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CISCO SYSTEMS, INC. (CSCO)

Information Technology — Communication Equipment

Target Price $54-58

We

recommend a HOLD rating for Cisco Systems (CSCO) with a target price

range of $53-58, representing an upside of 3.3-10.9%. We believe CSCO is well-
positioned to capture growth in many high-growth industries through their
current offerings and M&A activity. Competition and macroeconomic
conditions will remain key points to monitor.

Investment Positives

CSCO’s offerings position it to capture growth in many high growth
industries, including cybersecurity, optical networking, and 5G. We forecast
a 10-yr CAGR of 7.83% and 8.38% for CSCO’s respective segments.

CSCO is a current market leader in the industry, having the capability to
offer comprehensive networking solutions to customers, creating a strong
competitive advantage expected to contribute to steady revenue growth.

Investment Negatives

Earnings Estimates (GAAP) 10

The communication equipment industry is highly competitive, which could
potentially disrupt CSCO’s market leadership.

CSCO projects YoY growth for FY2023 much higher than that of its 3-year
historical average. Failure for this growth to materialize could adversely
impact our target price. Our forecast is on the lower end of expectations.

Unfavorable macroeconomic conditions could lead to CSCO’s customers
decreasing their technology budgets, negatively impacting CSCO’s product
segments.

CSCO heavily relies on an extended supply chain, making it vulnerable to
supply chain disruptions or problems with contract manufacturers, which
impair CSCO’s ability to effectively respond to demand.

Year 2019 2020 2022 2023E 2024E 2025E
EPS $2.65 $2.51 $2.83 $2.94 $3.26 $3.56
HF est. $2.88 $3.12 $3.39
Growth 0.8% -5.3% 12.7% 1.8% 8.3% 8.7%
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Stock Rating
Henry Fund DCF S58
Henry Fund DDM S46
Relative Multiple $57
Price Data
Current Price $52.28
52wk Range $38.60 — 54.91
Consensus 1yr Target $57.47
Key Statistics
Market Cap (B) $210.0
Shares Outstanding (M) 4,096
Institutional Ownership 74.2%
Beta 0.81
Dividend Yield 3.0%
LT Consensus Growth 8.4%
Price/Earnings (LTM) 18.8
Price/Earnings (FY1) 13.5
Price/Sales (Current) 3.69
Profitability
Operating Margin 27.1%
Profit Margin 22.9%
Return on Assets (TTM) 9.3%
Return on Equity (TTM) 27.9%
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Cisco Systems (CSCO) is an American multinational
technology company that engages in the design,
manufacturing, and sale of networking products
and services. CSCO’s products and services include
switches, routers, cybersecurity software,
collaboration tools, and internet of things (loT)
solutions. Currently, CSCO is the largest provider
of networking equipment in the world, serving
customers in a variety of industries. CSCO was
founded in 1984 and is headquartered in San Jose,
California.

Important disclosures appear on the last page of this report.
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COMPANY DESCRIPTION

Cisco Systems, Inc. (CSCO) is an American multinational
technology company that engages in the design,
manufacturing, and sale of networking products and
services. CSCO’s products and service offerings include
switches, routers, cybersecurity software, collaboration
tools, and internet of things (loT) solutions. Currently,
CSCO is the largest provider of networking equipment in
the world, serving customers in a variety of industries.
CSCO was founded in 1984 and is headquartered in San
Jose, California. CSCO is a market leader in the
communications equipment industry, comprising 58.2% of
the S&P 1500 Communications Equipment Index as of
November 8, 2022°.
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CSCO’s business is consolidated across two primary
business segments: Product and Service. As of FY2022,
Product revenue comprises 73.7% of total revenue, while
Service accounts for the remaining 26.3%. CSCO’s primary
customers include businesses of all sizes, public
institutions, governments, and service providers which
include large webscale providers®. The mix of Product and
Service over time (2016-2022) has remained fairly
consistent, with Product accounting for approximately
75% of total revenue:

Products & Services % of Revenue FY2016-2022
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Source: CSCO 10K

The Product segment can be decomposed into six
categories based on the type of product and customer
markets, which are as follows:

e Secure, Agile Networks

e Internet for the Future

e Collaboration

e End-to-End Security

e Optimized Application Experiences
e Other Products
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Given CSCQO’s evolving business model and changing
product categories, we only have three years of historical
data available for the current revenue decomposition.
Prior to FY2022, CSCO had four primary product segments,
which were Infrastructure, Applications, Security, and
Other Products. In the figure below, we see that Secure,
Agile Networks is CSCO’s largest business segment,
followed by Services.

