adj., )
2.74
2.93
Prev. EPS (CS adj., US$)
P/E (CS adj.) (x)
18.5
17.3
P/E rel. (CS adj., %)
87
91
Revenue (US$ m)
37,899
39,425
Non-GAAP Operating Income (US$ m)
16,169
17,468
Net Debt (US$ m)
-8,169
-16,330
Unlevered Free Cash Flow (US$)
12,954
14,012
On 01-Sep-2017 the S&P 500 INDEX closed at 2476.55
P/uFCF (x)
0.4
0.4
Daily Sep02, 2016 - Sep01, 2017, 09/02/16 = US$41.25
Number of shares (m)
4,136.68
Price/Sales (x)
Quarterly EPS
Q1
Q2
Q3 Q4 Net debt (Next Qtr., US$ m)
-12,447.7
Dividend (current, US$)
2017A
0.55 0.61 0.69 0.89 Dividend yield (%)
2018E
0.60 0.68 0.73 0.91 Source: Company data, Thomson Reuters, Credit Suisse estimates
2019E
0.67 0.75 0.79 0.95

Software

5/19E
3.16
16.0
93
41,002
18,459
-25,215
14,611
0.3
5.60
0.8
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Palo Alto Networks, Inc. (PANW)
Rating
UNDERPERFORM
Price (01-Sep-17, US$)
146.67
Target price (US$)
125.00
52-week price range (US$) 164.15 - 108.01
Market cap(US$ m)
13,468
Target price is for 12 months.

Lost in Palodise
Initiating Coverage with Underperform Rating and $125 Target Price

Research Analysts
Brad Zelnick
212 325-6118
brad.zelnick@credit-suisse.com
Jobin Mathew
212 325 9676
jobin.mathew@credit-suisse.com
Syed Talha Saleem, CFA
212 538 1428
syedtalha.saleem.2@credit-suisse.com

Despite being one of the most disruptive innovators in the security industry, we
believe investors are overly optimistic in Palo Alto Networks’ ability to sustain
over 2x market growth rates. We truly believe this is a great company with great
management, but not a great stock at current levels.
■ What Comes After the Perfect Storm? Past performance is no indicator of
future success. The market view that PANW continues to outpace market
growth by a factor of 2x is overly sanguine, in our view. We believe PANW’s
past outperformance was the result of a perfect storm of tailwinds that are
now subsiding and believe the current product cycle, while technologically
compelling, remains a source of disruption for longer than many anticipate.
■ Competitive Refresh Cycle: We believe a refresh cycle is indeed coming,
but may be less impactful than many anticipate. PANW's refresh is an
opportunity that invites competition at a time when products in the category
are less differentiated than ever. Meeting Street expectations relies on
defense as much as offense for the first time in PANW’s history.
■ Structural Limitations: Cloud mania is not just an issue for firewall
companies because of a ratable revenue transition, in our view. We believe
the entire category will face pressures of disaggregation as well as an
architectural shift that relies far less on perimeter-based security.
■ Valuation: Our $125 target price is based on our DCF analysis, which
assumes an 7.3% FCF CAGR over the next 10 years. While seemingly
inexpensive on FCF multiples, adjusting for stock comp expense and longterm deferred revenues tells a completely different story. If we instead
consider simple P/E (CY2018), PANW trades at ~40x vs. CHKP at ~20x and
FTNT at ~35x. Upside risks to our target price include better unattached
subscription growth including cloud/virtual and endpoint adoption and a more
powerful refresh cycle.

Share price performance

Financial and valuation metrics
Year
7/17A
7/18E
NON-GAAP EPS (CS adj., )
2.71
3.29
Prev. EPS (CS adj., US$)
P/E (CS adj.) (x)
54.1
44.6
P/E rel. (CS adj., %)
256
234
Revenue (US$ m)
1,762
2,129
Non-GAAP Operating Income (US$ m)
355
451
Net Debt (US$ m)
-1,640
-2,029
Unlevered Free Cash Flow (US$)
732
844
On 01-Sep-2017 the S&P 500 INDEX closed at 2476.55
P/uFCF (x)
20.0
17.4
Daily Sep02, 2016 - Sep01, 2017, 09/02/16 = US$145.18
Number of shares (m)
91.82
Price/Sales (x)
Quarterly EPS
Q1
Q2
Q3 Q4 Net debt (Next Qtr., US$ m)
-1,692.6
Dividend (current, US$)
2017A
0.55 0.63 0.61 0.92 Dividend yield (%)
2018E
0.68 0.80 0.84 1.00 Source: Company data, Thomson Reuters, Credit Suisse estimates
2019E
0.88 0.99 0.97 1.25
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7/19E
4.09
35.9
209
2,485
570
-2,531
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Red Hat, Inc. (RHT)
Rating
Price (01-Sep-17, US$)
Target price (US$)
52-week price range (US$)
Market cap(US$ m)

NEUTRAL
107.46
111.00
107.50 - 68.71
19,070

Target price is for 12 months.

Research Analysts
Brad Zelnick
212 325-6118
brad.zelnick@credit-suisse.com
Jobin Mathew
212 325 9676
jobin.mathew@credit-suisse.com
Syed Talha Saleem, CFA
212 538 1428
syedtalha.saleem.2@credit-suisse.com

Open to the Possibilities
We initiate coverage of Red Hat with a Neutral rating and an $111 target
price, as we believe much of the company’s success is reflected in the current
valuation. Although our bias is positive, we opt for the sidelines given valuation and
a preference for VMW at 13.4x EV/CY18 FCF vs. RHT at 21.1x EV/CY18 FCF.
■ Open-Source Leader: Since the early days of Linux, RHT has offered
alternatives to dominant industry players like Microsoft, VMware, IBM, and
more recently Amazon. Quite empirically, RHT is a dominant force in its own
right as the 11th largest software company in the world with 76% Linux
market share. Open source is the lingua franca of modern, cloud-native
applications, and RHT is the leader in enterprise open source.
■ Cloud Relevant: OpenStack and OpenShift are compelling open-source
IaaS and PaaS offerings, respectively. As the world shifts to hybrid and
multicloud, we see an increasing need for a layer of consistency and
abstraction to drive portability and reduce the risks of lock-in. Both offerings
are advantaged given RHT’s strength in RHEL, and we believe they can
contribute meaningful growth and customer affinity. We model 37% y/y
growth in App development and other emerging subscriptions in F2018.
■ Containers: Akin to the significance of Linux and beyond the direct market
dollars, we believe containers are a strategic high ground in the future of
development, and Red Hat is well represented. Beyond its leading presence
with projects like Docker and Kubernetes, we believe RHT’s heritage, and
focus on developer communities, is highly strategic as developers
increasingly influence infrastructure decisions.
■ Valuation: Our $111 target price is based on our DCF analysis which
assumes a 17% FCF CAGR over the next four years and five-year transition
period to a 2.5% terminal growth rate. Risks to our target price include public
cloud cannibalization, OpenStack deceleration, and sales execution.

