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  Q3 Earning Call on November 21st   

 Policy changes during Trump 

Presidency   

 

Company Description:   

 

Palo Alto Networks is a company offering network security solutions to clients.  The initial public offering was in 

July of 2012 and has since then taken off to become one of the leaders in cybersecurity.  The network security 

functions offered by PANW include firewall, threat protection, intrusion detection system, intrusion preventive 

system and uniform resource locator filtering’s. This company was founded by Nir Zuk, Rajiv Bartra, and Yuming 

Mao, but Mr. Zuk is the only member still active in the board of directors.  Palo Alto Networks has it’s headquarter 

in Santa Clara California, but offers its services to various countries all over the world. 
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Thesis 

 Palo Alto Networks is positioned very 

well to withstand a shift from traditional 

to robust solutions. 

 

 Revenue growth and a booming 

cybersecurity market will enable PANW 

to continue moving in the right direction.   

 

 The upcoming earnings call on the 21st 

will provide clarity and confidence to 

investors.  

 

Valuation 

 
 As of right now Palo Alto Networks is fairly 

priced due to three main concerns, which can be 

fixed in the long run.  Many analysts are turned 

off by an overstatement that could have occurred 

in the growth of free cash flows.  In the most 

recent earnings call CEO Mark D McLaughlin 

explained that FCF rose to 95%. For the time 

being analysts or looking at the fact that there has 

been a Signiant increase in the amount of paid 

stock compensations.  The reason that Palo Alto 

Networks is giving out these compensations is to 

attract and keep highly talented individuals to and 

within the corporation. I believe that the fact that 

these compensations have not been added to FCF 

has already been adjusted in the price of PANW. 

Therefore, once the company expands and starts 

offering less stock based compensations in the 

future the price and the company will be 

positively affected.  Moreover, PANW’s operating 

margin is becoming a major problem.  

 

 
Each fiscal year there has been a drastic increase 

in selling general & Administration expenses 

because the company is trying to keep up with 

revenue growth. I believe that this is factored into 

the price and once PANW is able to reduce its 

operating expenses there will be a very bright 

future. These two dilemmas of compensations 

and operating expenses are interconnected 

because as explained in their last earnings call 

compensations will help motivate employees and 

decrease labor costs. Eventually these two short 

term fixes will subside and Palo Alto Networks 

will attract more investors. Advertising expenses 

could also be on the chopping block for PANW 

leaving more room for a more impressive bottom 

line. The final concern that is making investors 

hesitant is an increase in deferred revenue, which 

some analysts believe means they are unable to 

convert unearned revenue into revenue.   

 
Palo Alto Networks Earning’s call Slides  

However, this could also mean that there is just 

far too much demand for their robust security 

solutions and that they have potential to tap into 

deferred revenue in the long run as they continue 

to expand. These are the main reasons why Palo 

Alto Networks has had such a turbulent past year 

and all have the potential to be fixed in the long 

run because they have business model and 

product that none of their competitors can match. 

 

Business Model   

 

Although certain financials explained seem 

negative there are far more positives associated 

with PANW. The main driver of stock price for 

this company is revenue growth and is why the 

company has prospered since its IPO in 2012 The  

company opened publicly with a price trading at 

roughly $62 and is trading today at around 150 

dollars. Before understanding the business model 

and strategies they have imposed to be successful 

one must understand the experience Palo Alto  

Networks offers. 
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This simple triangle demonstrating how their 

platform works is the reason for PANW ability to 

attract new customers. Since basic firewall is no 

longer enough to protect from hackers companies 

have invested in comprehensives platforms that 

offer ongoing support and various means of 

protection. Therefore, as companies continue to 

invest more money into cybersecurity PANW 

stands ready to prosper. 

 
 

Since the company makes up to 5.5 times more 

revenue per customer and the cybersecurity 

industry is booming their no reason for Palo Alto 

Networks not to be able to maintain or improve 

their revenue growth In the short and long term.  

Their business model of switching 1 time 

subscriptions into longer and more meaningful 

relationships with clients has enabled them to 

cash in on this which brings me to the earnings 

call.  

Important Dates and Catalysts  

 

The upcoming earning call on November 21st will 

have a major impact on this company’s future.  If 

PANW is able to demonstrate to investors that 

operating expenses can decrease in the long run 

there is great potential in this company. 

Additionally, there must be some sort of limit on 

stock compensations because shares are becoming 

more and more diluted. I believe that the 

company’s $500 million  share repurchase 

program is one way that they are combatting this 

and is the main reason for its approval by the 

board of directors last earning’s call.  In the 

upcoming earning’s call PANW will have less 

stock compensation leaving investors more 

satisfied then last quarter in terms of the share 

buyback program. Revenue growth will also 

impress investors as seen in the chart more 

customers means more revenue  

  
 

Guidance from the previous earnings call had 

revenue growth for the next two quarters at 12%, 

which is shockingly low for PANW.  The fact that 

the number of customers they acquired last 

quarter was an all-time high and the fact that 

PALO Alto Networks make much more revenue 

per client and the fact that during the 2 previous 

fiscal years revenue has been underestimated  

leads me to believe that revenue growth for this 

quarter will edge closer to 15%-20%.  Another 

very important event will be in the near future 

when Donald Trump announces his plans for 

cybersecurity and technology. He has states 

previously that he intends to bring cybersecurity 

to the next level. Although, no specifics were 

discussed his new policies could also bolster Palo  

Alto Networks stock price.  

 

There are risks associated to Palo Alto Networks, 

but my stance remains bullish due its main driver 

of the stock price revenue growth. The valuation 

at this time remains fair at this moment in time, 

but once PANW is able to reduce operating 

expenses and fix their stock compensation 

dilemma this company will not look back. There 

will continue to be a high demand for products 

that follow a similar business model to PANW 

because it offers their customers not only a deeper 

sense of security, but also results. The company 

has a 95% retention ratio In terms of clients along 

with constant acquisition of new customers. 

Therefore, the positives outweigh the negatives 

for this company because a few minor changes 

that must be addressed in the next earnings call 

will calm investors.  A solid business model along 

with a booming industry means good times ahead 

for Palo Alto Networks. 

Summary 



Siena Market Line 
2nd week November 2016 

 

 4 

 