Business Segments % of Revenue FY2022
= Secure, Agile Metworks

= Intemet for the Future

Collaboration

0.02% _ = End-to-End Security
1.41%
= Optimized Application
Experiences
Other Products
10.24%
= Services

Source: CSCO 10K

Geographic Segments

CSCO is a multinational company, with key geographic
segments divided into Americas, Europe, Middle East, and
Africa (EMEA), and Asia Pacific, Japan, and China (APJC),
shown in the figure below:

Geographic Segments % of Revenue FY2022

15.6%

= Americas

= EMEA

26.6% 57.8% APJC

Source: FactSet

In FY2022, revenue from the United States alone was
$26.7 billion, comprising about 90% of Americas revenue,
and 48%, making the US CSCO’s largest market by
country®. Additionally, entering developing markets is a
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focus of CSCO’s growth strategy, so developments in these
markets will be important to monitor.

Secure, Agile Networks

The Secure, Agile Networks segment is currently CSCO’s
largest product category by revenue, generating $23.8
billion and comprising 46.2% of total revenue in FY2022.
This segment consists of switching, enterprise routing,
wireless, and compute products’. These technologies
consist of both hardware and software offerings, including
software licenses and software-as-a-service (SaaS). CSCO
states that the intention of these offerings is to help
customers build networks, as well as automate, integrate,
and digitize data.

The product portfolios are as follows:

Switching: Encompasses campus switching and data
center switching offerings. These provide the foundation
for converged data, voice, video, and internet-of-things
(loT) services. Products include the Catalyst 9000 series of
switches, and software subscriptions to Cisco DNA, which
is designed to provide animation, analytics, and security
features that can be centrally monitored, managed, and
configured?.

Enterprise Routing: Interconnects public and private
wireline and mobile networks, which are designed to
deliver highly secure and reliable connectivity to campus,
data center, and branch networks for enterprise and
commercial customers?.

Wireless: Provides indoor and outdoor wireless coverage
designed for seamless roaming use of voice, video, and
data applications?. Specific products include standalone,
controller  appliance-based, and switch-converged
wireless access points, and Meraki cloud-managed
offerings.

Compute: Includes technologies and solutions such as the
Cisco Unified Computing System, Hyperflex (CSCO’s
hyperconverged offering), and software management
capabilities?.

The Secure, Agile Networks segment grew 4.87% in FY
2022, and we expect strong to stable growth for this
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segment over the next 10 years, forecasting a 5.47% CAGR
from FY2022-2032:

Secure, Agile Networks FY2020-2032 Revenue
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Source: FactSet, HF Estimates

The global enterprise networking market, which consists
of routers, switches, and wireless access points, is
expected to grow at a 5.90% CAGR from 2023-2030,
becoming an $88.23B market, of which CSCO is a major
player, with 41% market share in 20222, This is driven by
increasing demand for IT infrastructure, rising bandwidth
requirements, enterprises shifting towards wireless
systems!®, and increasing adoption of internet of things
(loT) and cloud applications®. Assuming no changes to
CSCO’s business model, we assume this will remain their
largest segment over our 10-year forecast.

Internet for the Future

The internet for the Future segment consists of routed
optical networking, 5G, and silicon and optics solutions.
Specific solutions include CSCO’s Silicon One and pluggable
optics solutions, which are designed to greatly enhance
the economics of building and operating networks for
service providers, and to meet growing demand for low-
latency and higher speeds!. CSCO views optics becoming
increasingly important as connection speeds continue to
increase’.

The Internet for the Future segment grew 16.93% in
FY2022 driven by growth in the webscale provider market?!
and benefit from the 2021 acquisition of Acacia (a
communications equipment designer/manufacturer) in
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3Q FY2021%. We expect this strong growth in this segment,
forecasting an 8.38% CAGR from FY2022-2032:

Internet for the Future FY2020-2032 Revenue
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Beyond CSCQ’s guidance, we use two industries to help
guide our growth projections: the global 5G infrastructure
market and the global optical communication and
networking equipment market.

