
 
    

 

 

Company Description:  FireEye, Inc. provides malware protection systems and network threat 
prevention solutions. FireEye offers web, email and file security in addition to malware analysis. 
FireEye primarily serves customers in the Unites States, Europe, the Middle East and the Asia-
Pacific region. 

 

BUY/HOLD/SELL 
Current Price:  $16.53 
Target Price:  $20.03 
Market Cap:  3B 
WACC:  11.81% 
ROIC:                         -27.78% 
EBITDA 1-year growth: 17.86% 
 

Catalysts: 
 Short Term (within the year): Reduction 

operating costs and the increase in operating 
margins Clients adopting the Helix platform 

 Mid Term (1-2 years): The continued growth 
and adoption of the Helix platform 

 Long Term (3+): The increase in demand 
for cybersecurity 
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Thesis:  
FireEye will continue to increase their revenue with an expanded number of customers and product offerings. 
FireEye will continue to add new customers through their trial program. FireEye has continued to reduce 
their operating expenses, which has increased their operating margins. FireEye is positioned for growth in an 
industry that is expected to grow in the 8-10% range until 2021. The implementation of Helix will separate 
FireEye from any other cybersecurity company. The new product implementations that FireEye has 
introduced will meet the increased demands of cybersecurity, thus driving up the stock price in the short and 
long term.  
 

Earnings Performance: 
FireEye earnings performance has been generally good. To highlight the positives, their adjusted earnings per 

share, adjusted net income and EBITDA have beat on all eight of the last quarters. The main problem with 

earnings for FireEye is that they 

have missed on their revenue in 

five of their last eight periods. 

However, in the last two reporting 

quarters FireEye has beat 

forecasted revenue. In Q2 2017, 

FireEye reported revenues of 

$185.5 million, which beat 

forecasts by $9.07 million. The 

increase in revenue is partially due to an increase of 31% in the product revenue segment. Product sales 

continued to grow among new and repeat customers. Product subscription increased 13% YoY and mandiant 

professional services grew 19% YoY. This shows that FireEye is trending upwards when it comes to beating 

expected earnings. Revenue growth is dependent on the successful adoption of new security products offered 

by FireEye. 

 
Source: Bloomberg 

 

 

Industry Outlook: 
The global cybersecurity market is expected to be worth more than $120 billion in 2017. This represents 

growth of 35 times since 2014. Cybersecurity Ventures predicts that global cybersecurity spending will exceed 

$1 trillion from 2017 to 2021. With new cyber breaches coming out all the time, the cybersecurity industry 

will continue to grow as the e-commerce business increases. Industry analysts project that cybersecurity 

market growth will be in the 8 to 10 percent range which is what FireEye predicts there revenue to grow by. 

Many corporations are increasing their security budgets because a cyber-attack is extremely damaging for their 



 
    

 

reputation and credibility. Most companies only spend about 3% of their capital expenditures on IT security. 

The Hiscox Cyber Readiness Report 2017, found that 53 percent of companies in the U.S., U.K. and 

Germany were ill prepared to deal with an attack compared to just 30 percent of companies that were rated 

“expert” in their cyber preparedness. This report shows that companies need to spend more of cybersecurity. 

Bank of America has an unlimited budget when it comes to cybersecurity spending. J.P. Morgan Chase has 

increased its cybersecurity budget from $250 million to $500 million. This shows a trend that more companies 

are willing to spend more on cybersecurity rather than risk a potential hack. Cybersecurity Ventures predicts 

cybercrime will cost businesses more than $6 trillion annually by 2021. In 2015, cybercrime was estimated to 

have cost $3 trillion globally. This shows that cybercrime is growing which means that the cybersecurity will 

have to grow as well to combat new threats. 

 
Source: Bloomberg  

 

Helix: 

FireEye launched the Helix platform the last day of Q1 2017. Helix aims to transform security operations to 

the next-generation by helping to automate the process of dealing with alerts that are insignificant. Currently, 

advanced security operators have to manually filter out all alerts with no context and without prioritization. 

Helix consolidates alerts throughout the company into one dashboard and enhances the data with the 

knowledge of FireEye employees. Helix continues to benefit from the information it receives from potential 

breaches to create heuristics, machine-learning models, specific roles, dynamic inspection, analytics and threat 

context, which leads to better protected customers and employees that are more productive. Dozens of 

patents protect the helix technology, which means that it will be difficult for competitors to rival this 

technology. In the last earnings call, 10 more customers bought the full Helix bundle, which is extremely 

lucrative to FireEye. Five of the new customers of Helix were international and five were from different 

industries. This shows that the Helix technology has the ability to serve a diverse customer base. FireEye saw 

more than $2 of additional product and subscription pull-through for every $1 spent on Helix. Helix will 

become even more valuable as more customers start to turn to this technology. Helix enhances any security 

products that FireEye offers which leads to the sale of add-on modules. Currently there is one add-on, 

iSIGHT Premium Intelligence with two more planned for 2018. FireEye as a Service, FaaS, is an additional 

opportunity for FireEye to sell another product. FaaS offers tech help and expertise to clients. Six out of the 

ten new Helix customers have also bought Faas, which shows that the products mesh well together and there 

is a high possibility to cross-sell products in their product line-up. In addition to the current spokes seen in 

the diagram below, FireEye will create features such as encryption, archival and e-discovery. These features 

will help FireEye to compete in the full stack security market. 



