
Cisco Write-up  
 

Ticker CSCO 
FYE July 
Price $31.58 
Shares outstanding (M) 5,040 
Cash 81,116 
Cash / share $16.2 
Debt 32,470 
Debt / share $6.49 
Enterprise value ($M) 124,950 
Short interest / float 0.8% 
Dividend yield 3.4% 
  

 
EPS (pro-forma) My estimates P/E GS P/E 

16-Jul 2.36 13.38 2.36 13.38 

Jul-17E 2.37 13.32 2.39 13.21 

Jul-18E 2.50 12.63 2.43 13.00 

Jul-19E 2.61 12.10 2.55 12.38 

   
  

Revenue My estimates EV/S GS EV/S 

16-Jul 49,247 2.54 49,247 2.54 

Jul-17E 48,412 2.58 47,959 2.61 

Jul-18E 49,647 2.52 48,210 2.59 

Jul-19E 51,255 2.44 49,012 2.55 
   

  

EBITDA My estimates EV/EBITDA   

16-Jul 17,272 7.23   

Jul-17E 17,245 7.25   

Jul-18E 17,382 7.19   

Jul-19E 18,071 6.91   

 

Recommendation 
 
Cisco is in the middle of a multi-year transition of its core businesses. As it diversifies away from its 
traditional networking operations, CSCO building out its software and recurring revenue portfolio so 
as to anticipate new trends in software-based networking, security, and cloud-based software. This 
transition has kept top line growth depressed as many previous one-off license payments are replaced 
by smaller, but recurring, installments. However, looking to deferred revenue as a proxy for actual 
revenue changes, billings are up low single digits YOY. Moving forward, I anticipate CSCO will 
successfully alter its business model, which will result in multiple and margin expansion, as well as 
meaningfully higher EPS growth.  
 
Though it faces pressures from smaller networking players like Juniper and Arista, mainly with the SDN 
and “white-box” trend, CSCO should be able to use its larger install base to its advantage to push out 
its own products and compete in the emerging software-centric networking field. At the same time, 
though CSCO faces market share pressure, its new initiatives in ACI should allow it to stay current.   
 



Perhaps most important in a rapidly evolving field like enterprise technology, CSCO’s management 
has played a crucial role in ensuring that the company remains ahead and is committed to innovating, 
returning capital to shareholders, and expanding CSCO through M&A.  
 
Upside base case to $37.50 with FY2018 $2.50 EPS and 15x PE, and upside bull case to $42.72 with 
FY2018 $2.85 EPS and 15x PE (reflects repatriation). Downside to $29.54 with FY2018 $1.97 EPS and 
15x PE.  
 

Thesis 
 Potential for multiple and margin expansion as CSCO shifts to recurring revenue sources and 

software product 

 Strong FCF generation and excellent capital allocation with 50% of annual FCF committed to 
buybacks/dividends and a 3.4% dividend  

 Shareholder-oriented management with innovation in mind  

 Accretive M&A opportunities to help diversify away from legacy business 

 Significant competitive advantage as business transitions from enterprise networking hardware 
to enterprise software  

 Exposure to secular growth opportunities in IoT, security and analytics  

 Networking hardware replacement cycle likely to be faster than expected  

 Repatriation to pave the way for additional deals and capital return programs  
 
 

Company Overview  
 
Cisco designs, manufactures, and sells Internet Protocol (IP)-based networking hardware and other 
products related to the communications and information technology (IT) industry. The company also 
provides services associated with those products and their use.  
 
CSCO reports revenues in nine main different product and service areas (and five different 
geographies):  
 

1. Switching: Device that essentially connects computers to form a network (Local Area Network 
or Wide Area Network). Used in campuses, branch offices, and data centers. CSCO losing share 
(55% in 3Q17 v. 70% in 4Q10) due to increased competition in data center networking and 
slow transition to SDN. New SDN technology (ACI) growing at double digits at $3B run rate. 
CSCO is currently focusing on the development of Hyperconverged Infrastructure (HCI) 
solutions, that take advantage of software trends in networking.  

a. 29% of 3Q17 revenue. Declining sales. 1.64% 3 year CAGR. 
2. NGN Routing: Device that connects network to the internet. Does so by connecting LAN 

(switch) to ISP or individual computer to ISP. The ISPs communicate through routers. CSCO 
holds a 42.2% market share of the $15.5B routing market, down from 45% in 4Q15. Secular 
growth opportunities in the cloud and increasing demand for greater bandwidth should keep 
the business segment in positive growth territory.  

a. 17% of 3Q17 revenue. Stagnating sales. -0.89% 3 year CAGR. 
3. Collaboration: Mostly composed of web and mobile-based applications focused on 

communication and virtualization. Examples include conferencing apps, instant messaging 
clients, remote desktop virtualization and business messaging. Growth should accelerate due 
to new launches like Spark. Virtually entirely composed of recurring revenue.  

a. 9% of 3Q17 revenue. Accelerating sales. 4.62% 3 year CAGR. 



4. Data center: Servers hosted in physical data centers that serve a variety of functions, including 
storage, web-access and data collection. Increased demand for security should act as a key 
catalyst for accelerated growth for servers.  

a. 6% of 3Q17 revenue. Accelerating sales. 8.82% 3 year CAGR.  
5. Wireless: Networking hardware used as Wi-Fi access points (includes wireless extenders).  

a. 6% of 3Q17 revenue. Consistent sales. 4.17% 3 year CAGR.  
6. Security: Software that focuses on network and data center security, advanced threat 

protection, web and email security, access and advisory security. It’s been expanding by 
acquiring security software companies, mostly cloud security platforms. Virtually entirely 
composed of recurring revenue.  

a. 4% of 3Q17 revenue. Rising sales. 10% 3 year CAGR.  
7. Service provider video: TV and entertainment equipment, like cable modems for TVs.  

a. 2% of 3Q17 revenue. Declining sales. -15.66% 3 year CAGR.  
8. Other: Emerging technologies like IoT (through acquisition of Jasper) and analytics platforms. 

Should make up 3% of revenue by 2019.   
a. 1% of 3Q17 revenue. Accelerating sales. 8.74% 3 year CAGR.  

 
9. Services (not included in product): Provides technical support and other advanced services 

(focused on cloud, security and analytics) to customers. Sports higher gross margins of 67% in 
3Q17 compared to product’s 63%. Improving margins, from 63% in 3Q15 to 67% in 3Q17, and 
increasing revenue mix (26% v. 23% in 3Q15).  

a. 26% of 3Q17 revenue. Accelerating sales. 2.95% 3 year CAGR.  
 
 

 
 
 
Management  
 
Chuck Robbins became CEO in July 2015 after working 19 years at CSCO. Previous role was in field 
operations. As CEO, Robbins has carried on with previous management’s focus on shareholders and 
has declared that at least 50% of annual FCF be distributed to investors. At the same time he’s focused 
on transitioning the business to the next generation of networking and computing, prioritizing 
software, security, cloud, and services.  
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"I am pleased with the progress we are making on the multi-year transformation of our business. The 
Network is becoming even more critical to business success as our customers add billions of new 
connections to their enterprises. We are laser focused on delivering unparalleled value through highly 
secure, software-defined, automated and intelligent infrastructure." (3Q2017 earnings) 
 

Valuation 
 

 At 16x earnings, CSCO currently trades at a slight premium to its 3-year historical average of 15.7x 
and in line with other large cap tech companies. It trades at a discount on a forward year basis to 
the average large cap and networking equipment peer.  

 Trades at a significant discount on a EV/FCF basis.  

 As CSCO moves on with its transition (higher recurring revenue mix, greater focus on software, 
and improving margins), it should start trading more in-line with its networking equipment 
counterparts that have already transitioned to software.  

 I believe CSCO should trade at $37.50 by 2018 based on EPS of $2.50 and 15x PE.  
 
 
 

 
 
 

Bull Case 
 

 Multiple expansion and margin expansion as CSCO shifts to recurring revenue sources and 
software.  
o Business model shift:  

 Since becoming CEO in 4Q15, Chuck Robbins has placed an emphasis on building 
software products that center on nascent themes like SDN (software-defined 
networking), cloud and security. Under his leadership many software products have 
adopted recurring revenue models, and recurring revenue now makes up 31% of total 
revenues.  

 Moving forward, CSCO wants to generate subscription revenues from its traditional 
switch products, mainly by developing a cloud-based management service.    

 I project CSCO will generate at the very least 36% in recurring revenue by 2021. This 
figure only considers current organic recurring revenue from security, collaboration and 



emerging technologies, and ignores potential acquisitions which could significantly raise 
subscription-based revenues.   

 Deferred revenue is a good proxy for progress of recurring revenues, and deferred 
product revenues are up 16% YOY.  Specifically, deferred revenue from recurring 
software sales grew 48%.  

