
 
    

 

 

Axon Enterprises, formally known as TASER International, develops, manufactures and distributes 
conducted electrical weapons. The company operates in two distinct business segments, the 
TASER Weapons segment which sells CEWs, accessories to those non-lethal weapons, and other 
products used by law enforcement agencies, self defense contractors and the military. In addition, 
the Axon business segment focuses on cloud based technology and software and sensors solutions, 
which are implemented through technological advancements in wearable body cameras, digital 
evidence management applications, and other technology based solutions. These solutions are 
aimed to increase efficiency in retrieving and analyzing data, eliminate discrepancies and deescalate 
altercations among officers and the public, as well as reduction of costs for law enforcement 
agencies across the United States and abroad.  

 

BUY 
Current Price:  $23.86 
Target Price:  $30.49 
Market Cap:  1.258B 
Average Vol.                566,177 
EBITDA Margin         13.7%  
Sales Growth LTM       35.55% 
ROE                            11.90%  
ROIC                           10.89%  
WACC                         13.02% 
52 Week Range           $21.18-28.49                    

 
 

 
 

 
 

Thesis:  
 
Axon Enterprises is a nationwide leader in the design, production, and distribution of conducted 
electrical weapons as well as an emerging presence in cloud based software and systems solutions used 
by law enforcement agencies, self-defense contractors, and the military. Through their two business 
segments, TASER weapons and Axon, Axon Enterprises continues to be the market leader in 
conducted electrical weapons and hardware while expanding their reach into software and systems 
solution technologies. As the demand for cloud based IT solutions increases in law enforcement and 
the adaptations of body and patrol car cameras becomes standard in America, Axon Enterprises can 
expect to see continued double digit revenue growth and in turn, become the market leader in this 
space. Over the long term, Axon Enterprises is in a position to see value creation due to growth in 
their software and solutions segment, expansion into international spaces, and through innovation in 
new technologies.  
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Catalysts:  
 Short Term (within the year):  Announcement of third quarter earnings on November 8th, 2017. 

 Mid Term (1-2 years): Continued revenue growth within the Axon Platform business segment 
through bookings of wearable body cameras and Evidence.com. Trend of law enforcement 
agencies demanding wearable body cameras and cloud based services. 

 Long Term (3+): Continued product innovation through research and development. 
Transforming business portfolio from hardware products to a more cloud and software based 
business model.    

 
 

 

Second Quarter  

Earnings Performance and Analysis:  
 

Axon Enterprises continued to see double digit revenue growth as sales increased from $58.76M in 2Q 2016 

to $79.64M in 2Q 2017, an increase of 36% year over year. During the second quarter of 2017, Axon Enterprises 

reached bookings of $82M, approximately $10M higher than any other previous period and an increase of nearly 

14% from the LTM and an increase of 36% from the prior quarter in 2017. Annual recurring revenues, revenues 

brought in from contracts and subscriptions stemming from Axon’s cloud based software and solutions 

segment, increased 18% from the previous quarter and 159% over the LTM to $54.7M. Axon enterprises 

reported a 33.2% operating margin for their Taser Weapons segment, with revenues increasing $15.1 from 2Q 

2016. The growth in the Taser Weapons segment was driven by a 10% increase in weapons sold as well as 40% 

increase in cartridge units, however, some of this growth was offset by higher selling, general, and administrative 

expenses. The software and solutions segment, which includes body cameras and sensors, reported a doubling 

of revenue growth from $13.4M in the prior year’s period to $26.6M in 2Q 2017. Service revenue in this segment 

increased 161% while hardware, the tangible cameras and sensors, reported a 66% increase in revenue. While 

Axon continued to beat analyst estimates in revenue and EPS in the 2Q 2016, shares fell 10% on the 

announcement of their earnings. This was attributable to continued net income decreases year over year. Year 

over year net income decreased 37.6% year over year while gross margins dropped from 63% to 57%. This was 

attributable to increased expenditures in SG&A as well as R&D. Overall, as the company transitions into its 

new business model; I expect operating margins and net income to increase substantially.  