 
    

 

 

Source: FireEye Q2 Earnings Slides 

  

Acquisition of iSIGHT and Invotas:  

FireEye acquired iSIGHT in January 2016 with $192.8 million cash up front, incurred liabilities of 39.1 

million and issued common stock valued at a fair value of $29.9 million for a total price of $261.8 million. 

Threat context from iSIGHT automatically enriches alert descriptions so that employees can better 

understand threat capabilities and potential impact. This allows employees to deal with higher-level threats 

first instead of having to go through all the threats 

without any order. This increases efficiency 

because the high-level threats are the ones that can 

be the most damaging to a company. In the 

second quarter earnings call, iSIGHT was a key 

inclusion for the closure of a $5 million plus deal. 

This shows that a large customer is recognizing 

the value that iSIGHT brings to the table. Once 

more businesses start to see the benefits of having iSIGHT than there will be more purchases in the $5 

million range. FireEye acquired Invotas in February 2016 with $17.7 million cash up front and issued 

common stock valued at $11.1 million for a total price of $28.8 million. Invotas was a provider of security 

automation and orchestration technology. The acquisition of Invotas allows FireEye to deliver top caliber 

security orchestration to the global threat management program. As a result of this, cyber-attack detection 

results, threat intelligence and incident response elements will be unified into one console, which allows 

enterprises to respond faster to attacks through automation. This will allow for a more streamlined process of 

dealing with threats. This is vital in the cybersecurity sector because response time is vital in keeping the 

attack from spreading.  

 



 
    

 

Operating Margins: 

FireEye has significantly reduced their operating expenses and increased their operating margins. Their 

operating expenses have decreased 25% year over year. FireEye continues to execute on the strategy they 

have implemented which is signing deals that are financially beneficial to them. They have trimmed costs by 

reducing their workforce by 10% and consolidating real estate facilities. These two measures are expected to 

result in an annualized savings of $80 million. This shows that FireEye is committed to cost reduction and 

restructuring which helps them save on operating expenses. It is important that FireEye continues to do this 

so that they can eventually become profitable. FireEye increased their operating margins 25% year over year. 

They posted one of their best operating margins in Q2, which was -3%. This shows that FireEye is becoming 

more efficient with their spending and operations. With the continued increase in revenue and decrease in 

revenue, FireEye should have a positive operating margin in the next year.  

 

 

Source: FireEye 10K 

 

Repeat Customers: 

As part of FireEye’s sale strategy, they provide potential customers with trial runs of their products. These 

trial period ranges anywhere from one week to several months. It is done with the belief that potential 

customers will see the benefits of the products and become customers. As FireEye offers a large range of 

products and services it is imperative that they upsell and cross sell with customers. FireEye boats a renewal 

rate of approximately 90% that shows that most customers are satisfied with the services that they receive.  It 

is important that FireEye continue to improve this so that they can attract new clients and retain current ones. 

With the expanded platform and services, FireEye is now able to offer this should not be a problem. The 

most notable cyber breach in recent news has been the Equifax scandal. The stock price of Equifax dropped 

35% in the first week after it emerged that they were hacked. It took Equifax 141 days to realize that they had 

been breached when on average it takes 100 days to discover. Equifax hired FireEye response experts after 



 
    

 

the incident to investigate the breach. This shows that major firms trust FireEye to investigate security 

breaches, which is beneficial because FireEye has the ability to gain them as a regular customer. This hack 

should also show other companies who were on the fence about allocating more money to cybersecurity that 

it is too costly not to. 

 

FireEye vs Competitors: 

FireEye has mixed ratios in their industry. One of their positive ratios is there 1-year earnings per share 

growth at 19.38%, which is well above the industry average of 1.37%. This shows that FireEye’s profit is 

growing. There 1-year EBITDA growth is a healthy 17.86% compared to the industry average of -1.46%. The 

growth in EBITDA shows that the company is continuing to improve their operating performance.  

FireEye’s one-year revenue growth is slightly below the industry average at a rate of 14.63%. This will increase 

with the customers renewing their current contracts with added services that FireEye has recently rolled out. 

FireEye’s WACC is slightly above the median at 11.84%. FireEye’s WACC will not deter them from investing 

in new projects. FireEye’s one-year ROIC is -27.78% which is below the industry average. This will increase 

once Invotas and iSIGHT are fully implemented into FireEye.  