 

 
 

 
 
 

 
 

Aggregate: 2015 2016 2017 2018E 2019E 2020E 2021E 

Recurring revenue ($B) 12.290 14.283 15.171 16.112 17.164 18.348 19.684 

% change   16% 6% 6% 7% 7% 7% 

F1Q15 F2Q15 F3Q15 F4Q15 F1Q16 F2Q16 F3Q16 F4Q16 F1Q17 F2Q17 F3Q17

Deferred services 9029 9020 9236 9757 9689 9657 9866 10621 10424 10525 10532

Deferred product 4715 5001 4945 5426 5473 5528 5406 5851 6527 6561 6790

Total deferred 13744 14021 14181 15183 15162 15185 15272 16472 16951 17086 17322
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 The best example of the shift is the new Cisco ONE purchasing model, which applies to 

Cisco’s network infrastructure software. Customers are able to pay a recurring fee to 
access a suite of software to be used on switches and routers as opposed to paying for 
a one-time license fee for a single application.  

 
 
 

 
 

o Margins: For the past year CSCO has reported GM in the 64-65% range, the highest level since 
4Q2004. Moving forward, margins should expand due to: 1) increasing software sales as 
percent of revenue, 2) lower Unified Computing System (UCS) server mix, and 3) increasing 
services sales as percent of revenue.  

o Multiple: Multiple are also set to expand as investors recognize the higher recurring revenue, 
higher software mix, improved margin structure and increasing top line growth. Though 
networking will prevent it from trading in line with other software-focused networking 
companies, it should start trading at the 18x PE range by 2019.  

o Understanding sales: As CSCO’s CFO mentioned in the most recent earnings call, as a result 
of switching many license-based products to adopt recurring revenue models, there is a 1-
2% adverse impact on revenue. This results largely from the lower upfront payments for 
products that are instead collected and spread over any given contract period. Therefore, 
billings, which equal to revenue plus growth in deferred revenue, provide a more accurate 
idea of actual revenue. Total billings in 3Q17 grew at 1% YOY, with product billings rising 4% 
YOY. That said, given CSCO is not always able to take more than one year as deferred revenue 
on their balance sheet (per contract period) and the “break even” point where CSCO 
generates the same amount between selling an upfront perpetual license compared to a 



recurring license is typically three years, the growth in billings metric could understate the 
near-term revenue hit that CSCO is taking.  

 
 

 Strong free cash flow generation with buybacks and dividends.  
o FCF: The company currently generates $2.5/share in free cash flow, or $12.7B. CSCO has 

announced that it intends to return at minimum 50% of annual FCF to shareholders via 
dividends and buybacks, though it has historically returned ~ 75% of FCF.  

o Buybacks: Since the inception of its buyback program in 2002, CSCO has bought back 2.3B 
shares for $112B. The company still has $12.9B remaining on the $15B share buyback 
program that was announced in 1Q2016, and will likely re-up when it’s finished. I model 
consistent 20-30M in yearly share repurchases based on past trends and management 
guidance, which should provide $0.15 (or 6%) in EPS accretion in 2018.  

o Dividend: CSCO initiated its dividend program in 2011 and it has since grown at a 26.6% 
CAGR. On average there is a 50/50 split between dividends and buybacks based on the ~75% 
of annual FCF distributed to shareholders. CSCO currently distributes $1.04/share, for a 3.4% 
yield. The company will continue to scale dividend as FCF grows.  

o R&D spending: As part of operating expenses, CSCO spent $6.3B, $6.2B, and $6.3B in 2014, 
2015 and 2016 in R&D. This is more than any of its direct competitors. Given the rapid 
changes in the environment, this should give them a meaningful advantage in developing 
and improving newer growth opportunities.  

o Repatriation: Repatriation would allow CSCO to bring back some of its $72B in overseas cash. 
In June 2015 the company reported that under a more favorable tax environment, it would 
likely repatriate all of its overseas holdings. As the CEO recently stated in a CNBC interview, 
CSCO would use the repatriated cash to engage in a mix of dividends, buybacks and M&A. 
This could add an additional $10B in annual dividends and buybacks, which would result in 
at least $0.22 EPS accretion in 2018.  

 

 Accretive M&A opportunities to help diversify away from legacy business. CSCO has averaged 
$2.8B in annual M&A spend for the past 5 years, completing 45 transactions with over 70% of 
them being software-centric. The majority of acquisitions have been below $2B, with the largest 
one being cybersecurity platform Sourcefire for $2.7 billion in 2013. CSCO’s acquisitions have 
allowed it to expand its product line towards software and recurring revenue as it diversifies away 
from its legacy networking hardware business. At the same time, M&A provides a boost to EPS as 
most opportunities are accretive. Potential targets include Splunk, Red Hat, ServiceNow, and Palo 
Alto Networks, which are modeled below.  

 



 
 

o Repatriation: A potential repatriation of CSCO’s $72B in cash overseas would serve as a 
catalyst to unlock further M&A opportunities. That said, the size and amount of deals would 
likely remain unchanged unless management saw an enticing opportunity. As the CEO 
mentioned in the most recent earnings call when asked about M&A under repatriation:  
 
CEO Charles Robbins: “Repatriation doesn’t fundamentally change how we think about what 
we’re going to do going forward. You can assume that we’ll continue to look for opportunities 
that drive the business value and the relevance to our customers like we did with 
AppDynamics.” 

 
 
 

 Networking hardware replacement cycle likely to be faster than expected.  
o With consensus anticipating a 5-year replacement cycle for switches and a gradual shift to 

software, a faster than expected replacement cycle would lift switching revenue and act as a 
key catalyst for CSCO. As software defined networking (SDN) becomes ubiquitous as a 
networking management tool, CSCO’s new generation of SDN-focused switches (Nexus 9000 
series) that provide a path to Cisco’s Application Centric Infrastructure (ACI) portfolio 
(includes Nexus 9000 and 7000 series switches, and controller) should grow in popularity. 
The data center SDN market is expected to grow at a 29.31% CAGR from $3.7B in 2016 to 
$8B by 2018, and CSCO has already taken advantage of it. Revenue from the ACI SDN 
portfolio grew 42% in the most recent quarter (3Q17), with the installed base of Nexus 9000 
data center switch customers growing 12%, by 1,200, to 12,000 customers. Annualized run 
rate for ACI stands at $3B. Momentum should accelerate due to increased demand for 
network security, which SDN provides.  

 
 
 
 
 
 
 
 
 
 

Splunk Red Hat ServiceNow Palo Alto Networks

M&A accretion 0.22 0.26 0.28 0.30

Buyback accretion 0.15 0.15 0.15 0.15

2018 Base EPS 2.54 2.54 2.54 2.54

Aggregate 2.91 2.95 2.97 2.99

2.54 2.54 2.54 2.54

0.15 0.15 0.15 0.15

0.22 0.26 0.28 0.30
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 Exposure to emerging technology secular growth themes.  
o Sales from AppDynamics, Jasper, Tetration, Spark, Umbrella, will grow at a 24.6% CAGR to 

reach $2.5B in 2021 from $837M in 2017.  
 
 

 
  

2017E 2018E 2019E 2020E 2021E 

AppDynamics 330,763,125 446,530,218 580,489,284 725,611,605 870,733,926 

Jasper 243,648,000 309,189,312 392,361,237 497,906,410 631,843,234 

Tetration 150,000,000 210,000,000 270,000,000 330,000,000 390,000,000 

Spark 4,560,000 64,980,000 142,500,000 242,250,000 363,375,000 

Umbrella 108,000,000 145,800,000 174,960,000 209,952,000 251,942,400 

Total 836,971,125 1,176,499,530 1,560,310,521 2,005,720,015 2,507,894,560 

 
o Recurring revenue transition: With the exception of Umbrella, these technologies largely 

operate under SaaS models, which should accelerate CSCO’s transition to recurring revenue.   
o Consensus: Street is currently overlooking potential benefits of emerging technologies. Even 

assuming flat and negative growth in routing and switching, respectively, revenue from 
emerging technologies alone would sustain revenue growth of 1-2% per year, consistently 
meeting consensus estimates.   

o Improving margins: CSCO’s margins (GM 64%) should improve as gross margins for these 
emerging technologies lie around the high-70s.  

o More detailed discussion of each technology:  
 AppDynamics:  

 Business: Acquired in January 2017 for $3.7B. Analytics platform that provides 
solutions to help companies detect and resolve problems with their website and 
app. Does so by tracking user experience and giving insight to hosts.  