 



 
    

 

 

 

 

 

Business Model Overview: 
 

In April 2017, the company formally known as TASER International rebranded and changed its name to Axon 

Enterprises. According to CEO and founder of the company Rick Smith, the rebranding was necessary as the 

business shifts and begins to focus more on the software and service side of law enforcement technology. Axon 

Enterprises now operates in two segments, Taser Weapons and Axon. Taser Weapons focuses on the design, 

manufacture, and distribution of conducted electrical weapons and delivers those to law enforcement agencies, 

security contractors, as well as the military. For FY 2016, this segment generated 75.5% of revenues for Axon 

Enterprises at $202.6M. Conducted electrical weapons, commonly known as stun guns or Tasers, send electrical 

signals throughout the targets body through strong electrical voltage. As these electrical signals flow through 

the central nervous system, they cause strong muscle contractions and severe pain, resulting in incapacitation 

of the target. The Taser Weapons segment of Axon Enterprises currently has a number of models out on 

market, all of which are designed as non-lethal weapons and to protect life. These models include the Taser X2 

and the Taser X26P. The Taser Weapons segment sells directly to law enforcement agencies through a network 

of distribution channels that Axon has developed for selling and marketing their Taser weapons. Taser weapons 

are used by more than 17,000 law enforcement agencies and in nearly 150 counties throughout the world. 

Approximately 600,000 domestic officers currently carry a Taser smart weapon while approximately 95% of all 

agencies in the United States are affiliated with Axon Enterprises through Taser Weaponry. Approximately 

33% of the Taser weapons segment’s revenue stems from recurring revenue streams such cartridge 

replacements, warranty, and battery replacements. Taser weapons offers plans for law enforcement agencies at 

fixed rates paid each month. This offers Axon Enterprises the chance to significantly shorten the upgrade cycle 

of Taser weapons, which results in small, short-term cash flow impacts. These plans also allows law enforcement 

agencies to avoid large capital expenditures over the length of the contract.  

 
The second segment of the Axon Enterprises business model is the Axon segment. This segment of the 

business includes hardware in the form of wearable body cameras, Axon fleet, which connects an in-car video 



 
    

 

system to mobile devices and cloud based technologies, and the digital evidence management system, 

Evidence.com. This segment also designs software for mobile applications that connect to secure platforms 

that allow for easy recording and management of evidence in the field. A small part of this segment also includes 

forensic tools that offer greater clarity in photo and video evidence that can be used in a courtroom setting. 

Revenues for this segment of Axon’s business have increased from $5.7M for FY 2012 to $65.6M in FY 2016, 

an increase of 1050.87% in just five fiscal years. Gross margins for the Axon segment were 32.7%, which were 

negatively impacted by shipments on multiyear contracts with heavily discounted upfront cameras and docks 

per the CFO, Jawad Ahsan. Bookings on the Axon platform were $81.9M in the second quarter, a record for 

the company. A major revenue driver of the Axon segment stems from evidence.com. Cumulative total booked 

seats have increased to 169,000 subscribers for the evidence.com service, which represents an increase of 14% 

sequentially. Currently 80% of major cities in the United States that employ body cameras are on the Axon 

platform which results in $54.7M of annual recurring service revenue. Ultimately, the Axon platform allows 

users to manage data and devices, share information and integrate across systems through cloud based 

technology through subscriptions, contracts, and direct purchases.  

 

 

Industry Analysis: 

The Industrial sector, and in particular the defense, small arms, and police and law enforcement equipment 

markets continue to see continued growth and expansion. Key economic drivers of the small arms and 

munitions segment include local and state government investment, which is key specifically to Axon 

Enterprises as a majority of revenues come from major urban law enforcement agencies and other local 

governments. However, the majority of Axon Enterprises operations exist in the law-enforcement equipment 

market. As events such as Ferguson, Missouri and other incidences where officers under questionable 

circumstances used lethal force have dominated headlines over the recent years, the momentum of this 

market is shifting towards the use of non-lethal weapons. This trend is mostly seen in North American, 

European, and Australia, three regions Axon Enterprises has significant exposure to. This market has also 

seen an increase in the use of intelligence and information systems as cities now must adjust to the trend away 

from lethal force. The police and law enforcement market is expected to grow at a CAGR of approximately 

4% over the next three years where North America commands around 44% of the market share in this 

market. By 2019, revenues for this market are expected to reach $8.5B as the demand for non-lethal weapons 

rises as well as the need for surveillance systems and communication systems in urban locations.  