 

Source: Bloomberg 

 

Conclusion:  

In conclusion, I am proposing a BUY for FireEye (FEYE). FireEye is well positioned in the cybersecurity 

industry with the new products that they have developed. FireEye has managed to increase its operating 

margins due to cost reductions and improved efficiency. FireEye continues to spend on new products to 

increase their foothold in the industry.  A one-year target price of $20.03 can easily be achieved.  

 

 

 

 



 
    

  

Analysis by Niall McGeever  Current Price: $16.53  Intrinsic Value $17.56 Target 1 year Return: 21.19%

10/25/2017  Divident Yield: 0.0%  Target Price $20.03 Probability of  Price Increase: 98.5%

Market Capitalization $3,038.56

Daily volume (mil) 0.59 #

Shares outstanding (mil) 182.17

Diluted shares outstanding (mil) 170.23

% shares held by institutions 71%

% shares held by investments Managers 53%

Sector Information Technology % shares held by hedge funds 9%

Industry Software % shares held by insiders 5.18%

Last Guidance November 3, 2015 Short interest 15.11%

Next earnings date November 1, 2017 Days to cover short interest 5.72

Estimated Country  Risk Premium 6.50% 52 week high $18.00

Effective Tax rate 24% 52-week low $10.35

Effective Operating Tax rate 24% Volatility 0.00%

Peers

Quarter ending Revenue EBITDA Fortinet, Inc.

6/30/2016 -3.62% -424.37% Proofpoint, Inc.

9/30/2016 1.85% -493.54% SecureWorks Corp.

12/31/2016 -3.28% -400.81% Palo Alto Networks, Inc.

3/31/2017 6.35% -411.10% Splunk Inc.

6/30/2017 5.18% -439.90% Tableau Software, Inc.

Mean 1.29% -433.94% Barracuda Networks, Inc.

Standard error 2.1% 16.3% Symantec Corporation

Management Position Total compensations growth Total return to shareholders

Mandia, Kevin Chief Executive Officer and -19.89% per annum over 1y -42.62% per annum over 1y

Reese, Travis President N/M 0% per annum over 0y

King, Alexa Executive Vice President, Ge 39.18% per annum over 4y N/M

Robbins, William Executive Vice President of N/M 0% per annum over 0y

Verdecanna, Frank Chief Financial Officer, Chi N/M 0% per annum over 0y

Summers, Grady Chief Technology Officer and N/M N/M

Profitability FEYE (LTM) FEYE (5 years historical average) Peers' Median (LTM)

Return on Capital (GAAP) -2.5% -17.88% 38.93%

Operating Margin -4% -27.57% 12.18%

Revenue/Capital (GAAP) 0.58 0.65 3.20

ROE (GAAP) 15.6%

Net margin 18.0%

Revenue/Book Value (GAAP) #VALUE! #VALUE! 0.87

Invested Funds FEYE (LTM) FEYE (5 years historical average) Peers' Median (LTM)

Cash/Capital 50.0% 62.1% 63.6%

NWC/Capital -17.0% 0.3% -32.8%

Operating Assets/Capital 17.9% 8.5% 48.0%

Goodwill/Capital 49.1% 40.6% 21.1%

Capital Structure FEYE (LTM) FEYE (5 years historical average) Peers' Median (LTM)

Total Debt/Market Capitalization 0.41 0.02 0.20

Cost of Existing Debt 6.6% 6.5% 5.9%

CGFS Rating (F-score, Z-score, and default Probability) CCC D BBB

WACC 10.8% 12.2% 12.1%

Period Revenue Growth Forecast NOPAT Margin Forecast Revenue to Capital Forecast

Base Year 5% 3.6% 0.43

6/30/2018 9% 6.5% 0.44

6/30/2019 8% 7.4% 0.45

6/30/2020 5% 9.6% 0.54

6/30/2021 8% 13.6% 0.66

6/30/2022 6% 15.3% 0.78

6/30/2023 2% 14.9% 0.90

6/30/2024 5% 29.3% 1.08

6/30/2025 5% 29.5% 1.07

6/30/2026 5% 29.6% 1.07

6/30/2027 2% 29.5% 1.04

Continuing Period 2% 29.4% 1.03

Period Return on Invested Capital Forecast WACC Forecast Price per share Forecast

Base Year 1.5% 10.8% $16.76

6/30/2018 2.9% 6.4% $19.25

6/30/2019 3.3% 9.5% $21.71

6/30/2020 5.1% 9.6% $24.20

6/30/2021 8.9% 9.5% $26.71

6/30/2022 11.9% 9.4% $29.27

6/30/2023 13.3% 9.6% $31.87

6/30/2024 31.5% 9.6% $34.43

6/30/2025 31.7% 9.5% $36.97

6/30/2026 31.7% 9.7% $39.51

6/30/2027 30.8% 9.8% $42.09

Continuing Period 30.1% 9.9%

CENTER FOR GLOBAL FINANCIAL STUDIES BULLISH

FireEye, Inc. provides cybersecurity solutions that allow organizations to prepare for, prevent, 

respond to, and remediate cyber-attacks.

FireEye, Inc. (FEYE)
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