 Market: Application Performance Management (APM) as a market is projected to 
grow at a 12.9% CAGR through 2020 to reach TAM of $4.98 billion from $2.72B in 
2014. AppDynamics is the fastest growing company in the APM segment 

 Sales: AppDynamics has seen its sales rise from $23M in 2014 to $151M in 2016. 
Using New Relic (AppDynamics’ greatest competitor) as a proxy, I am projecting 
continued strength as the business reaches $725M in sales (21% CAGR) and 14% 
market share by 2020. AppDynamics should easily be able to overtake New Relic 
as the former focuses on enterprise users while the latter caters to startups. This 
is reflected in pricing ($330 per unit/mo for AppDynamics vs. $199 per unit/mo for 
New Relic) and relatively lower sales growth for New Relic. Additionally, 
AppDynamics will now be able to sell directly to Cisco’s enterprise user base.  From 
Cisco’s point of view, AppDynamics’ gross margins of 74% in 2016 (vs. 65% for 
Cisco) and strong growth should prove accretive over the coming years.  

836,971,125 

1,176,499,530 

1,560,310,521 

2,005,720,015 

2,507,894,560 

2017E 2018E 2019E 2020E 2021E

Emerging Technology Sales

25% CAGR 



 
 

 
 
 

 Dynatrace HPE IBM CA 
Technologies 

Microsoft New 
Relic 

Riverbed AppDynamics 

2015 Market Share (%) 14.6 11.0 9.2 8.4 7.9 6.2 5.6 5.5 

2015 Growth (%) 12.0 0.7. 6.4 4.8 27.0 67.5 3.7 87.1 

 
 

 Jasper:  

 Business: Acquired in February 2016 for $1.4B. Cloud-based IoT service platform 
that enables companies to launch, manage and monetize IoT services. Since the 
acquisition the customer base has grown 157% from 3500 to 9000 enterprise 
customers, and the number of devices under management has grown 135% from 
17 million to over 40 million. This growth has been driven by both increased 
demand for IoT management platforms and by marketing on the part of Cisco’s 
enterprise sales team. Jasper is seeing a lot of growth specifically in the connected 
car industry. As cars become more connected, auto makers need a platform to 
manage the connectivity in the car. So far Jasper has announced partnerships with 
50 automotive brands including Audi, VW, Toyota, Ford and GM, and has 
highlighted that it currently manages devices in 12M connected cars. The self-
driving trend should allow continued growth for Jasper’s services.  

 Market: The Internet of Things (IoT) market is set to grow at a 16% CAGR from 
$625B in 2016 to $1.2T in 2021.  

 Sales: Quarterly sales lie at around $45-50M and have grown at 50% YOY based on 
a reversal in growth as seen in the “Other” reporting segment.  I model 2021 
revenue at $632M as sales track market growth, which results in 21% CAGR.  

 

 
 
 
 
 

79,000,000
138,250,000

228,112,500
330,763,125

446,530,218

580,489,284

725,611,605

870,733,926

2014A 2015A 2016A 2017E 2018E 2019E 2020E 2021E

AppDynamics Sales

192,000,000
243,648,000

309,189,312
392,361,237

497,906,410

631,843,234

2016A 2017E 2018E 2019E 2020E 2021E

Jasper Sales



 Spark:  

 Business: Internally-developed collaboration platform released in 2Q17 that allows 
for messaging, calling and virtual meeting. Competes head-on with Slack, which 
has grown to a $3.8B valuation in 4 years.  

 Market: The cloud collaboration market should rise at a 12.7% CAGR from $23.4B 
in 2016 to $42.6B in 2021.  

 Sales: Given upstart potential and ability to tap into Cisco’s Unified 
Communications customer-base (that sold 60M IP phone and video endpoints in 
the past five years), Spark should be able to grow well above industry trends in the 
short run, achieving sales of $360M by 2021 and grow at 51% CAGR. 

 
 
 
 
 
 
 

 

 
 

 Tetration:  

 Business: Internally-developed data center analytics platform that helps customers 
get insight into traffic flows within the data center. Has competitive advantage in 
that it provides a fully-integrated end-to-end experience (sells both the hardware 
and software). Recently gave the ability to run Tetration on Amazon AWS, which 
currently lacks a fully-fledged analytics platform.  

 Market: Big data analytics is to grow at a 43.4% CAGR from $6.71 billion in 2016 to 
$40.69 billion by 2021.  

 Sales: Tetration would be able to sell directly to Cisco’s Application Centric 
Infrastructure (ACI) customers (application deployment within data center) which 
currently stand at 3000 and will grow at a 23.59% CAGR through 2021. Growing 
adoption by the ACI user base and external sales should allow Tetration to book at 
least $390M by 2021 and grow at 20% CAGR.  

  
2017E 2018E 2019E 2020E 2021E 

ACI customers 3000 4000 5000 6000 7000 

Adoption rate 3% 4% 5% 6% 7% 

Tetration customers 90 160 250 360 490 

Net change 50 70 90 110 130 

      

                                                           
1 Assuming similar growth patterns to Slack based on M1 Spark pricing 

4,560,000

64,980,000

142,500,000

242,250,000

363,375,000

F2017E F2018E F2019E F2020E F2021E

Spark Sales

 2017E 2018E 2019E 2020E 2021E 

Paid users1 40,000 570,000 1,250,000 2,125,000 3,187,500 

x Yearly price 114 114 114 114 114 

Total sales 4,560,000 64,980,000 142,500,000 242,250,000 363,375,000 

YOY growth  1325% 119% 70% 50% 



Price ($) 3,000,000 3,000,000 3,000,000 3,000,000 3,000,000 
      

Sales ($) 150,000,000 210,000,000 270,000,000 330,000,000 390,000,000 

 

  
 

 Umbrella:  

 Business: Acquired in June 2015 as “OpenDNS” for $635M. Service delivered 
through the cloud and acts as a Secure Internet Gateway (SIG), which provides a 
secure connection to the internet. 

 Market: The Secure Web Gateway market is set to grow at a 20.5% CAGR from 
$2.2B in 2015 to $5.6B in 2016.  

 Sales: Assuming a 9x revenue multiple based on precedent transactions and 
continued growth based on historical trends, Umbrella is projected to generate 
$252M by 2021 and grow at 18% CAGR.  

  
2016A 2017E 2018E 2019E 2020E 2021E 

Customers 12000 18,000 24,300 29,160 34,992 41,990 

Price ($) 6000 6000 6000 6000 6000 6000 

Revenue ($) 72,000,000 108,000,000 145,800,000 174,960,000 209,952,000 251,942,400 
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Bear Case 
 

 Loss of market share in networking.  
o Switching market share down to 51% from 70% in 4Q10 largely due to data center 

competition. Both Arista and Juniper have been taking market share thanks to their lower 
cost switching alternatives, and early penetration of the SDN market. Essentially Arista, for 
example, focuses on software and is thus allows data center customers to use cheap 
“merchant silicon” (off-the-shelf chips) and low cost components from Asian suppliers. Arista 
can then make switches using the latest hardware components, which it can then program 
with its EOS operating system.  

 
o Rebuttal: Though late to the party, CSCO’s SDN solution, ACI, is taking off and growing at mid 

double digits. CSCO’s expansive user base should provide it with a significant competitive 
advantage. CSCO is also planning on releasing its own networking operating system called 
Lindt as it caters to its hyperscale customers who demand greater programmability and 
agility.  

 

 Rise of “white-box” switches 
o Large network customers, like Facebook and Google, have built open source software that 

runs on lower cost data centers on “white-box” switches constructed by small suppliers in 
Asia. The main worry is that this will take business away from CSCO, which relies on selling 
proprietary networking systems.  

o Rebuttal: White box is the main reason why CSCO has developed its networking operating 
system, Lindt. Former CEO John Chambers predicted in 2015 that within a few years CSCO’s 
biggest competitor would not come from the likes of Ericsson, Huawei and Juniper, and their 
proprietary systems, but from “white box” solutions. Through Lindt, customers will be able 
to use the software in conjunction with hardware from other companies, instead of relying 
on the traditional single vendor model. The downside of such a solution is that CSCO 
eventually loses on earnings from selling its traditional switches using proprietary silicon. 
That said, this transition only applies to web-scale customers that don’t need performance 
benefits of proprietary silicon. Though margins on the software are much higher than on 
switching hardware, the absolute amount generated through software sales is likely to be 
lower than the current hardware plus software.  

 



 

Catalysts 
 06/27/17: Financial Analysts Conference 

 08/16/17: 4Q16 Earnings Call  
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Operator 
Welcome to Cisco Systems' third quarter fiscal year 2017 financial results conference call. At the 
request of Cisco Systems today's conference is being recorded. If you have any objections you may 
disconnect. 
 
Now I would like to introduce Ms. Marilyn Mora, Head of Investor Relations. You may begin. 
 
Marilyn Mora 
Head of Global Investor Relations, Cisco Systems, Inc. 
Thanks, Sean. Welcome, everyone, to Cisco's third quarter fiscal 2017 quarterly earnings conference 
call. This is Marilyn Mora, Head of Investor Relations; and I'm joined by Chuck Robbins, our CEO; and 
Kelly Kramer, our CFO. 
 