 



 
    

 

 

 

Axon Enterprises also operates in the Information Technology sector through their cloud based technologies 

and software available through the Axon Platform, which also continues to see expansion and growth. 53% 

of companies surveyed by Evercore ISI anticipate increasing their spending on technology while small 

business and organization optimism has stayed at an elevated level of 105.2, which according to the National 

Federation of Independent Businesses, indicates an opportunity for growth in the IT sector. Cloud based 

services are beginning to be adopted which will allow for more usage based consumption. This development 

will all small and medium sized enterprises the ability to access sophisticated solutions. Companies are now 

using combinations of hardware, software, storage, and analytics to develop a deep expertise of their field and 

offerings unique to their customers per Delloite. As Axon Enterprises is remodeling their business portfolio 

and placing more emphasis on expansion and growth of Axon Platform segment, the company is exposed to 

both macro trends in Defense and IT sectors.  

  

Growth Potential of the Axon Platform:  

While a majority of revenues occur within the Taser Weapons segment of Axon Enterprise’s business model, 

there majority of the growth potential lies within the Axon Platform. Taser Weapons will continue to grow 

organically as law enforcement agencies continue to adopt to the use of non-lethal weapons however, the 

Axon Platform has grown at exponentially and the recent rebranding of the company reinforces analyst and 

management belief that this segment will eventually surpass the weapons segment. Growth within the Axon 

Platform is dependent on bookings and contracts being delivered to law enforcement agencies. Axon body 

cameras and Evidence.com have been particularly strong growth drivers over the last two years reaching 

contracted revenues of $390M up from $71.1M just two years ago and 94% of new orders over the last two 

years include multi-year contracts. Evidence.com also has the strongest gross margins in the company’s two 

segments at 70.2% gross margin. Over the existence of Axon Enterprises, they have become the industry 

leader in both conducted electrical weapons as well as body cameras for use by law enforcement officers. 

Over the last few years, research and development expenses have increased substantially and FY 2016 saw 

R&D expenditures of $142M, which was approximately 36% of sales for the company as a whole. One of 

these innovations that would be key to the growth of the Axon Platform would be in the next few years the 

company expects to roll out a records management system that would automate the collection and analysis of 



 
    

 

data available to law enforcement agencies. This development continues to show the desire of management to 

become the preeminent service company for law enforcement. Axon Enterprises will look to grow the Axon 

Platform through building their network of services and users, driving utilization of their services, integration 

into the workflow of agencies to create long-term value, as well as providing agencies with advanced analytics 

and value features in their software products. As these goals are met, the Axon Platform will see higher user 

and retention rates along with renewals of existing contracts and new subscriptions. The trend in body camera 

usage by law enforcement continues to be positive for Axon Enterprises. Many local, state and federal 

agencies have become to mandate that all officers wear body cameras when on duty which would fuel rapid 

adoption of Axon body cameras. In six major urban areas, the use of force by officers wearing Axon body 

cameras has decreased by an average 51.33% and complaints are down 56%, which provides evidence for the 

continued shift in body camera usage. However, the services and software that the Axon Platform integrates 

into these cameras will drive future growth. The Axon fleet, for example, takes real time visual and audio data 

and directly uploads this data into the Axon cloud, which can be instantly accessed by law enforcement on 

site. Agencies will pay for the hardware itself but recurring revenues stemming from the services the Axon 

Platform provides will drive growth and create value for the company.  

 

 

Axon Enterprises sees a potential $1B market opportunity in its domestic software, sensors, and services 

segment, which would far surpass the Taser weapons segment of the business. A majority of these revenues, 

approximately $700M, would come from software and services, the space the company is currently rapidly 

expanding in. Currently the company generates $81.9M of revenue from bookings of axon and evidence.com 

and $54.7M of revenue is recurring. Another key growth driver for Axon Enterprises’ Axon Platform is the 

continued growth of evidence.com. Currently, evidence.com has about 169,000 licences throughout the 

United States and Axon Enterprises projects this market to have 1 million potential licenses domestically. 