Share price performance

Financial and valuation metrics
Year
2/17A
2/18E
NON-GAAP EPS (CS adj., )
2.27
2.70
Prev. EPS (CS adj., US$)
P/E (CS adj.) (x)
47.4
39.9
P/E rel. (CS adj., %)
224
209
Revenue (US$ m)
2,412
2,812
Non-GAAP Operating Income (US$ m)
556
661
Net Debt (US$ m)
-715
-1,060
Unlevered Free Cash Flow (US$)
708
772
On 01-Sep-2017 the S&P 500 INDEX closed at 2476.55
P/uFCF (x)
15.2
13.9
Daily Sep02, 2016 - Sep01, 2017, 09/02/16 = US$73.75
Number of shares (m)
177.46
Price/Sales (x)
-863.9
Dividend (current, US$)
Quarterly EPS
Q1
Q2
Q3 Q4 Net debt (Next Qtr., US$ m)
2017A
0.50 0.55 0.61 0.61 Dividend yield (%)
2018E
0.56 0.67 0.71 0.75 Source: Company data, Thomson Reuters, Credit Suisse estimates
2019E
0.69 0.79 0.82 0.87

Software

2/19E
3.17
33.9
197
3,197
765
-1,465
898
12.0
7.37
-
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ServiceNow, Inc. (NOW)
Rating
Price (01-Sep-17, US$)
Target price (US$)
52-week price range (US$)
Market cap(US$ m)

OUTPERFORM
115.49
135.00
116.19 - 72.42
19,619

Target price is for 12 months.

Service with a Smile—A Platform Story
Initiating Coverage with Outperform Rating and $135 Target Price
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ServiceNow is a significant play on digital disruption, and we believe in its
enormous market potential and ability to capture it. Every company today is
facing the need to transform, differentiating with technology to better serve
employees and customers. NOW provides the market-leading service delivery
platform to enable digital transformation.
Digital Disruption Play: ServiceNow is the standout leader in cloud service
management and relevant well beyond its core use case within IT ($2.5 bn
TAM). As all businesses are forced to become technology companies, NOW is
parlaying its ITSM strength into all aspects of service delivery, both internally and
externally facing. We size the overall market opportunity in excess of $60bn by
2020, with validation from early traction in HCM, Customer Service, and
Security. An investment in NOW includes a collection of fast-growing startups
accelerated within the context of a broader platform.
If It Looks Like a Platform and Smells Like a Platform…
We view ServiceNow as a significant platform, in very much the same vein as
other important technology platforms such as Oracle or salesforce.com. The
ecosystem can be measured in terms of 1,100-plus partners including 600-plus
integration partners, 250-plus third-party apps in the NOW Store, a rich
developer environment with industry standard languages and libraries, and a
strong 66% average annual cohort growth of customers with a strong propensity
to drive increased commitment to ServiceNow.
…Then It Should Be Valued Like a Platform
Our $135 target price is based on our DCF analysis and implies 0.88
EV/FCF/growth (2018) versus the peer group median of 1.07. Risks to our target
include limited app penetration beyond service management, difficulty further
penetrating the G2K within North America, and pricing risk from new entrants in
this market.

Share price performance

Financial and valuation metrics
Year
12/16A
12/17E
NON-GAAP EPS (CS adj., )
0.73
1.16
Prev. EPS (CS adj., US$)
P/E (CS adj.) (x)
157.1
99.2
P/E rel. (CS adj., %)
743
520
Revenue (US$ m)
1,391
1,909
Non-GAAP Operating Income (US$ m)
181
299
Net Debt (US$ m)
-392
-784
Unlevered Free Cash Flow (US$)
47
477
On 01-Sep-2017 the S&P 500 INDEX closed at 2476.55
P/uFCF (x)
246.5
24.2
Daily Sep02, 2016 - Sep01, 2017, 09/02/16 = US$76.24
Number of shares (m)
169.88
Price/Sales (x)
Quarterly EPS
Q1
Q2
Q3 Q4 Net debt (Next Qtr., US$ m)
-652.6
Dividend (current, US$)
2016A
0.12 0.15 0.23 0.24 Dividend yield (%)
2017E
0.24 0.22 0.32 0.39 Source: Company data, Thomson Reuters, Credit Suisse estimates
2018E
0.35 0.39 0.48 0.56

Software

12/18E
1.78
65.0
378
2,490
462
-1,454
666
17.3
11.78
-
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Splunk, Inc. (SPLK)
Rating
Price (01-Sep-17, US$)
Target price (US$)
52-week price range (US$)
Market cap(US$ m)

OUTPERFORM
67.40
80.00
68.83 - 51.15
9,324

Target price is for 12 months.
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Spelunking for Strategic Asset Value, Buy
Transitions with Dominant Products
Initiating Coverage with an Outperform Rating and an $80 Target Price
We view Splunk as a unique asset with significant strategic value as we look
through the risks of a cloudy transition and recent execution follies. Empirically,
SPLK has been a frustrating investment over the last few years, having its
multiple contract two-thirds as free cash flow nearly tripled.
Exposure to the Right Themes: At the intersection of cloud, big data, IOT, and
security, we perceive Splunk to be on the right side of several industry
megatrends. As importantly, we see scarcity value in not being on the wrong
side; SPLK is the only security company of scale not exposed to secular
disaggregation, such as Palo Alto Networks, Fortinet, and Check Point. Equally
as scarce is $1bn in revenue scale, compounding at 27% and FCF at 38% over
the next three years, according to our forecasts.
Fears Overblown: Bears will focus on a less-than-transparent cloud transition
(with gross margin pressure), recent execution challenges, and a limited TAM.
We believe the proverbial forest is being missed for the trees, as Splunk is a
distant leader in a massive $25bn TAM with no real competitor in sight. Our
survey work herein validates the TAM beyond security, and we hang our hats on
the company’s 2020 roadmap, which appears highly achievable.
Aggregation Play: We see Splunk’s transition to the Cloud as a compelling
aggregation opportunity, driving CLTV and overall cash flow growth as Cloud
bookings quadruple to $400m in F2020. Cloud transitions work particularly well
for companies with unique, dominant products (à la ADBE).
Valuation/Risks: Our $80 target price is based on our DCF analysis, which
assumes a 10-year FCF CAGR of 26% and implies 0.9 EV/FCF/Growth (2018),
below the peer group average at 1.4. Risks to our TP include heightened
competition, a slowdown in indexed data growth, and sales execution.

Share price performance

Financial and valuation metrics
Year
1/17A
1/18E
1/19E
NON-GAAP EPS (CS adj., )
0.41
0.51
0.86
Prev. EPS (CS adj., US$)
P/E (CS adj.) (x)
162.7
131.9
78.2
P/E rel. (CS adj., %)
769
691
455
Revenue (US$ m)
950
1,212
1,526
Non-GAAP Operating Income
59
96
173
(US$Debt
m) (US$ m)
Net
-984
-1,113
-1,336
Unlevered Free Cash Flow
154
228
310
(US$)
On 01-Sep-2017 the S&P 500 INDEX closed at 2476.55
P/uFCF (x)
43.7
29.6
21.7
Daily Sep02, 2016 - Sep01, 2017, 09/02/16 = US$59.39
Number of shares (m)
138.33
Price/Sales (x)
-1,013.4
Dividend (current, US$)
Quarterly EPS
Q1
Q2
Q3 Q4 Net debt (Next Qtr., US$ m)
2017A
-0.02 0.05 0.12 0.25 Dividend yield (%)
2018E
-0.01 0.08 0.13 0.30 Source: Company data, Thomson Reuters, Credit Suisse estimates
2019E
0.04 0.13 0.23 0.45

Software

1/20E
1.31
51.6
330
1,937
279
-1,681
431
15.6
8.56
-
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Symantec Corporation (SYMC)
Rating
Price (01-Sep-17, US$)
Target price (US$)
52-week price range (US$)
Market cap(US$ m)

OUTPERFORM
29.86
36.00
33.14 - 23.49
18,350

Target price is for 12 months.