By now you should have seen our earnings press release. A corresponding webcast with slides 
including supplemental information will be made available on our website in the Investor Relations 
section following the call. Income statements, full GAAP to non-GAAP reconciliation information, 
balance sheets, cash flow statements, and other financial information can also be found in the 
financial information section of our Investor Relations website. 
 
Throughout this conference call, we will be referencing both GAAP and non-GAAP financial results, 
and we will discuss product results in terms of revenue, and geographic and customer results in 
terms of product orders, unless stated otherwise. All comparisons throughout this call will be made 
on a year-over-year basis unless stated otherwise. 
 
The matters we will be discussing today include forward-looking statements, including the guidance 
we will be providing for the fourth quarter of fiscal 2017. They are subject to the risks and 
uncertainties that we discuss in detail in our documents filed with the SEC, specifically the most 
recent reports on Forms 10-K and 10-Q which identify important risk factors that could cause actual 
results to differ materially from those contained in the forward-looking statements. With respect to 
guidance, please also see the slides and press release that accompany this call for further details. 
 
As a reminder, Cisco will not comment on its financial guidance during the quarter unless it is done 
through an explicit public disclosure. 
 
With that, I'll now turn it over to Chuck. 
 
Charles H. Robbins 
Chief Executive Officer & Director, Cisco Systems, Inc. 
Thank you, Marilyn, and good afternoon, everyone. 
 
Our results this quarter demonstrate that we are delivering against our strategic priorities and 
realizing the benefits of our investments to transform our business and drive long-term shareholder 
value. We delivered a solid quarter with total revenue of $11.9 billion and non-GAAP earnings per 
share of $0.60. We had strong margins yet again and great operating cash flow, up 10%. We are 



managing the business well through a multiyear transformation of the company while remaining 
focused on delivering customers' unparalleled value through highly secure, software-defined 
automated and intelligent infrastructure. 
 
We are on a journey, which as we've consistently stated, will take a number of years, but we are 
pleased with the progress we're making. As our customers add billions of new connections in the 
years ahead, the network will become more critical than ever. They will be looking for intelligent 
networks that deliver automation, security, and analytics that help them derive meaningful business 
value from these connections. These will be delivered through a combination of new platforms as 
well as software and subscription-based services, which we have been focused on accelerating over 
the last 18 months. 
 
My vision for this company is to be the most relevant and most important partner for our customers 
as they enable their digital businesses, and we will deliver on that vision. I look forward to discussing 
this in a lot more detail at our Investor Day on June 28. 
 
We continue to innovate across our networking portfolio, with analytics being a key element of this 
innovation. This quarter, we completed the acquisition of AppDynamics, enabling us to provide 
customers with unprecedented visibility across networking, data center, security, and applications. 
As I talk to our customers and partners, I'm getting great feedback about the value of the insights 
AppDynamics provides to help them make informed business decisions. We're in the early stages of 
scaling out the AppDynamics solutions through the Cisco sales force and partner ecosystem, and I'm 
excited about the future of this space. 
 
We were also pleased to announce our intent to acquire some new additions to our software and 
analytics portfolio. Software-defined WAN is a critical transition and addresses the evolving 
customer demands in branch routing as a foundational block of executing and cloud networking. 
Viptela combined with Cisco's IWAN technology will provide an industry-leading cloud-first SD-WAN 
platform that addresses the edge networking needs of our most demanding customers. MindMeld 
provides an AI platform to build intelligent and human-like conversational interfaces for any 
application or device and will complement our already strong collaboration portfolio. 
 
These acquisitions support our goal of offering customers extraordinary value through a 
combination of organic and inorganic innovation, and they are aligned to our strategy of investing to 
drive long-term growth and helping us transition to more recurring software and subscription 
revenue. 
 
We will continue to deploy our capital resources to give us first-mover advantage as we extend our 
technology portfolio. In addition to our inorganic growth, we're seeing strong organic growth of our 
next-generation products and solutions in both networking and security. 
 
Now let me share some business highlights, starting with our security business, which has never 
been more relevant as we've seen in recent days. Last week's WannaCry ransomware attack was 
another example of the devastating impact cybercrime can inflict on individuals, companies, and 
countries around the world. Since Friday's attack, our Talos cyber threat intelligence team has been 
working around the clock to dissect the WannaCry ransomware, understand its attack patterns, and 
keep our customers protected. It's important that the tech industry and customers work together to 
defend against these attacks from cyber criminals. We will continue to do everything we can to help 
our customers anticipate, prevent, and protect themselves from any future attack by harnessing the 
intelligence of the network and the power of our security portfolio. 
 



Our security business delivered another solid quarter with 9% revenue growth and 39% deferred 
revenue growth, reflecting our combination of best-of-breed solutions together with the industry's 
broadest security portfolio and a highly effective end-to-end security architecture. 
 
We continue to lead in network security. Our next-generation firewall portfolio grew 49% with 6,000 
new customers in the quarter, bringing our total customer base to over 73,000. We expanded our 
portfolio with the announcement of our Firepower 2100 Series, which offers both performance and 
protection for mission-critical applications. Our advanced threat portfolio continues to deliver strong 
revenue growth of over 30%. And we added 6,600 new customers, bringing the total number of 
AMP customers to over 35,000. 
 
Now let's turn to collaboration. In January we introduced Cisco Spark Board, the first all-in-one 
cloud-based collaboration and meeting room solution. We've seen good early traction with this 
SaaS-based service, with nearly 700 customers adopting the solution in the quarter. This is a great 
example of the transition I mentioned earlier focused on moving from standalone systems to best-
of-breed products combined with software subscriptions. 
 
Our intended acquisition of MindMeld will help us simplify and enhance the collaboration 
experience even further through the power of artificial intelligence and machine learning. As chat 
and voice quickly become the interfaces of choice, MindMeld's AI technology will enable Cisco to 
deliver unique experiences throughout its portfolio. This acquisition will power new conversational 
interfaces for Cisco's collaboration products, revolutionizing how users will interact with our 
technology while increasing ease of use and enabling new capabilities. For example, users will be 
able to interact with Cisco Spark via natural language commands, providing an experience that is 
highly customized to the user and their work. 
 
In our data center switching business, we now have a combined install base of over 20,000 
customers who are using our portfolio to help them build, run, and manage their private and hybrid 
cloud environments. 
 
Our ACI portfolio grew 42%, as customers move to 100-gig and look to automate the network and 
increase network performance, visibility, and security. We added almost 1,200 new Nexus 9000 
customers in the quarter, bringing the total install base to 12,000. Our APIC adoption continues to 
increase rapidly, with over 380 new ACI customers in Q3, bringing our total to nearly 3,500. 
 
Before I turn it over to Kelly, let me reiterate a few key points. I'm pleased with the progress we're 
making. As I've consistently stated, this transition will take time, but we're remaking this company to 
succeed in a dramatically changing marketplace. We are laser-focused on delivering innovation as 
well as aggressively managing the business to optimize profitability, cash flows, and value for our 
shareholders. 
 
Kelly? 
 
Kelly A. Kramer 
Chief Financial Officer & Executive Vice President, Cisco Systems, Inc. 
Thanks, Chuck. I'll start with a summary of our financial results for the quarter followed by the Q4 
outlook. 
 
Q3 was a solid quarter, with financial results consistent with our expectations. We executed well, 
driving solid profitability, strong cash flow, and we continued to deliver on our strategic growth 
priorities. Total revenue was $11.9 billion, down 1%. Non-GAAP EPS was $0.60, up 5%. And 



operating cash flow grew 10% to $3.4 billion. We generated 31% of our total revenue from recurring 
offers, up from 29% a year ago. We continue to be extremely focused on driving margins and 
profitability, increasing our non-GAAP operating margin to 32.3%, up 2.3 points. 
 
Before I go through Q3 in more detail, I want to remind you that Q3 last year included an extra 
week. It resulted in higher revenue in that quarter of $265 million, $200 million of which was in 
services and $65 million from our SaaS businesses like WebEx and some from product distribution. 
We also had non-GAAP higher cost of sales and operating expenses of $150 million. This netted to 
$115 million of higher non-GAAP operating income last year. 
 
So on to this quarter. Total product revenue was flat year-over-year. I'll walk through each of the 
product areas. Switching grew 2% with solid growth in data center switching driven by ongoing 
strengths in the ACI portfolio which was up 42%. We also saw slight positive growth in our campus 
business. Routing was down 2% driven primarily by weakness in mobile packet core. Collaboration 
was down 4%, but adjusting for that extra week last year, it was down 2%. The drivers are primarily a 
decline in unified communications endpoints partially offset by continued growth in WebEx. 
Deferred revenue grew 10%. Data center declined 5% with the continued market shift from blade to 
rack; however, we are seeing solid traction with our hyperconverged offering, HyperFlex. 
 