The global 5G infrastructure segment is expected to grow
at a CAGR of 34.2% from 2022-2030’. This is driven by
growing demand for better bandwidth connectivity with
low latency’, as well as 5G adoption through mobile phone
upgrade cycles®, though by 2030 this may include 6G
infrastructure as well. CSCO estimates that in 2023 around
10% of global mobile devices/connections will be 5G
capable®. The estimated growth in smartphone
shipments is shown in the figure below:

WORLDWIDE SMARTPHONE SHIPMENTS
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Source: CFRA Comm. Equipment Industry Survey, IDC

The global optical communication and networking
equipment market is expected to grow at a CAGR of 8.6%
from 2022-2027. This is driven by a rise in demand for
compact and energy-efficient transceivers, as well as an
expansion of telecom infrastructure in developing
economies?’. Within this market, the optical transceiver
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segment, which is among CSCO’s offerings, is expected to
grow at the highest CAGR of 32% over the forecast period.
As data traffic increases through advancements in Al,
machine learning, and 5G communication, demand for
high-scale data centers is expected to increase, which
helps drive growth for this offering’’. As a result, we
anticipate this segment to be CSCO’s most significant in
terms of future growth.

Collaboration

The Collaboration segment consists of CSCO’s Meetings,
Collaboration Devices, Calling, and Contact Center and
Communications Platform as a Service (CPaaS) offerings,
including  perpetual licenses and  subscription
arrangements'. CSCO’s strategy within this segment is to
power hybrid work through providing technology that
enables effortless collaboration among distributed teams.
In  addition, CSCO’s Webex (videoconferencing
application) portfolio boasts artificial intelligence and
machine learning capabilities that are stated to help
improve productivity®.

The Collaboration segment fell 5.39% in FY2022, driven by
declines in meetings and collaboration devices?.. We
expect sequential falls in FY2023 and 2024 as firms remain
cautious regarding spending, paired with prevalence in
alternative collaboration technologies. As such, we
forecast a -0.80% CAGR from FY2022-2032:

Collaboration FY2020-2032 Revenue (M) Growth
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Source: FactSet, HF Estimates

The global team collaboration software market size was
valued at $21.7B in 2021, and with CAGR estimates ranging
from 9.5% from 2022-20307 and 2.00% from 2023-2030°.
This is driven by the rising need for enterprises to
incorporate effective means of team collaboration across
organizations. However, given CSCO’s guidance, strong
competitors in this market, and macroeconomic
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conditions we do not anticipate CSCO to reach as high of
growth metrics over our forecast horizon. However, the
level of growth in hybrid work environments will be
important to monitor, as they may increase demand for
products in this segment.

End-to-End Security

The End-to-End Security segment consists of Cisco’s
Network Security, Cloud Security, Security Endpoints,
Unified Threat Management, and Zero Trust offerings.
CSCO has displayed a strong commitment to continue
investing in this segment, as security remains a high
priority for all customers, as well as seeing strong
sequential growth in this segment®. Additional solutions
include Secure Access by Duo for identify verification and
secure remote access, as well as Cisco+ Secure Connect,
combining network and security functionality into one
cloud-native service®. These offerings position CSCO well
to be a one-stop shop for many enterprise cybersecurity
solutions.

The End-to-End Security segment grew 9.37% in FY2022,
driven by CSCO’s unified threat management and zero
trust offerings®. We expect this segment to experience
strong growth as cybersecurity is expected to remain a
significant risk for companies moving forward, forecasting
an 7.38% CAGR from FY2022-2032:

End-to-End Security FY2020-2032 Revenue (M)
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The global cybersecurity market is expected to grow at a
CAGR of 12.3% from 2023-2030, driven by the number of
cyber-attacks with the emergence of e-commerce
platforms, deployment of cloud solutions, and increased
use of smart devices’. In addition, the cost of cybercrime
is expected to starkly increase going into the future, with
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the global cost rising from $8.44 trillion in 2022 to $23.84
trillion by 20278,

Optimized Application Experiences

Currently CSCO’s smallest product segment, the Optimized
Application Experiences (OAE) segment consists of CSCO’s
full stack observability and cloud-native platform
offerings. CSCO’s goal behind this segment is to provide
customers with visibility and insights across customers’
applications, networks, multi-cloud infrastructures, and
the Internet?. Specific offerings include AppDynamics for
monitoring and analytics, and ThousandEyes for network
services, allowing for 360-degree views across hybrid
digital ecosystems?.

The OAE segment grew 11.42% in FY2022, driven by strong
growth in CSCO’s ThousandEyes offering. We anticipate
strong growth in this segment, with a 6.85% CAGR from
2022-2032. CSCO intends to continue shifting their
business to incorporate more recurring revenue-based
offerings, which we expect to drive strong growth for this
segment.