LOCKed and Loaded
Initiating Coverage with an Outperform Rating and a $36 Target Price
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One year after acquiring Blue Coat, Symantec’s Enterprise business seems well
appreciated; however, we believe the Consumer opportunity remains in debate.
We take a positive stance on the Norton + LifeLock combination, and despite a
seemingly full valuation, we are positive on the stock into what we believe will be
a meaningful cross-sell opportunity and ProxySG refresh cycle.
■ Consumer: We align with the company’s view of a substantial $12bn TAM in
2020, of which we see a slightly lower growth opportunity closer to mid-single
digits rather than the company’s projection of 7%. Regardless, given the
propensity for Norton customers to purchase LifeLock as supported by our
survey herein, we size the more immediate cross-sell opportunity at ~$300m,
in excess of the company’s view. In addition, we see further upside to
LifeLock renewal rates and pricing from bundling with Norton.
■ Enterprise: The Integrated Cyber Defense Platform is resonating well with
customers as Symantec helps drive security posture by integrating and
consolidating a portion of their cyber footprint. Combining the leading
endpoint suite with the leading web proxy is enabling share gains in each
respective market. We are particularly positive on the stock ahead of what we
expect will be a meaningful Proxy refresh cycle over the coming quarters.
■ Leadership: Board level representation of private equity stakeholders (Silver
Lake with an 8% stake, Bain at 6%) as well as CEO Greg Clark and his success
in creating value at Blue Coat while private, are differentiated in our view. We
value their leadership, their discipline, and the opportunity to co-invest alongside.
■ Valuation: Our $36 target price is based on our DCF analysis and equates to
14.7x EV/uFCF (FY2020). Key risks include a weaker-than-expected proxy
refresh cycle and limited LifeLock cross selling.

Share price performance

Financial and valuation metrics
Year
12/16A
12/17E
12/18E
NON-GAAP EPS (CS adj., )
0.99
1.18
1.80
Prev. EPS (CS adj., US$)
P/E (CS adj.) (x)
30.3
25.3
16.6
P/E rel. (CS adj., %)
143
133
97
Revenue (US$ m)
3,600
4,163
5,215
Non-GAAP Operating Income
997
1,194
1,902
(US$Debt
m) (US$ m)
Net
-3,818
3,939
3,424
Unlevered Free Cash Flow
1,461
-182
1,108
(US$)
On 01-Sep-2017 the S&P 500 INDEX closed at 2476.55
P/uFCF (x)
2.0
-16.4
2.7
Daily Sep02, 2016 - Sep01, 2017, 09/02/16 = US$24.28
Number of shares (m)
614.54
Price/Sales (x)
-2,914.0
Dividend (current, US$)
Quarterly EPS
Q1
Q2
Q3 Q4 Net debt (Next Qtr., US$ m)
2016A
0.27 0.29 0.26 0.16 Dividend yield (%)
2017E
0.29 0.30 0.32 0.28 Source: Company data, Thomson Reuters, Credit Suisse estimates
2018E
0.33 0.42 0.51 0.54
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12/19E
2.14
14.0
89
5,556
2,170
2,739
1,630
1.8
4.90
-
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VMware Inc. (VMW)
Rating
Price (01-Sep-17, US$)
Target price (US$)
52-week price range (US$)
Market cap(US$ m)

OUTPERFORM
107.48
130.00
108.10 - 72.44
44,030

Target price is for 12 months.

Research Analysts
Brad Zelnick
212 325-6118
brad.zelnick@credit-suisse.com
Jobin Mathew
212 325 9676
jobin.mathew@credit-suisse.com
Syed Talha Saleem, CFA
212 538 1428
syedtalha.saleem.2@credit-suisse.com

Cross Cloud Growth, On-Premise Valuation
We initiate coverage of VMware with an Outperform rating and a $130 target
price, as we believe the market is underappreciating the company’s long-term
relevance in an increasingly cloud-native world. On balance, we expect the
portfolio can yield sustainable double-digit equivalent license growth.
■ Modernizing Traditional IT: While bears will focus on the maturity of
vSphere compute virtualization (<50% of license revs, flattish growth), we
instead focus on VMW’s sturdy 78% share, >500,000 customers, and
headroom to attach and modernize traditional IT infrastructure. We estimate
~75% of on-premise workloads are still managed manually, with little to no
automation, representing a significant opportunity.
■ Public Cloud Relevant: The AWS partnership reinforces our positive view of
VMW’s long-term cross cloud relevance, as evidenced by improved license
results in recent quarters. This unique combination enables VMW to
participate directly in the leading public cloud, but we also see it driving
demand for NSX, vSAN, and management on premise, as customers bring
their internal infrastructure on par with VMware Cloud on AWS.
■ Cross-Cloud Services: One thing for certain, the future is in the cloud.
Regardless of the customer’s journey, whether evolving from legacy IT or
born in the cloud, VMW offers a suite of relevant cross-cloud offerings. The
most compelling of these is NSX, in our opinion. The more recent NSX-T
and NSX Cloud broaden the market opportunity to what we now size at
$3.3bn in 2020 for VMW, spanning multiple use cases and clouds.
Incremental are services like Wavefront, AppDefense, and Workspace One.
■ Valuation: Our $130 target price is based on our DCF analysis, implying
16.7x EV/UFCF (CY 2018), slightly above the peer group average. Risks to
our target price include sales execution risk, competition from Microsoft’s
Azure Stack, and the complexity of Dell’s majority ownership.

Share price performance

Financial and valuation metrics
Year
12/18E
12/19E
NON-GAAP EPS (CS adj., )
5.05
5.53
Prev. EPS (CS adj., US$)
P/E (CS adj.) (x)
21.3
19.5
P/E rel. (CS adj., %)
124
124
Revenue (US$ m)
7,803
8,303
Non-GAAP Operating Income (US$ m)
2,548
2,762
Net Debt (US$ m)
-7,898
-9,942
Unlevered Free Cash Flow (US$)
2,634
2,787
On 01-Sep-2017 the S&P 500 INDEX closed at 2476.55
P/uFCF (x)
4.1
3.9
Daily Sep02, 2016 - Sep01, 2017, 09/02/16 = US$73.78
Number of shares (m)
409.65
Price/Sales (x)
Dividend (current, US$)
Quarterly EPS
Q1
Q2
Q3 Q4 Net debt (Next Qtr., US$ m)
2016A
- Dividend yield (%)
2017E
- Source: Company data, Thomson Reuters, Credit Suisse estimates
2018E
0.99 1.19 1.27 1.60