This quarter, we also further extended our innovations in UCS with new converged solutions for IBM 
VersaStack and with our strategic with Docker to deliver containerized applications. Wireless grew 
13% with strong Meraki performance as well as the ramp of our 11ac Wave 2 portfolio. We 
continued to innovate with the launch in the quarter of new wireless networking solutions including 
a new Wave 2 access point and a wireless controller. 
 
Security was up 9% with strong performance in Unified Threat Management with growth of 
approximately 50% as well as growth of over 30% in both advanced threat and web security. 
Deferred revenue grew 39% demonstrating the value of our solutions and ongoing delivery of 
innovation. Services was down 2%. Normalized for the extra week, it grew 4%. We're continuing to 
focus on renewals and attach rates. 
 
We drove good growth in deferred revenue which was 13% in total with product up 26% and 
services up 7%. Deferred products revenue from our recurring software and subscription businesses 
was up 57% to $4.4 billion, which included the acquisition of AppDynamics during the quarter. 
Excluding AppDynamics, the increase was 51%. In terms of orders, total product orders declined 4%. 
 
Looking at our geographies, which is a primary way we run the business. Americas was down 4%, 
EMEA was down 6% and APJC grew 2%. Total emerging markets declined 12%, with the BRICS plus 
Mexico down 10%. In our customer segments, enterprise declined 2%, commercial grew 1%, public 
sector was down 4% and service provider declined 10%. 
 
From a non-GAAP profitability perspective, total gross margin was 64.4%, down by 0.8 points. In Q3 
2016, the extra week resulted in a 0.5-point benefit in that quarter. So adjusting for that, total gross 
margin decreased 0.3 points. In Q3 2017, our product gross margin was 63.2%, down 1.3 points, and 
service gross margin was 67.8%, growing 0.7 points. We increased our operating margin by 2.3 
points to 32.3% from a year ago. In terms of the bottom line, we grew non-GAAP EPS 5% to $0.60 
while GAAP EPS was $0.50. 
 
We ended Q3 with total cash, cash equivalents and investments of $68.0 billion, with $2.9 billion 
available in the U.S. From a capital allocation perspective, we returned approximately $2 billion to 
our shareholders during the quarter. That included $0.5 billion of share repurchases and $1.5 billion 



for our quarterly dividend, reflecting the 12% increase we announced last quarter. To summarize, 
Q3 was a solid quarter and we executed well. We're focused on driving operational efficiencies and 
profitability, enabling us to make the strategic investments to drive long-term shareholder value. 
 
Let me reiterate our guidance for the fourth quarter. This guidance includes the type of forward-
looking information that Marilyn referred to earlier. We expect revenue in the range of minus 4% to 
minus 6% year-over-year. We anticipate the non-GAAP gross margin rate to be in the range of 63% 
to 64%. The non-GAAP operating margin rate is expected to be in the range of 29.5% to 30.5%. And 
the non-GAAP tax provision rate is expected to be 22%. Non-GAAP earnings per share is expected to 
range from $0.68 to $0.62. 
 
I'll now turn it back to Chuck for some closing comments. 
 
Charles H. Robbins 
Chief Executive Officer & Director, Cisco Systems, Inc. 
Thanks, Kelly, and thanks again to all of you for joining us today. 
 
As I mentioned earlier, we delivered another solid quarter and we are executing well. We're 
confident in our strategy for long-term growth and profitability. We believe that the network will 
become increasingly important in solving our customers' most complex business problems and 
helping them get secure and stay secure. We also believe that we will continue to see strong 
momentum in our shift towards more software and subscription revenue. This reflects the success 
of the investments we're making in these areas, together with the flexible consumption and buying 
models we're offering our customers. 
 
Marilyn, now I'll turn it back to you for questions. 
 
Marilyn Mora 
Head of Global Investor Relations, Cisco Systems, Inc. 
Great. Thanks, Chuck. Sean, let's go ahead and open the line for questions. And while Sean is doing 
that, I'd like to remind the audience that we ask you to ask one question so we have plenty of time 
to take all of your questions today. 
 
Question And Answer Section 
Operator 
Thank you, ma'am. We will now begin the question-and-answer session. Our first question is coming 
from the line of Mr. Mark Moskowitz of Barclays Capital. Your line is now open. You may begin. 
 
Mark Moskowitz 
Analyst, Barclays Capital, Inc. 
Yes, thank you. Good afternoon. I wanted to see if we can understand more of the guidance, Kelly 
and Chuck. The revenue is a little lighter than we had anticipated. Is that a function of macro 
factors? Or is that a function more of the shift to the subscription model? Or maybe there's going to 
be some disturbance here and there. Clearly, the deferred revenue product revenue growth is quite 
nice. I'm just wondering if there's any sort of puts and takes you can walk us through there, greatly 
appreciate it. 
 
Charles H. Robbins 
Chief Executive Officer & Director, Cisco Systems, Inc. 
Kelly, why don't you take him through the bridge, and then I'll just make some comments. 
 



Kelly A. Kramer 
Chief Financial Officer & Executive Vice President, Cisco Systems, Inc. 
Sure. So, Mark, when we look at guidance, it's a combination of many factors, right? It starts with 
our backlog and then the orders momentum, the funnel, and then yes, definitely, we take into 
account our transition to more software and subscriptions and how that's impacting it. So when I 
look at the guidance we just gave, our orders were a little weaker in Q3 which does mean that I'm 
starting with a lower backlog than anticipated. And then what I'm assuming when I look at the order 
strength, we're assuming what we saw in Q3 continues on in Q4. 
 
So just to give some color around that, where we had been facing headwinds all quarter long was SP 
and emerging. We saw them get worse this quarter. That you saw in the numbers there. I'm 
expecting that to continue. And then we saw some new kind of macro issues in areas like public 
sector in the U.S. fed space and things like that. 
 
So I'm assuming that that orders momentum we saw in Q3 is going to continue on in Q4. And then 
finally, we are seeing an impact, because you're seeing it go to the balance sheet, of this transition 
that we are just accelerating through, to the tune of 1.5 to 2 points. So the combination of those 
three things are driving the guidance into that minus 4% to minus 6% range. 
 
Charles H. Robbins 
Chief Executive Officer & Director, Cisco Systems, Inc. 
Yes. Just, Mark, a couple of comments on what Kelly just described. I mean the public sector 
business, particularly in the United States, the federal business is – frankly, it's about 1 point of that 
guide. It's a pretty significant stall right now with the lack of budget visibility. And when you think 
about the strategy that we're deploying, the 57% growth in the software and subscription business, 
if you just go back eight quarters ago, we had $2 billion on our balance sheet relative to software 
and subscription. 
 
And the first two or three quarters, we were convincing the teams that that was the shift we were 
going to make. And now we have more than doubled that to $4.4 billion, and the growth there is 
accelerating. So we're very pleased with that transition. And at the same time we deal with all of 
these challenges, we remain very committed to earnings. We remain very committed to our capital 
return strategy. 
 
Marilyn Mora 
Head of Global Investor Relations, Cisco Systems, Inc. 
Great. Thanks, Chuck. Sean, we'll take the next question, please. 
 
Operator 
Thank you. The next question is coming from the line of Ittai Kidron from Oppenheimer. Your line's 
open. You may begin. 
 
Ittai Kidron 
Analyst, Oppenheimer & Co., Inc. 
Thanks. Chuck, I'm going to take a U-turn this time actually and not ask you about the data center 
business but rather focus a little bit more on the gross margin. Some of the commentary in your 
press release talked about some pricing pressures. If you could, give us a little bit more color on the 
guidance and your gross margin assumption into the guidance. How much of that is mix related? 
And how much of that is pricing? And any color you can give on the pricing; how much is competitive 
versus – I don't know – product shifts or something like that, that will be great. 
 



Charles H. Robbins 
Chief Executive Officer & Director, Cisco Systems, Inc. 
Thanks, Ittai. So, Kelly, let's have the same strategy. Do you want to go through the math on this on 
this? And then... 
 
Kelly A. Kramer 
Chief Financial Officer & Executive Vice President, Cisco Systems, Inc. 
Yes. So, Ittai, when we look at the drivers of our gross margin, price in Q3 actually has been in the 
same range that it was pretty much last year as well as last quarter in terms of the price index that 
we're seeing. So that's in the same range. Again, it's high but it's in the range. It's not increasing. 
 
I would say in terms of the guidance for Q4, we're assuming that. We are also making sure the teams 
are being very aggressive where they need to be aggressive in areas and against competitors where 
we need to be. But overall, the pricing hasn't changed dramatically besides the normal erosion that 
we see in certain business lines. 
 
I'd say in terms of mix, that hasn't dramatically changed as well. With switching being positive this 
quarter, that helped a lot. And again, while the mix isn't changing, there are mix changes within the 
ease in the guidance going forward, but it's nothing dramatic. So I'd say we feel good about being 
able to continue driving the margins that we have. 
 
