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Cisco: Repositioning Success Yields Huge FCF
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3.2% Dividend Yield.

e High cash flow generation with a good cash position. Targeting 50%
Free Cash Flow (FCF) return to shareholders.

e Leverage existing customer relationships to grow its subscription and
cybersecurity model.

e Fulfillment constraints subsiding as parts shortages decline.

e Earnings per Share (EPS) growth accelerating towards 7%.

Investment Thesis

Cisco (CSCO) is a global communications and technology company. Cisco is
focused on both software and hardware networking solutions. The largest
segment by revenue is secure networking with 46% of revenue. This is
followed by services which make up 26%.

Cisco targets returning 50% of FCF to shareholders. It has $15 billion in
authorized repurchases remaining. Dividend is running at an estimated 3.2%
yield with a 7% estimated 5-year-CAGR (Compounded Annual Growth Rate).

Cisco has exceeded its Q1 targets despite a constrictive macro environment.
1Q23 was the second highest of volumes ever, following up the record high
1Q22. Cisco delivered the largest quarterly revenue in its history, with
Annualized Recurring Revenue (ARR) up 7% year over year and software
subscription revenue up 11% year over year. On top of all this, Cisco saw a
16% year over year growth in operating cash flow. These factors combined
have led to an increase in full year expectations.

From a valuation perspective, Cisco remains ahead of competitors
particularly in dividend safety. The reposition toward focusing on ARR and
subscription-based revenue has led to high FCF growth, 48% year over year.
While organic growth will be modest, it can leverage an ample cash position
to quickly enter new markets. In addition, share repurchasing will drive EPS
growth. Over the long-term investment horizon, Cisco is attractive for its
market leadership, prodigious FCF, above average dividend yield, and
modest growth of both EPS and dividend.
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Estimated Fair Value = EFV
EFV = Estimated 2023 EPS times Price to Earnings (PE) ratio

Estimated Fair Value = $3.33 X 16.2 = $54.00 per share

Cisco Systems (CSCO)

Price-to-Sales

Price-to-Earnings

Megatrends: Significant Opportunity in Secure Networks

The largest growing segment for Cisco is their secure networking, growing
12% year over year. This is already the largest segment by percentage of
revenue.

The global cybersecurity market is expected to grow to 375 billion by 2029,
a CAGR of 13.4%. Network security demand has jumped after several critical
systems breaches and the push toward hybrid work. Additionally, Asia could
see explosive growth as developing economies like India and China begin to
shift toward public and private cloud models.

Over the past 3 years Cisco’s revenue has been stagnant. Management is
taking on this challenge by attempting to switch its model toward a
subscription-heavy model rather than individual products. The secure
networking demand exploding over the next decade could provide tailwinds
toward growing revenues. Cisco could also see significant economies of scale
advantage on this front, offering multiple services and hardware solutions
that roughly 30,000 firms already use. Secure networks offer the
opportunity to complete the management goal of repositioning towards
subscriptions.

Long-Term Case
Cisco is transitioning its model toward that of recurring revenue. Much of
this is focused on network security and hybrid workforce efficiency.

Cisco has seen large growth in its subscription software revenue, with
recurring subscription software now making up 85% of segment revenues.
In the subscription category software has begun to catch up to service
subscriptions, growing at 12% year over year. As a total percentage of total
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https://www.globenewswire.com/news-release/2022/06/14/2461786/0/en/With-13-4-CAGR-Global-Cyber-Security-Market-Size-to-Surpass-USD-376-32-Billion-in-2029.html

revenue, recurring revenues make up 43%. This is stagnant from 1Q22 but
up from FY2020 by 12% points.

Cisco has $30.9 billion in contracted revenue. This is made up of $16.4
billion under 1-year, and $14.5 billion over 1-year. While the number of new
orders was down by 14%, it is important to note the 1Q23 comparison was
against an unusually high 34% year over year growth in 1Q22. Revenues
have grown 6% year over year with no notable changes in margins.

Cisco targets a minimum of 50% of free cash being returned to
shareholders. 1Q23 was in line with Cisco returning $2 billion out of $4
billion of FCF.

Risk
While margin contracted by approximately 300 basis points, Cisco expects
this to be transitory. Primary negatives were component and freight costs.

Cisco derives 42% of its revenue from outside of the Americas. However, the
USD is incredibly strong at the moment and Europe is facing a historic
recession amidst energy shortages. This could potentially reduce non-USD
earnings with strong exchange headwinds and may force European firms to
cut their spending on networking architecture.

Peer Comparisons

Estimated Next 12 Months C'vidend Yield .., . epitpa Price-to- il Lo
Sales Earnings

Cisco Systems (CSCO)

Motorola Solutions (MSI)

Arista Networks (ANET)
Nokia (NOK)
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Cisco Systems (CSCO)
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Disclaimer and Related Information

This article is a financial publication and is provided for educational purposes
only. It is not an investment recommendation nor investment advice.
It does not take into account your personal circumstance and whether this
investment is appropriate for you, your objectives, or your risk tolerance.
Under no circumstance is Building Benjamins LLC responsible for any actions
that you may take after reading this educational information. Nothing from
Building Benjamins should be considered personal investment advice.
Building Benjamins, the website, emails, interviews, social media pages and
other materials are published by Building Benjamins LLC. Investing, and in
particular, stock investing, is risky and may result in losses and sometimes
loss of your entire investment. Stock investing has company-specific
operational risks like demand, competition, legal and regulatory, as well as
broader financial market risks like liquidity, economic cycle, and government
policy. You may lose money in any stock investment that you make, and you
are solely responsible for those decisions.

Mr. Halliburton and/or his family office will have positions in the securities
discussed in this educational report. Mr. Halliburton is sharing his investment
knowledge and strategy with you as an educational endeavor. He may
transact in the security discussed at a later date prior to or without
notification in this format. This is not investment advice but only a discussion
of select investments that Mr. Halliburton has made or actions that he has
taken in his own portfolios. This is an investment blog about Mr.
Halliburton’s portfolio.

Building Benjamins is an investment newsletter, and the information
contained cannot be reproduced, copied, or redistributed without the written
authorization of Building Benjamins LLC. US copyright laws apply. We rely on
information from sources we believe to be reliable, including the companies
themselves but cannot guarantee the accuracy of the information that we
provide. You rely on this information at your own risk and are responsible for
the verification of the data.
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