Software

12/20E
6.01
17.9
8,800
2,996
-12,144
2,967
3.6
-
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Companies Mentioned (Price as of 31-Aug-2017)
Adobe Systems Inc. (ADBE.OQ, $155.16)
Akamai Technologies, Inc. (AKAM.OQ, $47.15, NEUTRAL, TP $50.0)
Alphabet (GOOGL.OQ, $955.24)
Amazon com Inc. (AMZN.OQ, $980.6)
Apple (AAPL.O, $164.0)
Autodesk Inc. (ADSK.OQ, $114.46)
Benefitfocus (BNFT.OQ, $30.85)
CA Inc. (CA.OQ, $33.18, NEUTRAL, TP $34.0)
Callidus Software Inc. (CALD.OQ, $25.75)
Check Point Software Technologies Ltd. (CHKP.OQ, $111.87, NEUTRAL, TP $110.0)
Citrix Systems Inc. (CTXS.OQ, $78.21)
Cornerstone OnDemand, Inc. (CSOD.OQ, $34.98)
Cyberark Softwr (CYBR.OQ, $40.01)
Facebook Inc. (FB.OQ, $171.97)
FireEye (FEYE.OQ, $14.77)
Fortinet, Inc. (FTNT.OQ, $38.2, UNDERPERFORM, TP $33.0)
Guidewire (GWRE.N, $75.71)
Hortonworks, Inc. (HDP.OQ, $16.99, OUTPERFORM[V], TP $20.0)
International Business Machines Corp. (IBM.N, $143.03)
Intuit Inc. (INTU.OQ, $141.45)
Micro Focus (MCRO.L, 2272.450640593872p)
Microsoft (MSFT.OQ, $74.77)
Mimecast (MIME.OQ, $27.05)
Nokia (NOKIA.HE, €5.205)
Nokia (NOK.N, $6.18)
Nuance Commns (NUAN.OQ, $16.07)
Oracle Corporation (ORCL.N, $50.33, OUTPERFORM, TP $62.0)
Palo Alto Networks, Inc. (PANW.N, $132.69, UNDERPERFORM, TP $125.0)
Paycom Software, Inc. (PAYC.N, $74.61)
Paylocity Hldg (PCTY.OQ, $49.14)
Proofpoint (PFPT.OQ, $91.76)
RealPage, Inc. (RP.OQ, $43.1)
Red Hat, Inc. (RHT.N, $107.5, NEUTRAL, TP $111.0)
SAP (SAPG.F, €88.398)
Salesforce.com (CRM.N, $95.49)
ServiceNow, Inc. (NOW.N, $116.19, OUTPERFORM, TP $135.0)
Splunk, Inc. (SPLK.OQ, $67.09, OUTPERFORM, TP $80.0)
Symantec Corporation (SYMC.OQ, $29.98, OUTPERFORM, TP $36.0)
Synchronoss Technologies, Inc. (SNCR.OQ, $16.79)
TDC (TDC.CO, Dkr37.22)
Teradata Corp (TDC.N, $31.92)
Ultimate Software (ULTI.OQ, $200.9)
Unisys Softwares (UISY.BO, Rs22.6)
VMware Inc. (VMW.N, $108.1, OUTPERFORM, TP $130.0)
Veeva Systems (VEEV.N, $59.5)
Workday Inc (WDAY.N, $109.69)
Zendesk (ZEN.N, $27.4)
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3-Year Price and Rating History for Akamai Technologies, Inc. (AKAM.OQ)
AKAM.OQ
Date
29-Oct-14
10-Feb-15
27-Oct-15
09-Feb-16
26-Jul-16
10-Aug-16

Closing Price
(US$)
56.21
62.21
75.55
39.57
58.09
52.02

Target Price
(US$)
52.50
60.00
58.00
45.00
43.00

Rating
N

*
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* Asterisk signifies initiation or assumption of coverage.
Effective July 3, 2016, NC denotes termination of coverage.
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3-Year Price and Rating History for CA Inc. (CA.OQ)
CA.OQ
Date
23-Oct-14
27-Feb-15
08-May-15
21-Oct-15
21-Apr-16
28-Jul-16

Closing Price
(US$)
27.75
32.52
31.60
27.71
30.51
34.46

Target Price
(US$)
27.50
27.50
26.50
22.50
33.00
34.00

Rating
N
U

N*

* Asterisk signifies initiation or assumption of coverage.
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3-Year Price and Rating History for Check Point Software Technologies Ltd. (CHKP.OQ)
CHKP.OQ
Date
23-Oct-14
29-Jan-15
20-Apr-15
07-Jul-16

Closing Price
(US$)
71.00
78.50
85.88
81.86

Target Price
(US$)
77.50
85.00
95.00

Rating
O

NC

* Asterisk signifies initiation or assumption of coverage.
Effective July 3, 2016, NC denotes termination of coverage.
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3-Year Price and Rating History for Hortonworks, Inc. (HDP.OQ)
HDP.OQ
Date
06-Jan-15
05-Aug-15
15-Jan-16
02-Feb-16
10-Feb-16
07-Jul-16

Closing Price
(US$)
26.06
24.15
16.57
10.38
7.83
10.28

Target Price
(US$)
35.00
40.00

Rating
O*

40.00
35.00

R
O
NC

* Asterisk signifies initiation or assumption of coverage.
Effective July 3, 2016, NC denotes termination of coverage.
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3-Year Price and Rating History for Oracle Corporation (ORCL.N)
ORCL.N
Date
19-Sep-14
17-Dec-14
17-Mar-15
07-Jul-16

Closing Price
(US$)
39.80
41.16
42.87
40.53

Target Price
(US$)
45.00
47.50
50.00

Rating
O

NC

* Asterisk signifies initiation or assumption of coverage.
Effective July 3, 2016, NC denotes termination of coverage.
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3-Year Price and Rating History for Palo Alto Networks, Inc. (PANW.N)
PANW.N
Date
09-Sep-14
24-Nov-14
02-Mar-15
27-May-15
09-Sep-15
23-Nov-15
07-Jul-16

Closing Price
(US$)
89.28
113.26
145.98
160.65
165.17
172.02
121.63

Target Price
(US$)
110.00
135.00
165.00
190.00
215.00
225.00

Rating
O

NC

* Asterisk signifies initiation or assumption of coverage.
Effective July 3, 2016, NC denotes termination of coverage.
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3-Year Price and Rating History for Red Hat, Inc. (RHT.N)
RHT.N
Date
18-Sep-14
18-Dec-14
25-Mar-15
18-Jun-15
17-Dec-15
10-Aug-16

Closing Price
(US$)
60.66
61.50
68.45
78.49
78.86
74.35

Target Price
(US$)
70.00
75.00
78.00
84.00
95.00

Rating
O

NC

* Asterisk signifies initiation or assumption of coverage.
Effective July 3, 2016, NC denotes termination of coverage.
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3-Year Price and Rating History for ServiceNow, Inc. (NOW.N)
NOW.N
Date
22-Oct-14
28-Jan-15
29-Jul-15
27-Jan-16
21-Apr-16
07-Jul-16

Closing Price
(US$)
58.07
68.91
77.98
75.37
74.27
65.01

Target Price
(US$)
55.00
65.00
70.00
60.00
65.00

Rating
N

NC

* Asterisk signifies initiation or assumption of coverage.
Effective July 3, 2016, NC denotes termination of coverage.
N EU T RA L
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3-Year Price and Rating History for Splunk, Inc. (SPLK.OQ)
SPLK.OQ
Date
17-Nov-14
07-Jul-16

Closing Price
(US$)
64.78
54.87

Target Price
(US$)
85.00

Rating
O
NC

* Asterisk signifies initiation or assumption of coverage.
Effective July 3, 2016, NC denotes termination of coverage.
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3-Year Price and Rating History for Symantec Corporation (SYMC.OQ)
SYMC.OQ
Date
05-Nov-14
11-Aug-15
04-Feb-16
07-Mar-16
29-Apr-16
13-Jun-16
07-Jul-16

Closing Price
(US$)
20.27
17.18
15.44
17.09
16.64
18.21
20.44

Target Price
(US$)
24.15
20.13
25.00
21.00
16.50

Rating
O
N

R
NC

* Asterisk signifies initiation or assumption of coverage.
Effective July 3, 2016, NC denotes termination of coverage.
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N EU T R A L
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N O T R A T ED

Software

39

5 September 2017

3-Year Price and Rating History for VMware Inc. (VMW.N)
VMW.N
Date
21-Oct-14
07-Jul-16

Closing Price
(US$)
88.19
57.93

Target Price
(US$)
130.00

Rating
O
NC

* Asterisk signifies initiation or assumption of coverage.
Effective July 3, 2016, NC denotes termination of coverage.
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As of December 10, 2012 Analysts’ stock rating are defined as follows:
Outperform (O) : The stock’s total return is expected to outperform the relevant benchmark* over the next 12 months.
Neutral (N) : The stock’s total return is expected to be in line with the relevant benchmark* over the next 12 months.
Underperform (U) : The stock’s total return is expected to underperform the relevant benchmark* over the next 12 months.