The only other piece I'll comment on because we mentioned it before, we are still seeing some cost 
pressure from the increase in DRAM pricing that got baked in both our Q3 as well as into Q4. But 
we've been doing a lot of work, and our supply chain team has been working with our suppliers to 
make sure we can secure our forward supply at prices that we can plan at. So I think we've pretty 
much got that boxed in for the guidance. 
 
Marilyn Mora 
Head of Global Investor Relations, Cisco Systems, Inc. 
Great, thanks. 
 
Charles H. Robbins 
Chief Executive Officer & Director, Cisco Systems, Inc. 
It's good. 
 
Marilyn Mora 
Head of Global Investor Relations, Cisco Systems, Inc. 
Thanks, Kelly. Let's go ahead and move on to the next question. 
 
Operator 
Thank you. The next question is coming from James Faucette of Morgan Stanley. Your line's open. 
You may begin. 
 
James E. Faucette 
Analyst, Morgan Stanley & Co. LLC 
Thanks very much, just a couple of quick follow-up questions to some of the comments that have 
already been made. Can you talk a little bit about the orders? And you mentioned that fed was 
weak. But when you look at the other areas of weakness, can you talk about like what's driving 
those, et cetera? And I guess more long term, you continue to see good deferred revenue growth, 
and you mentioned security. What are the priorities that your customers are showing in the security 



space generally? And what are you able to address now versus what are things that they're asking 
for that you think you need to improve on? Thanks. 
 
Charles H. Robbins 
Chief Executive Officer & Director, Cisco Systems, Inc. 
Great. Thanks, James. And so we have some order color and then security, so let me take the order 
stuff and then, Kelly, chime in as you'd like. So if we just go around the globe, let me just highlight 
what we saw. And I'm just going to tell you what drove the weakness in these areas, so you can 
assume the other pieces of the business were pretty much as expected. In the Americas, it was 
primarily the U.S. federal. There's so much uncertainty around budgets. The U.S. federal business 
was a significant driver. Mexico, there has been a lot of uncertainty in Mexico, and that was actually 
down 49% for us year over year. So there's a great deal of uncertainty around the investment 
landscape there. And then the third element would have been the service provider business in the 
Americas. So those were the things that really drove the orders in the U.S. 
 
In Europe, the UK – the currency issue in the UK is real and was very impactful in that business. And 
then we continue to see pressure in the Middle East relative to oil prices. We also – obviously, 
there's been a lot of uncertainty around the geopolitical dynamics, some of which has been clarified 
recently, obviously. And we did see some strength in some countries there but the UK is a big 
country for us. And the Middle East, obviously, with the uncertainty around oil prices continues to 
be a little bit of pressure as well. 
 
In APJC, we saw Japan and Australia were reasonable. India was solid again. In China, we had tough 
comps from the SP Video business from a year ago that we talked about. So that's really what we 
saw from an orders perspective. I think if you look at customer segments, just to give you some 
color, enterprise the challenge was largely driven by Europe. Commercial, the lightness there was 
driven by Europe. Public sector, as I said, was U.S. federal and SP was fairly inconsistent. So, Kelly, 
any comments on that? 
 
Kelly A. Kramer 
Chief Financial Officer & Executive Vice President, Cisco Systems, Inc. 
No, you've covered it. 
 
Charles H. Robbins 
Chief Executive Officer & Director, Cisco Systems, Inc. 
And just quickly on the security since you snuck that one in too, James. What our customers – what 
we see happening in security right now is that as our customers prepare for the next few years, and 
literally adding billions of new connections, we obviously believe that the network is going to 
become even more relevant than it ever has been. And our customers are going to need to deal with 
that scale. They're going to need significant automation. They're going to need greater insights 
coming out of their technology infrastructure like the network through analytics. They're going to 
need security embedded at the network-layer because you're going have to begin to secure the 
infrastructure the minute these packets hit the wire. 
 
So what they're look for is – they are looking for an end-to-end architecture now for dealing with 
security. They're looking for an open architecture that actually allows them to buy the best-of-breed 
technology which we have across many elements of what they're trying to do. But they are looking 
for an architecture and they're looking for – to leverage as much of that from the cloud and which 
correspondingly turns into the subscription business as you pointed out. So that's what we see 
happening there. There's obviously lots of other areas within that architecture that we don't play 
today where we could. And we continue to assess all of those opportunities. 



 
Marilyn Mora 
Head of Global Investor Relations, Cisco Systems, Inc. 
Thanks, Chuck. Next question, please. 
 
Operator 
Thank you. The next question is coming from Vijay Bhagavath of Deutsche Bank. Your line is open. 
You may begin. 
 
Marilyn Mora 
Head of Global Investor Relations, Cisco Systems, Inc. 
Vijay, are you there? Vijay? 
 
Charles H. Robbins 
Chief Executive Officer & Director, Cisco Systems, Inc. 
Okay. 
 
Marilyn Mora 
Head of Global Investor Relations, Cisco Systems, Inc. 
Okay. Hey, Sean, why don't we move to the next question? 
 
Operator 
Will do, ma'am. The next question on queue coming from Simona Jankowski of Goldman Sachs. Your 
line's open. You may begin. 
 
Simona K. Jankowski 
Analyst, Goldman Sachs & Co. 
Hi. Thank you. It's Simona Jankowski. Just a couple of follow ups. First, if you can clarify in terms of 
the weakness you saw incrementally in the service provider and emerging market theaters, how 
much of that was related to competition or pricing pressure such as from Huawei versus some of the 
macro factors you discussed? And then just a quick follow-up on how did your cloud business do this 
quarter? 
 
Charles H. Robbins 
Chief Executive Officer & Director, Cisco Systems, Inc. 
So let me comment on the first one and then, Kelly, maybe you can talk about the cloud business 
and how we – I'll talk about both of them but then how we measure that specifically. So the 
weakness in emerging in SP I would say – in emerging I would say it's less. We clearly – we've had 
competition from several vendors and clearly Huawei is a very strong competitor. I don't feel like it 
has increased significantly in the emerging countries. It's been pretty consistent there and our teams 
know how to compete and we continue to evolve our strategy and bring different tools to help them 
compete. So I wouldn't say that had much to do with it. I think on our overarching cloud business, 
Simona, we look at that in many, many different ways. 
 
So we look at obviously our private cloud business which is made up of the UCS business as well as 
our data center switching portfolio, which we talked about earlier, both of those. The UCS business 
was down 5% as you saw and then the – obviously our next-generation switching portfolio continues 
to do well, the ACI element's up 42%. 
 
And if you're asking about the MSDC guys, which are the webscale cloud guys, it's the same as we 
were last quarter of these. We're engaging with them on an individual basis. We look at the big ones 



as, frankly, markets of one. We have made great progress with a few of them. Others we're in the 
early stages. And we have co-development opportunities, but I would tell you we're in very deep 
discussions with most all of them and we're looking at very strategic partnerships that scale beyond 
even just selling infrastructure to them in many cases. So, I'm not sure where you're going with 
cloud. Hopefully one of those answer has covered what you were looking for. 
 
Simona K. Jankowski 
Analyst, Goldman Sachs & Co. 
Okay. Thank you, Chuck. We'll take the next question, Sean. 
 
Operator 
Thank you. Next question is coming from Jess Lubert of Wells Fargo. You may now begin. 
 
Marilyn Mora 
Head of Global Investor Relations, Cisco Systems, Inc. 
Jess? Are you there? Jess? All right. Why don't we go ahead and move on to the next question? 
 
Operator 
Thank you. The next question on queue is coming from Kulbinder Garcha of Credit Suisse Securities. 
Your line's open. You may begin. 
 
Kulbinder S. Garcha 
Analyst, Credit Suisse Securities (USA) LLC 
Thank you for the question. For Chuck maybe, on the revenue side, I take your point on the macro 
economy and the weakness in emerging markets... 
 
Charles H. Robbins 
Chief Executive Officer & Director, Cisco Systems, Inc. 
Hey, Kulbinder, could you speak up just a hair, buddy? 
 
Kulbinder S. Garcha 
Analyst, Credit Suisse Securities (USA) LLC 
Sorry [indiscernible] (29:14). My question is on revenue growth. I take the drivers of the weak 
guidance you're talking about. I guess the broader question is how important is getting this company 
back to growth? Cause it looks like last year you didn't grow, this year you're probably not going to 
grow very much either, especially organically. So, does something more transformative have to 
happen on the M&A front? Do you think this is temporary in nature? I know you're having this 
headwind of this business transformation, but just the importance of revenue growth for Cisco as a 
company, if you could comment on that for the long-term. Thanks. 
 
Charles H. Robbins 
Chief Executive Officer & Director, Cisco Systems, Inc. 
Yes, Kulbinder. I think that when we look to the future right now and you really think about the 
number of new connections that are going be added – that our customers will be adding over the 
coming years and the need for automation, the need for analytics and security, what we have done 
– and it will be done – our solutions that we bring in the space will be a combination to your point of 
inorganic capabilities as we have shown our ability to do as well as some organic innovation. 
 