Currently EBITDA margin and net income margin have decreased over the LTM to 10.9% and 5.7% 

respectively for the company as a whole, while EBITDA margin in 2016 was (60) %. This is again due to the 

high R&D expenses that Axon Enterprises is reinvesting into the company to grow this segment and 

innovate new technologies in order to reach their goals of $1B in revenues stemming from the Axon Platform 

and grow licenses of Evidence.com to over 1M users. The company’s long-term projections in this segment 

show R&D expenses dropping to 15% of sales, which in turn would allow the Axon Platform to reach its 

target of 20% EBITDA margin. Along with developing domestically the Axon Platform, the company is also 



 
    

 

seeking to expand internationally. Currently, Axon Enterprises is exposed to Tier 1 markets such as the UK, 

Canada, and Australia. Through the successes of these segments, the company is analyzing ways to expand 

into broader international markets such as EMEA and Asia. International policing models are very different 

from ours in the United States so expansion into international spaces has been slower than anticipated. 

However, revenues grew 31.12% from FY 2015 to FY 2016 internationally. Axon Enterprises is poised to 

become the industry leader in not just hardware but also software and systems solutions as they continued to 

generate double digit organic growth in both segments and create value for law enforcement agencies 

domestically and abroad.  

 

 

 

Ownership Summary: 

 

The ownership of Axon Enterprises primarily consists of Investment Advisors, and Hedge fund managers. 

Respectively, these two groups make up 82.94% and 10.37% of the ownership of Axon Enterprises. The float 

of shares available for purchase is currently 96.87% indicating this stock is liquid in the market. Over the last 



 
    

 

six months, insiders within the company have been individually purchasing shares. CEO Rick Smith recently 

increased his individual positon within the company by 9.23%, this indicates that management currently 

believes the stock to be undervalued. Currently the company is instituting a share repurchase program. In 

2016, alone Axon Enterprises bought back $33.8M worth of common stock. This signals that the company 

believes in the growth potential of their business and later will be able to reissue shares at a premium to at 

what they bought back the shares. This effectively allows investors in the company to own a larger portion of 

the company and greater access to cash flows. Currently the short interest ratio is 33.63% of float with days to 

cover averaging 35.0. In the event that the stock price increases, short sellers will have to sell off their 

positions to avoid losses, further increasing the per share price of Axon Enterprises stock.  

 

Capital Structure Breakdown: 

 

Axon Enterprises currently has no long-term debt obligations and over the last three months has paid off its 

capital leases obligations resulting in a highly liquid company. Because Axon Enterprises has no debt, 

management can focus on using their cash flows to reinvest in their business through research and 

development and will allow Axon Enterprises to take advantage of future growth opportunities. While Axon 

Enterprises WACC is higher than its competitors at 13.02%, their ROIC/WACC ratio is significantly better 

than most of their closest competitors. The current ROIC/WACC ratio for Axon Enterprises is 2.29, which 

shows that they are efficient at generating value with the use of their assets. Axon Enterprises has been 

increasing their cash holdings over the last five years and for FY 2016 saw cash and other equivalents 

decrease 18.85% due to a $10M cash acquisition to acquire Dextro Inc., the first computer-vision and deep 

learning system, which will allow Axon Enterprises to continue their development of artificial intelligence 

capabilities for their software. Overall, Axon Enterprises is in stable financial health and because the company 

carries no long-term debt, they have the financial freedom to use capital as they see fit to grow their business 

organically and make acquisitions where management sees fit.   

 

Conclusion:  

 I believe that Axon Enterprises is a buy at their current price level even though there is some concern in the 

market over earnings decreasing over first two quarters of Q2 2017. I believe that the market is currently not 

pricing the Axon Platform properly and is not taking into account the potential growth this segment of the 

business has. As Axon Enterprises continues to grow their Axon Platform organically, revenues will continue 

to increase at industry leading levels and Axon Enterprises will not only be the industry leader in conducted 

electrical weapons but also the leading technology services provider for law enforcement agencies around the 



 
    

 

country. Currently, trends in law enforcement show an increased focus on safety, responsibility, and 

technology, all of which Axon Enterprises is poised to capitalize on. Because the Axon Platform is currently 

in its growth phase a majority of their revenues are being used to foster innovation through research and 

development expenditures. Over the long-term, these expenses will decrease and earnings will increase, 

pushing the stock price higher.  Overall, continued double-digit revenue growth, the expansion of the services 

offered through the Axon Platform, and the move from a hardware company into a software and solutions 

based company will push the stock price higher.  

 



 
    

 

 