*Relevant benchmark by region: As of 10th December 2012, Japanese ratings are based on a stock’s total return relative to the analyst's coverage universe which
consists of all companies covered by the analyst within the relevant sector, with Outperforms representing the most attractiv e, Neutrals the less attractive, and
Underperforms the least attractive investment opportunities. As of 2nd October 2012, U.S. and Canadian as well as European ratings are based on a stock’s total
return relative to the analyst's coverage universe which consists of all companies covered by the analyst within the relevant sector, with Outperforms representing the
most attractive, Neutrals the less attractive, and Underperforms the least attractive investment opportunities. For Latin Ame rican and non-Japan Asia stocks, ratings
are based on a stock’s total return relative to the average total return of the relevant country or regional benchmark; prior to 2nd October 2012 U.S. and Canadian
ratings were based on (1) a stock’s absolute total return potential to its current share price and (2) the relative attractiv eness of a stock’s total return potential within
an analyst’s coverage universe. For Australian and New Zealand stocks, the expected total return (ETR) calculation includes 1 2-month rolling dividend yield. An
Outperform rating is assigned where an ETR is greater than or equal to 7.5%; Underperform where an ETR less than or equal to 5%. A Neutral may be assigned
where the ETR is between -5% and 15%. The overlapping rating range allows analysts to assign a rating that puts ETR in the context of associated risks. Prior to 18
May 2015, ETR ranges for Outperform and Underperform ratings did not overlap with Neutral thresholds between 15% and 7.5%, which was in ope ration from 7 July
2011.

Restricted (R) : In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications,
including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain other
circumstances.
Not Rated (NR) : Credit Suisse Equity Research does not have an investment rating or view on the stock or any other securities related to the
company at this time.
Not Covered (NC) : Credit Suisse Equity Research does not provide ongoing coverage of the company or offer an investment rating or investment
view on the equity security of the company or related products.
Volatility Indicator [V] : A stock is defined as volatile if the stock price has moved up or down by 20% or more in a month in at least 8 of the past 24
months or the analyst expects significant volatility going forward.
Analysts’ sector weightings are distinct from analysts’ stock ratings and are based on the analyst’s expectations for the fundamentals and/or
valuation of the sector* relative to the group’s historic fundamentals and/or valuation:
Overweight : The analyst’s expectation for the sector’s fundamentals and/or valuation is favorable over the next 12 months.
Market Weight : The analyst’s expectation for the sector’s fundamentals and/or valuation is neutral over the next 12 months.
Underweight : The analyst’s expectation for the sector’s fundamentals and/or valuation is cautious over the next 12 months.
*An analyst’s coverage sector consists of all companies covered by the analyst within the relevant sector. An analyst may cov er multiple sectors.

Credit Suisse's distribution of stock ratings (and banking clients) is:
Global Ratings Distribution

Rating

Versus universe (%)

Of which banking clients (%)

Outperform/Buy*
44%
(64% banking clients)
Neutral/Hold*
40%
(60% banking clients)
Underperform/Sell*
14%
(53% banking clients)
Restricted
2%
*For purposes of the NYSE and FINRA ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, a nd Underperform most closely
correspond to Buy, Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relative basis. (Please refer to
definitions above.) An investor's decision to buy or sell a security should be based on investment objectives, current holdin gs, and other individual factors.

Important Global Disclosures
Credit Suisse’s research reports are made available to clients through our proprietary research portal on CS PLUS. Credit Suisse research products
may also be made available through third-party vendors or alternate electronic means as a convenience. Certain research products are only made
available through CS PLUS. The services provided by Credit Suisse’s analysts to clients may depend on a specific client’s preferences regarding the
frequency and manner of receiving communications, the client’s risk profile and investment, the size and scope of the overall client relationship with
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the Firm, as well as legal and regulatory constraints. To access all of Credit Suisse’s research that you are entitled to receive in the most timely
manner, please contact your sales representative or go to https://plus.credit-suisse.com .
Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the
market that may have a material impact on the research views or opinions stated herein.
Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading. For more detail please refer
to Credit Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research: https://www.creditsuisse.com/sites/disclaimers-ib/en/managing-conflicts.html .
Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot
be used, by any taxpayer for the purposes of avoiding any penalties.
Credit Suisse has decided not to enter into business relationships with companies that Credit Suisse has determined to be involved in the
development, manufacture, or acquisition of anti-personnel mines and cluster munitions. For Credit Suisse's position on the issue, please see
https://www.credit-suisse.com/media/assets/corporate/docs/about-us/responsibility/banking/policy-summaries-en.pdf .
Target Price and Rating
Valuation Methodology and Risks: (12 months) for Akamai Technologies, Inc. (AKAM.OQ)
Method: Our $50 target price is derived from our discounted cash flow valuation. Our Neutral rating is driven by our concerns about whether
Akamai can grow profitably at a rate to justify the stock's high valuation given headwinds such as (1) pricing pressure in Media Delivery
and Performance businesses, and (2) declining margins alongside high capex investment in the Media Delivery segment for at least the
medium-term.
Risk:

Risks to our Neutral rating and the achievement of our $50 target price are deterioration of market conditions, and increased pricing
pressure. Laws and regulations that apply to communications and commerce over the Internet that could impose additional burdens on
companies conducting business online could negatively impact Akamai's business. Additionally, the establishment of laws or regulations
pertaining to network neutrality could have a negative effect on Akamai's operations. Akamai may lose customers if large Telecom/IP
Service providers gain traction with their content distribution services.

Target Price and Rating
Valuation Methodology and Risks: (12 months) for CA Inc. (CA.OQ)
Method: Our $34 target price for CA is the average of our discounted cash flow (DCF) and relative comparable multiple to its peers. For our DCF,
we use a weighted average cost of capital (WACC) of 10.5% and 2% terminal growth rate. This valuation is supported by a 13.4 times
price to estimated earnings multiple using our C2018 (excluding stock options expense) estimate (P/E). Given CA's comprehensive ES
product suite, large exposure to legacy mainframe technology, and current valuation, we view the risk/reward of CA shares as fairly
balanced, hence our Neutral rating.
Risk:

The risk factors that could impede achievement of our $34 target price and cause us to change our Neutral rating: (1) lackluster organic
growth, (2) competitive landscape, (3) acquisition strategy, cost, and integration, (4) macroeconomic uncertainty, and (5) foreign currency
exchange rate fluctuations.