I've talked to several of you over the last few quarters about the fact that we went in and 
reallocated a fair amount of our R&D expense last year and over the last 18 months, and many of 



those solutions are targeting these next-generation networks that our customers are going to need 
to build out to support this new infrastructure. 
 
And with a high degree of automation across the network, with a high degree of analytics, with 
distributed compute capabilities for processing the data at the edge, as well as this security piece. 
So, we have future innovation that will come in that space. We'll also use a combination of inorganic 
options where we need it. And we believe that as we get into that next generation of the networks 
that the customers need to build out that we will be – we'll be very successful with our capabilities. 
 
Marilyn Mora 
Head of Global Investor Relations, Cisco Systems, Inc. 
Thanks, Kulbinder. Sean, next question, please. 
 
Operator 
Thank you. The next question is from Jess Lubert of Wells Fargo. You may now begin. 
 
Jess Lubert 
Analyst, Wells Fargo Securities LLC 
Hello? Can you hear me? 
 
Marilyn Mora 
Head of Global Investor Relations, Cisco Systems, Inc. 
Yes. 
 
Charles H. Robbins 
Chief Executive Officer & Director, Cisco Systems, Inc. 
We can. 
 
Jess Lubert 
Analyst, Wells Fargo Securities LLC 
Okay, good. I was hoping you could provide a little more detail regarding the order weakness you're 
flagging in the North American service provider vertical last quarter. If I remember correctly, you 
suggested orders there were improving a little bit. So, I just wanted to understand the change, to 
what degree it's a technology issue versus a macro issue, the duration you think that's likely to be 
weak for and if there's any areas within the vertical that are better or worse, that would be helpful. 
Thanks. 
 
Charles H. Robbins 
Chief Executive Officer & Director, Cisco Systems, Inc. 
Jess, let me just give you a couple of comments and then Kelly can give us any specifics. As I said two 
quarters back, I think, when we had the negative 10% growth or 12% or whatever it was, 12% I think. 
 
Kelly A. Kramer 
Chief Financial Officer & Executive Vice President, Cisco Systems, Inc. 
Yes. 
 
Charles H. Robbins 
Chief Executive Officer & Director, Cisco Systems, Inc. 
Our entire SP business around the world is driven by very large customers, and so when some 
number of them have an off quarter, it can affect the business. And I think the Americas would be 
probably an example of that this quarter as well. And the Mexico business that I discussed is heavily 



influenced by service providers. And so that's a bit of what we've seen. We had some customers in 
the U.S. that performed very well this quarter for us, and others that did not. Kelly, any comments 
on the numbers? 
 
Kelly A. Kramer 
Chief Financial Officer & Executive Vice President, Cisco Systems, Inc. 
Yes. No, I'd say I think you hit on it. I mean, I think with the Americas being down so much, it was a 
combination of Mexico. Again, these are big customers, and that was down. Chuck already 
mentioned Mexico was down 49%. It was a huge chunk of that was in the SP. And then in the U.S., 
the service provider, that was modestly down, not dramatic at all. And again, that is – again, we had 
a lot of customers that were up and a lot that were down, so balanced overall. 
 
Marilyn Mora 
Head of Global Investor Relations, Cisco Systems, Inc. 
Thanks, Kelly. Next question, please. 
 
Operator 
Thank you. The next question is coming from Pierre Ferragu of Sanford Bernstein & Company. Your 
line's open. You may begin. 
 
Pierre C. Ferragu 
Analyst, Sanford C. Bernstein & Co. LLC 
Thank you for taking my question. I was wondering, Kelly and Chuck, how much we should read in 
the weak guide you gave us against at least expectations we had on the Street. Is there a change we 
should expect in your seasonality pattern? As you're going towards more subscription services, like 
the natural, like strength of the fourth quarter that we've seen in the past, is that something that we 
should expect to see changing over time? 
 
Charles H. Robbins 
Chief Executive Officer & Director, Cisco Systems, Inc. 
I'll make a comment, and then let Kelly answer the seasonality portion of it. But clearly the transition 
to the software and subscription business obviously impacts how to think about guidance going 
forward. And when we see particularly large quarters with high growth like we saw this quarter, I 
think it will have an impact. I'm not sure exactly how we look at what it means seasonally. Kelly? 
 
Kelly A. Kramer 
Chief Financial Officer & Executive Vice President, Cisco Systems, Inc. 
Yes, I do think that the model that we've looked at tried and true over the years where we could 
look at normal sequential from Q3 to Q4, I think those models are changing because we are 
accelerating what is – we're putting more on the balance sheet than what is amortizing off. While 
part of our revenue guide takes into account the growth of what's coming from our recurring offers, 
we're still adding so much more because we're adding more and more offers every day. 
 
So I do think it is changing a bit. I think we'll talk about this a bit more when we get to our Analyst 
Conference in June as well. But we'll give you clarity of how we can continue to model that. We 
certainly still have a big chunk of our business that's driven by the core orders and the book-and-ship 
because we still have a lot of business that we haven't transitioned yet. But as we drive more and 
more of that, I do think it's going to have to change how we've modeled in the past as an analyst, 
and we'll give you that clarity to help that. 
 
Marilyn Mora 



Head of Global Investor Relations, Cisco Systems, Inc. 
Thanks, Pierre. Let's go ahead and take the next question. 
 
Operator 
Thank you. The next question is coming from the line of Steve Milunovich of UBS Securities. Your line 
is open. You may begin. 
 
Steven Milunovich 
Analyst, UBS Securities LLC 
Thank you very much. Kelly, can you give us any guidance by product segment for next quarter? For 
example, services I assume will be up again. So in terms of the deceleration of the downside, where 
will we see that? Will switching likely be down, routing be down more? In terms of things getting a 
bit worse, where do you think we'll see that? 
 
Kelly A. Kramer 
Chief Financial Officer & Executive Vice President, Cisco Systems, Inc. 
Again, you know, Steve, that because so much of our core business is still very much related to the 
orders that we have yet to book, our backlog accounts for less than a third, and so much of our 
quarter comes from orders yet to come. We don't give guidance by business unit. But directionally, I 
think you're thinking about it the right way. I think in last quarter, we tried to guide when we were 
talking about routing, we knew we had stronger as a quarter going in routing, which is why it wasn't 
as bad as it had been the quarter before, this quarter on revenue. So again, it takes into account all 
of that. 
 
I do think, as you know, our switching business is very fluid, so I don't think you should assume that 
that is going to continue to be – that goes up and down, so I don't think you should draw a trend 
having that being positive this quarter. So I think it's very fluid within business units. 
 
Steven Milunovich 
Analyst, UBS Securities LLC 
Thank you. 
 
Marilyn Mora 
Head of Global Investor Relations, Cisco Systems, Inc. 
Thanks, Kelly. Sean, next question? 
 
Operator 
Thank you. Our next question is coming from Rod Hall of JPMorgan. Your line's open. You may begin. 
 
Rod Hall 
Analyst, JPMorgan Securities LLC 
Hi, guys. Thanks for taking the question. I just wanted to see if you could comment a little bit on the 
31% recurring revenue. Maybe help us understand how much of that is Smart Net and maintenance-
type services and how much is, let's call it, next-gen recurring revenue. 
 
And then I also would like it if you could comment – I know the carrier situation in the U.S. is pretty 
weak, and we've seen that across other companies as well. But could you comment on specific 
projects like the metro optical build-out? Is that still a bright spot? Do you still see that project 
moving ahead as expected? Thanks. 
 
Kelly A. Kramer 



Chief Financial Officer & Executive Vice President, Cisco Systems, Inc. 
Sure, I'll hit the first one. So yes, so if I break out the 31% – so the way to think about it, Rod, is 
basically 90% of my services revenue is recurring. So of the 31%, 75% of that dollar amount, so over 
$3.6 billion – 75% of that comes from the services business. On the product side, 10% of my product 
revenue is now coming from recurring, so => that's over $900 million, so 25% of that over $3.6 
billion. And so again, I think that the services has continued to be in that 90% range. And again, what 
we're really trying to drive is more and more of those offers on the product side. 
 
Charles H. Robbins 
Chief Executive Officer & Director, Cisco Systems, Inc. 
Rod, this is Chuck. Six quarters ago, the product number I think was 6%. So we have made progress 
and we'll continue to as we see the amount of business that we're putting on the balance sheet is 
accelerating. 
 
On your second question, we absolutely continue to see the projects like metro optical moving 
forward. We actually continue to do well in some of the next-generation areas that we're working 
with many of the U.S. service providers. So we see that going well. And we do believe that as they 
make some of these transitions, we are going be right in the middle of them with them. 
 
Marilyn Mora 
Head of Global Investor Relations, Cisco Systems, Inc. 
Next question, please? 
 