Target Price and Rating
Valuation Methodology and Risks: (12 months) for Check Point Software Technologies Ltd. (CHKP.OQ)
Method: Our base case assumes a 5 year transition period with FCF growth declining smoothly from an estimated 6% in 2020. This scenario
assumes the firewall market decelerates broadly in line with our expectations, and Check Point successfully weathers the transition, but is
then, more than ever, a lower growth, true 'legacy' vendor. This scenario results in a target price of $110 and a Neutral rating.
Risk:

If market conditions deteriorate, competition in the firewall/VPN market increases, and pricing pressure increases, the assumptions for
achieving our $110 target price, and thus our Neutral rating, for CHKP may be affected. We are also cautious on its long-term ability to
sustain strong year-over-year growth rates while maintaining, and possibly improving, margins, given the long-term slower growth profile
of the firewall/VPN market and an increasing competitive environment.

Target Price and Rating
Valuation Methodology and Risks: (12 months) for Fortinet, Inc. (FTNT.OQ)
Method: In addition to substantive relative valuation work, which informs our Underperform rating, we estimate the intrinsic value for Fortinet at
$33/share. Our base case assumes a 5 year transition period with FCF growth declining smoothly from an estimated 6% in 2020. This
scenario assumes the firewall market decelerates broadly in line with our expectations (we model a 1.0% terminal growth rate from
2026E).
Risk:

The key risk to our $33/share price target and Underperform rating are that FTNT transitions organically via innovation, or inorganically via
acquisition, into a successful cloud first vendor. Another risk is its becoming a strategic target, FTNT is smaller in terms of EV than CHKP
or PANW therefore this risk is more pronounced, but beware a Netscreen repeat.

Target Price and Rating
Valuation Methodology and Risks: (12 months) for Hortonworks, Inc. (HDP.OQ)
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Method: Our base case assumes a seven-year transition period with FCF growth declining smoothly from an estimated 28% in 2020. This scenario
assumes Amazon is somewhat competitive in cloud use cases, while Hortonworks’ pure OSS model enables it to drive innovation and
become a platform of choice for large enterprise.
Risk:

Risks to our $20 target and Outperform rating include cloud native competition, disaggregation of the Hadoop stack, and failure to acquire
sufficient new logo business.

Target Price and Rating
Valuation Methodology and Risks: (12 months) for Oracle Corporation (ORCL.N)
Method: Our price target of $62 for Oracle represents a price to earning multiple of 20x over CY2 earnings, and enterprise value to unlevered free
cash flow multiple of 18.7x. We believe Oracle stands to benefit from several drivers (1) the potential for further improvements in sales
force productivity, (2) adoption of the In-Memory option of Oracle Database 12c, (3) increasing customer traction of Oracle's cloud
applications and PaaS, and (4) the market opportunity for Engineered Systems. Given the upside available to our price target, we rate
Oracle Outperform.
Risk:

Over the next twelve months, we believe Oracle faces a number of risks that could impede the stock's continued outperformance relative
to the software sector and prevent it from achieving our $62 target price and negatively impact our Outperform rating, including an
uncertain macroeconomic environment that could negatively impact the company's applications business and competition with large,
established companies such as Microsoft, IBM, and SAP.

Target Price and Rating
Valuation Methodology and Risks: (12 months) for Palo Alto Networks, Inc. (PANW.N)
Method: Our $125 target price and Underperform rating are based on our DCF analysis, which assumes an 8% FCF CAGR over the next 10 years.
This assumes a five-year transition period with FCF growth declining smoothly from an estimated 11% in 2021. This scenario assumes the
firewall market decelerates broadly in line with our expectations (we model a 1% terminal growth rate from 2027E), and PANW
experiences enhanced competition from peers through its refresh cycle.
Risk:

There are three key risks to our $125 target price and underperform rating. (1) Substantial Balance Sheet Capacity: PANW has substantial
balance sheet capacity and has showed willingness to deploy it in a transformational manner when reportedly bidding upward of $3 billion
for Tanium in fall 2015. (2) Strength and Resilience of Financial Model: The overall execution of the transition to a subscription-based
model may prove more successful than anticipated and could provide access to the >$8 billion CLTV expansion opportunity that
management estimates. (3) Becomes a Strategic Acquisition Target: Particularly at lower valuations, PANW could become a potential
target for a strategic buyer seeking to consolidate the market.

Target Price and Rating
Valuation Methodology and Risks: (12 months) for Red Hat, Inc. (RHT.N)
Method: Our $111 target price for Red Hat is calculated using a Discounted Cash Flow analysis, with an implied enterprise value (EV) to unlevered
free cash flow (UFCF) multiple of 21.3x based on our FY19 estimate. Given limited upside from current prices, this supports a Neutral
rating.
Risk:

We see several risks to Red Hat's achievement to our $111 price and Neutral rating: (1) increased competition with large software vendors
that dominate the infrastrucutre software market, (2) inability to expand margin due to increase investment as the company requires to
spend on R&D to effectively compete, and (3) potential threat from cloud as customers can move their existing workloads and may not
use Red Hat Linux OS.

Target Price and Rating
Valuation Methodology and Risks: (12 months) for ServiceNow, Inc. (NOW.N)
Method: Our $135 target price and Outperform rating are based on our DCF analysis which assumes an 11-year FCF CAGR of 27% and implies
0.9 EV/FCF/Growth (2018), below the peer group median at 1.07.
Risk:

Risks to our $135 target price and Outperform rating include competition with large established vendors in Service Management, difficulty
cross selling additional products into the installed base, and failure to expand the solution portfolio into new applications.

Target Price and Rating
Valuation Methodology and Risks: (12 months) for Splunk, Inc. (SPLK.OQ)
Method: Our $80 target price is based on our DCF analysis which assumes a 10-year FCF CAGR of 26% and implies 0.9 EV/Rev/Growth (2018),
below the peer group median at 1.4.
Risk:

Risks to our $80 target and Outperform rating include heightened competition, a slowdown in indexed data growth, and sales execution.

Target Price and Rating
Valuation Methodology and Risks: (12 months) for Symantec Corporation (SYMC.OQ)
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Method: Our $36 target price and Outperform rating assume a five-year forecast period, with UFCF growing at 15% and 13% in FY2021 and
FY2022, respectively, then declining smoothly through the transitionary period to a terminal rate of 2.5%. This scenario assumes that
Symantec successfully executes on cross-selling LifeLock into its Norton base, and executes on cost synergies as guided. It also
assumes Blue Coat comes under some competitive and transitionary pressures, but ultimately meets Street growth and margin
expectations.
Risk:

We see several risks to SYMC's achievement of our $36 target price and our Outperform rating: (1) if market conditions deteriorate, (2) if
the company has difficulty in integrating various acquisitions, and (3) if competitive pressures increase with new security entrants.

Target Price and Rating
Valuation Methodology and Risks: (12 months) for VMware Inc. (VMW.N)
Method: Our $130 target price for VMware is calculated using a DCF approach, with an implied enterprise value (EV) to unlevered free cash flow
(UFCF) multiple of ~16.5x based on our FY19 estimate. We view this appropriate given our billings growth expectations for VMware.The
upside implied by our target price supports our Outperform rating.
Risk:

Risks to our target include sales execution risk, competition from Microsoft’s Azure Stack, and complexity of Dell’s majority ownership.

Please refer to the firm's disclosure website at https://rave.credit-suisse.com/disclosures/view/selectArchive for the definitions of abbreviations
typically used in the target price method and risk sections.
See the Companies Mentioned section for full company names

Credit Suisse currently has, or had within the past 12 months, the following as investment banking client(s): AKAM.OQ, FTNT.OQ, CA.OQ, ORCL.N,
PANW.N, RHT.N, SPLK.OQ, SYMC.OQ, VMW.N, CALD.OQ
Credit Suisse provided investment banking services to the subject company (AKAM.OQ, ORCL.N, SYMC.OQ, VMW.N, CALD.OQ) within the past 12
months.
Credit Suisse currently has, or had within the past 12 months, the following issuer(s) as client(s), and the services provided were non-investmentbanking, securities-related: VMW.N
Credit Suisse has managed or co-managed a public offering of securities for the subject company (VMW.N, CALD.OQ) within the past 12 months.
Within the past 12 months, Credit Suisse has received compensation for investment banking services from the following issuer(s): AKAM.OQ,
ORCL.N, SYMC.OQ, VMW.N, CALD.OQ
Credit Suisse expects to receive or intends to seek investment banking related compensation from the subject company (AKAM.OQ, FTNT.OQ,
HDP.OQ, CA.OQ, NOW.N, ORCL.N, PANW.N, RHT.N, SPLK.OQ, SYMC.OQ, VMW.N, CALD.OQ) within the next 3 months.
Within the last 12 months, Credit Suisse has received compensation for non-investment banking services or products from the following issuer(s):
VMW.N
A member of the Credit Suisse Group is party to an agreement with, or may have provided services set out in sections A and B of Annex I of
Directive 2014/65/EU of the European Parliament and Council ("MiFID Services") to, the subject issuer (AKAM.OQ, FTNT.OQ, HDP.OQ, NOW.N,
ORCL.N, PANW.N, SPLK.OQ, SYMC.OQ, VMW.N, CALD.OQ) within the past 12 months.
Please visit https://credit-suisse.com/in/researchdisclosure for additional disclosures mandated vide Securities And Exchange Board of India
(Research Analysts) Regulations, 2014
Credit Suisse may have interest in (UISY.BO)
Credit Suisse has a material conflict of interest with the subject company (SYMC.OQ) . Credit Suisse is acting as financial advisor to Thoma Bravo
and Digicert Inc. regarding their announcement to acquire the Website Security and related PKI solutions from Symantec Corp. (SYMC).
Credit Suisse has a material conflict of interest with the subject company (VMW.N) . Credit Suisse acted as Financial Advisor and Global Financial
Coordinator to Dell in connection with their acquisition of EMC Corp & VMWare.
For other important disclosures concerning companies featured in this report, including price charts, please visit the website at https://rave.creditsuisse.com/disclosures or call +1 (877) 291-2683.
For date and time of production, dissemination and history of recommendation for the subject company(ies) featured in this report, disseminated
within the past 12 months, please refer to the link: https://rave.credit-suisse.com/disclosures/view/report?i=319206&v=5cqep8xy1gvf59ickuqd1a73n .