Operator 
Thank you. The next question is coming from Vijay Bhagavath of Deutsche Bank. Your line's open. 
You may begin. 
 
Vijay Bhagavath 
Analyst, Deutsche Bank Securities, Inc. 
Yes. Thanks. Yes. Hi, Chuck. Yes. Hi, Kelly. 
 
Kelly A. Kramer 
Chief Financial Officer & Executive Vice President, Cisco Systems, Inc. 
Hey, Vijay. 
 
Charles H. Robbins 
Chief Executive Officer & Director, Cisco Systems, Inc. 
Hey, Vijay. 
 
Vijay Bhagavath 
Analyst, Deutsche Bank Securities, Inc. 
All right. Chuck, just – I'm a research analyst. So, I've noticed you're using AI, machine learning quite 
a bit more recently. So like to get your idea, Chuck, and also, Kelly if you could, in terms of which 
might be the product areas within Cisco where you'd apply AI, machine learning to the max initially? 
Where you see kind of low-hanging fruit immediate kind of business outcomes from AI, machine 
learning? Would it be in which parts of the portfolio? Thanks. 
 
Charles H. Robbins 
Chief Executive Officer & Director, Cisco Systems, Inc. 
Thanks, Vijay. Yes, it's – your point is actually quite accurate that we look at how we use it – use both 
of those as tools across our entire portfolio. And I would tell you that there are initiatives underway 



and there are active solutions already in the marketplace that have elements of that in our security 
portfolio. There are absolutely elements of that that are in our collaboration portfolio already. We 
see lots of opportunities when you start talking about automation and analytics and things like 
network assurance capabilities or in service provider, self-healing networks. So we see the 
opportunity across everything we do. And we have initiatives both already working with customers 
as well as a lot of work going on inside the business units to leverage AI, machine learning and other 
technologies going forward. 
 
Marilyn Mora 
Head of Global Investor Relations, Cisco Systems, Inc. 
Thanks, Vijay. Next question, please? 
 
Operator 
Thank you. The next question is from Paul Silverstein of Cowen & Company. Your line's open. You 
may begin. 
 
Paul Silverstein 
Analyst, Cowen & Co. LLC 
Thank you. I'm hoping for a clarification on two different issues. One, going back to the earlier 
question on pricing. Kelly, did I hear you say that pricing was relatively stable? And can you give us 
some granularity in terms of what you're seeing in Europe, switching and routing in terms of pricing? 
And then just very quickly, two quarters ago you quantified the impact of the shift to recurring 
model. I think you'd cited 100 to 200 plus basis point adverse impact. Can you give us quantification 
of that impact this quarter? 
 
Kelly A. Kramer 
Chief Financial Officer & Executive Vice President, Cisco Systems, Inc. 
Sure. So on the pricing, yes, just to give you the clarification of the pricing – and I'll pull up actually 
between Europe here if you give me a second. But – so to clarify, so we do have normal price 
erosion every period for – mostly in our switching and routing portfolio, those are the ones that are 
most sensitive to it. It's been in the same consistent percentage in terms of price reduction year-
over-year than it has been both last quarter a year ago. So in the last four – we had one favorable 
quarter where we had some favorability from some rebates. But overall, it's been in the same range 
so it hasn't gotten worse. I'll pull up – I'll try to pull up here as I'm answering the second question: 
any difference between Europe and the Americas? But I think it's fairly consistent across the regions. 
 
The second clarification was on – what was it, Marilyn, the... 
 
Charles H. Robbins 
Chief Executive Officer & Director, Cisco Systems, Inc. 
On the impact of the recurring business... 
 
Kelly A. Kramer 
Chief Financial Officer & Executive Vice President, Cisco Systems, Inc. 
Oh, yes. Yes. So I have been saying it's in the 1% to 2% range. It is definitely pushing closer to the 2% 
range at this point. I mean I think it's clearly driven – we shared with you the balance and that's 
accelerating and I certainly look at the short-term portion of that and try to quarterize that to get it. 
But it's definitely pointing to the 2% more than the 1%. 
 
Paul Silverstein 
Analyst, Cowen & Co. LLC 



Okay. 
 
Kelly A. Kramer 
Chief Financial Officer & Executive Vice President, Cisco Systems, Inc. 
And, Paul, I'll get back to you on that through IR on the – if there's any difference between Americas 
and Europe on that. 
 
Marilyn Mora 
Head of Global Investor Relations, Cisco Systems, Inc. 
Thanks, Paul. We'll take our next question. 
 
Operator 
Thank you. Next question is from Tal Liani of Bank of America. Your line's open. You may begin. 
 
Tal Liani 
Analyst, Bank of America 
Hi, guys. 
 
Kelly A. Kramer 
Chief Financial Officer & Executive Vice President, Cisco Systems, Inc. 
Hey, Tal. 
 
Tal Liani 
Analyst, Bank of America 
If my numbers are correct, your recurring revenues grew 6% year-over-year and was 14% the 
previous [ph] quarters (43:30). And I'm trying to see what could cause reacceleration. The question I 
have is whether you focus the recurring part mostly on new types of businesses such as security and 
others? Or you can find ways to go back to switching and routing and change either pricing scheme 
or add features or do something such that recurring revenues – outside of maintenance of course – 
recurring revenues grow and you can add softer features on top that will do that. The question is 
whether the customers will accept it or this is going to be a traditional business model forever? 
 
Charles H. Robbins 
Chief Executive Officer & Director, Cisco Systems, Inc. 
Yeah. Tal, thanks for the question. So even in our current deferred revenue from software and 
subscription, there are elements of our core portfolio that are included in that $4.4 billion that you 
saw primarily through our Cisco ONE offerings that we put together. Probably 18 months ago, we 
started that journey and we got those offers and they've begun to ramp. But we also are looking – 
obviously, Security is ramping. Collaboration has been the one probably the longest in this model. 
But we do believe that across the portfolio with future offers, we have the opportunity to do that 
and you'll see that as we deliver on some of the new capabilities. Kelly, any commentary on that? 
 
Kelly A. Kramer 
Chief Financial Officer & Executive Vice President, Cisco Systems, Inc. 
Yes. On the slowdown. So, Tal, we're actually not slowing down. The reason it looks like it's slowing 
down is for the services piece we do have the extra week compare. So if you adjust for that, it's up 
double digits in total. And if I look at just product, the growth of product which I said is over $900 
million, that's growing 34% year-over-year and it was 30% last quarter so that continue to grow 
faster. 
 
Marilyn Mora 



Head of Global Investor Relations, Cisco Systems, Inc. 
Great. 
 
Marilyn Mora 
Head of Global Investor Relations, Cisco Systems, Inc. 
Thanks, Kelly. Thanks, Tal. I believe that was our last question. Chuck, maybe I'll turn it over to you 
for some final words. 
 
Charles H. Robbins 
Chief Executive Officer & Director, Cisco Systems, Inc. 
Yes. So, first of all, I want to thank all of you for joining the call today. I want to just take a minute 
and reiterate that I believe that our strategy is working and I'm optimistic about where we're going 
to go over the next three to five years. We set out 18 months ago to transition the business to one 
of more software and subscription. At the time, eight quarters ago, it was $2 billion on our balance 
sheet. Today we've more than doubled that, up 57% this quarter to $4.4 billion and accelerating. So I 
believe that is working and we'll continue to shift more and more of our offers into that space. 
 
We also obviously wanted to be very clear about the areas that we needed to invest in and you've 
seen significant investments in security and collaboration over the years. About 15 months ago we 
made obvious reallocations of expenses more towards the core and you're going to see future 
innovation in that space as well. Our customers really are going be adding billions of connections in 
the future and they are going to need a next generation network with security automation and 
analytics. 
 
And so we're transitioning the business model. We're transitioning the network offers that we're 
going to deliver to our customers as they move into this next generation. And at the same time, we 
are leveraging our capability to do inorganic as well as organic innovation to make that happen. And 
in the midst of all this change, we remain very committed to our execution model and ensuring that 
we're focused on profitability as well as capital returns to our shareholders. 
 
So that's a summary of where I think we are right now. And I wanted to thank all of you for spending 
time with us today. Thanks. 
 
Marilyn Mora 
Head of Global Investor Relations, Cisco Systems, Inc. 
Thanks, Chuck. And I'll go ahead and close it up here. Cisco's next quarterly earnings conference call 
which will reflect our fiscal 2017 fourth quarter and annual results will be on Wednesday, August 16, 
2017, at 1:30 p.m. Pacific Time, 4:30 p.m. Eastern Time. Again, I'd like to remind the audience that in 
light of Regulation FD, Cisco's policy is not to comment on its financial guidance during the quarter 
unless it is done through an explicit public disclosure. We now plan to close the call. If you have any 
further questions, feel free to contact the Investor Relations department here and we thank you 
very much for joining today's call. 
 
 
 
 