Important Regional Disclosures
Singapore recipients should contact Credit Suisse AG, Singapore Branch for any matters arising from this research report.
The analyst(s) involved in the preparation of this report may participate in events hosted by the subject company, including site visits. Credit Suisse
does not accept or permit analysts to accept payment or reimbursement for travel expenses associated with these events.
Restrictions on certain Canadian securities are indicated by the following abbreviations: NVS--Non-Voting shares; RVS--Restricted Voting Shares;
SVS--Subordinate Voting Shares.
Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse should be advised that this report may not
contain regulatory disclosures the non-affiliated Canadian investment dealer would be required to make if this were its own report.
For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit https://www.creditsuisse.com/sites/disclaimers-ib/en/canada-research-policy.html.
Credit Suisse has acted as lead manager or syndicate member in a public offering of securities for the subject company (HDP.OQ, ORCL.N,
VMW.N, CALD.OQ) within the past 3 years.
Principal is not guaranteed in the case of equities because equity prices are variable.
Commission is the commission rate or the amount agreed with a customer when setting up an account or at any time after that.
This research report is authored by:
Credit Suisse Securities (USA) LLC ................................................................................. Brad Zelnick ; Jobin Mathew ; Syed Talha Saleem, CFA
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Important disclosures regarding companies or other issuers that are the subject of this report are available on Credit Suisse’s disclosure website at
https://rave.credit-suisse.com/disclosures or by calling +1 (877) 291-2683.
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This report is produced by subsidiaries and affiliates of Credit Suisse operating under its Global Markets Division. For more information on our structure, please use the following link: https://www.credit-suisse.com/who-we-are This report may
contain material that is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use
would be contrary to law or regulation or which would subject Credit Suisse or its affiliates ("CS") to any registration or licensing requirement within such jurisdiction. All material presented in this report, unless specifically indicated otherwise, is
under copyright to CS. None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of CS. All trademarks, service marks
and logos used in this report are trademarks or service marks or registered trademarks or service marks of CS or its affiliates.The information, tools and material presented in this report are provided to you for information purposes only and are
not to be used or considered as an offer or the solicitation of an offer to sell or to buy or subscribe for securities or other financial instruments. CS may not have taken any steps to ensure that the securities referred to in this report are suitable for
any particular investor. CS will not treat recipients of this report as its customers by virtue of their receiving this report. The investments and services contained or referred to in this report may not be suitable for you and it is recommended that
you consult an independent investment advisor if you are in doubt about such investments or investment services. Nothing in this report constitutes investment, legal, accounting or tax advice, or a representation that any investment or strategy
is suitable or appropriate to your individual circumstances, or otherwise constitutes a personal recommendation to you. CS does not advise on the tax consequences of investments and you are advised to contact an independent tax adviser.
Please note in particular that the bases and levels of taxation may change. Information and opinions presented in this report have been obtained or derived from sources believed by CS to be reliable, but CS makes no representation as to their
accuracy or completeness. CS accepts no liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the extent that such liability arises under specific statutes or regulations
applicable to CS. This report is not to be relied upon in substitution for the exercise of independent judgment. CS may have issued, and may in the future issue, other communications that are inconsistent with, and reach different conclusions
from, the information presented in this report. Those communications reflect the different assumptions, views and analytical methods of the analysts who prepared them and CS is under no obligation to ensure that such other communications
are brought to the attention of any recipient of this report. Some investments referred to in this report will be offered solely by a single entity and in the case of some investments solely by CS, or an associate of CS or CS may be the only market
maker in such investments. Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. Information, opinions and
estimates contained in this report reflect a judgment at its original date of publication by CS and are subject to change without notice. The price, value of and income from any of the securities or financial instruments mentioned in this report can
fall as well as rise. The value of securities and financial instruments is subject to exchange rate fluctuation that may have a positive or adverse effect on the price or income of such securities or financial instruments. Investors in securities such
as ADR's, the values of which are influenced by currency volatility, effectively assume this risk. Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who
are capable of understanding and assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political factors (including, but not limited to, spot and forward interest and
exchange rates), time to maturity, market conditions and volatility, and the credit quality of any issuer or reference issuer. Any investor interested in purchasing a structured product should conduct their own investigation and analysis of the
product and consult with their own professional advisers as to the risks involved in making such a purchase. Some investments discussed in this report may have a high level of volatility. High volatility investments may experience sudden and
large falls in their value causing losses when that investment is realised. Those losses may equal your original investment. Indeed, in the case of some investments the potential losses may exceed the amount of initial investment and, in such
circumstances, you may be required to pay more money to support those losses. Income yields from investments may fluctuate and, in consequence, initial capital paid to make the investment may be used as part of that income yield. Some
investments may not be readily realisable and it may be difficult to sell or realise those investments, similarly it may prove difficult for you to obtain reliable information about the value, or risks, to which such an investment is exposed. This report
may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the report refers to website material of CS, CS has not reviewed any such site and takes no responsibility for the content contained therein. Such
address or hyperlink (including addresses or hyperlinks to CS's own website material) is provided solely for your convenience and information and the content of any such website does not in any way form part of this document. Accessing such
website or following such link through this report or CS's website shall be at your own risk.
This report is issued and distributed in European Union (except Switzerland): by Credit Suisse Securities (Europe) Limited, One Cabot Square, London E14 4QJ, England, which is authorised by the Prudential Regulation Authority and
regulated by the Financial Conduct Authority and the Prudential Regulation Authority. Germany: Credit Suisse Securities (Europe) Limited Niederlassung Frankfurt am Main regulated by the Bundesanstalt fuer Finanzdienstleistungsaufsicht
("BaFin"). United States and Canada: Credit Suisse Securities (USA) LLC; Switzerland: Credit Suisse AG; Brazil: Banco de Investimentos Credit Suisse (Brasil) S.A or its affiliates; Mexico: Banco Credit Suisse (México), S.A. (transactions
related to the securities mentioned in this report will only be effected in compliance with applicable regulation); Japan: by Credit Suisse Securities (Japan) Limited, Financial Instruments Firm, Director-General of Kanto Local Finance Bureau
( Kinsho) No. 66, a member of Japan Securities Dealers Association, The Financial Futures Association of Japan, Japan Investment Advisers Association, Type II Financial Instruments Firms Association; Hong Kong: Credit Suisse (Hong
Kong) Limited; Australia: Credit Suisse Equities (Australia) Limited; Thailand: Credit Suisse Securities (Thailand) Limited, regulated by the Office of the Securities and Exchange Commission, Thailand, having registered address at 990
Abdulrahim Place, 27th Floor, Unit 2701, Rama IV Road, Silom, Bangrak, Bangkok10500, Thailand, Tel. +66 2614 6000; Malaysia: Credit Suisse Securities (Malaysia) Sdn Bhd; Singapore: Credit Suisse AG, Singapore Branch; India: Credit
Suisse Securities (India) Private Limited (CIN no.U67120MH1996PTC104392) regulated by the Securities and Exchange Board of India as Research Analyst (registration no. INH 000001030) and as Stock Broker (registration no.
INB230970637; INF230970637; INB010970631; INF010970631), having registered address at 9th Floor, Ceejay House, Dr.A.B. Road, Worli, Mumbai - 18, India, T- +91-22 6777 3777; South Korea: Credit Suisse Securities (Europe) Limited,
Seoul Branch; Taiwan: Credit Suisse AG Taipei Securities Branch; Indonesia: PT Credit Suisse Sekuritas Indonesia; Philippines:Credit Suisse Securities (Philippines ) Inc., and elsewhere in the world by the relevant authorised affiliate of
the above.
Additional Regional Disclaimers
Hong Kong: Credit Suisse (Hong Kong) Limited ("CSHK") is licensed and regulated by the Securities and Futures Commission of Hong Kong under the laws of Hong Kong, which differ from Australian laws. CSHKL does not hold an Australian
financial services licence (AFSL) and is exempt from the requirement to hold an AFSL under the Corporations Act 2001 (the Act) under Class Order 03/1103 published by the ASIC in respect of financial services provided to Australian
wholesale clients (within the meaning of section 761G of the Act). Research on Taiwanese securities produced by Credit Suisse AG, Taipei Securities Branch has been prepared by a registered Senior Business Person.
Australia (to the extent services are offered in Australia): Credit Suisse Securities (Europe) Limited (“CSSEL”) and Credit Suisse International (“CSI”) are authorised by the Prudential Regulation Authority and regulated by the Financial Conduct
Authority (“FCA”) and the Prudential Regulation Authority under UK laws, which differ from Australian Laws. CSSEL and CSI do not hold an Australian Financial Services Licence (“AFSL”) and are exempt from the requirement to hold an AFSL
under the Corporations Act (Cth) 2001 (“Corporations Act”) under Class Order 03/1099 published by the Australian Securities and Investments Commission (“ASIC”), in respect of the financial services provided to Australian wholesale clients
(within the meaning of section 761G of the Corporations Act). This material is not for distribution to retail clients and is directed exclusively at Credit Suisse's professional clients and eligible counterparties as defined by the FCA, and wholesale
clients as defined under section 761G of the Corporations Act. Credit Suisse (Hong Kong) Limited (“CSHK”) is licensed and regulated by the Securities and Futures Commission of Hong Kong under the laws of Hong Kong, which differ from
Australian laws. CSHKL does not hold an AFSL and is exempt from the requirement to hold an AFSL under the Corporations Act under Class Order 03/1103 published by the ASIC in respect of financial services provided to Australian
wholesale clients (within the meaning of section 761G of the Corporations Act). Credit Suisse Securities (USA) LLC (CSSU) and Credit Suisse Asset Management LLC (CSAM LLC) are licensed and regulated by the Securities Exchange
Commission of the United States under the laws of the United States, which differ from Australian laws. CSSU and CSAM LLC do not hold an AFSL and is exempt from the requirement to hold an AFSL under the Corporations Act under Class
Order 03/1100 published by the ASIC in respect of financial services provided to Australian wholesale clients (within the meaning of section 761G of the Corporations Act).
Malaysia: Research provided to residents of Malaysia is authorised by the Head of Research for Credit Suisse Securities (Malaysia) Sdn Bhd, to whom they should direct any queries on +603 2723 2020.
Singapore: This report has been prepared and issued for distribution in Singapore to institutional investors, accredited investors and expert investors (each as defined under the Financial Advisers Regulations) only, and is also distributed by
Credit Suisse AG, Singapore Branch to overseas investors (as defined under the Financial Advisers Regulations). Credit Suisse AG, Singapore Branch may distribute reports produced by its foreign entities or affiliates pursuant to an
arrangement under Regulation 32C of the Financial Advisers Regulations. Singapore recipients should contact Credit Suisse AG, Singapore Branch at +65-6212-2000 for matters arising from, or in connection with, this report. By virtue of your
status as an institutional investor, accredited investor, expert investor or overseas investor, Credit Suisse AG, Singapore Branch is exempted from complying with certain compliance requirements under the Financial Advisers Act, Chapter 110
of Singapore (the “FAA”), the Financial Advisers Regulations and the relevant Notices and Guidelines issued thereunder, in respect of any financial advisory service which Credit Suisse AG, Singapore Branch may provide to you.
UAE: This information is being distributed by Credit Suisse AG (DIFC Branch), duly licensed and regulated by the Dubai Financial Services Authority (“DFSA”). Related financial services or products are only made available to Professional
Clients or Market Counterparties, as defined by the DFSA, and are not intended for any other persons. Credit Suisse AG (DIFC Branch) is located on Level 9 East, The Gate Building, DIFC, Dubai, United Arab Emirates.
EU: This report has been produced by subsidiaries and affiliates of Credit Suisse operating under its Global Markets Division
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