OAE FY2020-2032 Revenue (M) Growth
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Source: FactSet, HF Estimates

Services

CSCOQ'’s Services segment consists of end-to-end customer
services, which provide a broad range of service and
support options for customers. As of FY2022, Services
comprised 26.3% of CSCO’s total revenue®.

CSCO has not provided any guidance regarding this
segment, and this is complementary to their overall
product offerings. Therefore, we forecast growth as
roughly an average over the past two years, reaching a CV
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growth of 1%. This equates to a CAGR of 1.38% from
FY2022-2032.

Services FY2020-2032 Revenue (M) Growth
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Cost Structure Analysis

The figure blow shows CSCO’s gross margin, operating
margin, cost of revenue, and net margins over both the
historical period and our forecast horizon:

CSCO Margins and COGS FY2016-2032
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Apart from the significant fall in net margin in 2018, CSCO
has experienced relative stability in their margins, with
slight fluctuation. We forecast these trends to generally
continue, though we do anticipate a slight decline in cost
of goods sold as CSCO increases their recurring revenue
and SaaS offerings, which we expect will gradually improve
their gross margins over our forecast horizon.

We expect CSCO’s operating margin to be driven by their
R&D expenses and SG&A expenses, which have

fluctuated but remained around the same range. As CSCO
has not provided estimates regarding these expenses, we
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took a two-year historical average as our forecast, to
reflect more recent values for CSCO.

Debt Maturity Analysis

The figure below shows Cisco’s debt maturity schedule as
of FY2022:

Five-Year Debt Maturity Schedule

Fiscal Year Payment (Smil)
2023 500
2024 1,750
2025 500
2026 750
2027 1,500
Thereafter 4,000
Total $9,000

Source: CSCO 10K

The figure below shows CSCO’s bond rating relative to
peers in the communication equipment industry. S&P
gives CSCO an AA- rating, which is considered investment
grade®®. Among its peers with available credit ratings,
CSCO is seen to have a strong capacity to meet financial
commitments. Its peers, however, either have adequate
capacity to meet these commitments (BBB) or are
considered the lowest investment-grade by market
participants?®.

Company Rating
Cisco Systems (CSCO) AA-
Arista Networks (ANET) No data
Hewlett Packard Enterprise (HPE) BBB
Juniper Networks (JNPR) BBB
Motorola Solutions (MSl) BBB-
Palo Alto Networks (PANW) No data

Source: S&P Global

In terms of liquidity ratios, CSCO has a quick ratio of 1.33
as of FY2022, and a current ratio is 1.43 as of FY2022. As a
result of all these factors, we do not anticipate CSCO
having issues repaying their debt.

ESG Analysis

ESG, or Environment, Social, and Governance, is a
framework to assess the sustainability and ethical impact
of companies based on those three metrics. We find CSCO
to be well-positioned among its peers, having an ESG risk
rating of 12.40, one of the lowest in its peer group. In the
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table below, a lower ESG risk rating score is considered

better.

Company ESG Risk Rating
Cisco Systems (CSCO) 12.40 Low
Arista Networks (ANET) 15.41 Low
Hewlett Packard Enterprise (HPE) | 10.76 Low
Juniper Networks (JNPR) 14.67 Low
Motorola Solutions (MSI) 12.91 Low
Palo Alto Networks (PANW) 13.92 Low

Source: Morningstar Sustainalytics

In addition, CSCO ranks highly in terms of its ESG scores
relative to its industry group and the global universe of
companies covered by Morningstar Sustainalytics:

ESG Risk Rating [ covrreensive |@
12.4
. Risk

Negligible Low

Ranking
Industry Group (1st = lowest risk)

Technology Hardware 92 outof 681

Universe

Global Universe

676 outof 15528

This is driven by CSCO’s strong ESG initiatives across
people, global communities, and the environment. Key
highlights of current ESG initiatives are shown below?:

e Maintained over 80% employee participation in
community impact from FY2019-2022.

e Positively impacted 848 million (goal of 1 billion)
people through social impact grants and signature
programs from FY2016-2022.

e Set target of net zero CO, emissions by 2040.

e Reduced Scope 1 and 2 greenhouse gas emissions by
39% compared to FY2019.

RECENT DEVELOPMENTS

Q2 FY2023 Earnings Announcement

CSCO announced their second quarter earnings for FYE
July 2023 on February 15, 2023. Their quarterly EPS beat
consensus estimates by 2.91%, and revenue by 1.34%. This
was driven primarily by growth across CSCQO’s enterprise
and commercial markets, with Secure, Agile Networks,
Optimized Application Experiences, and End-to-End
Security experiencing the largest growth, respectively. In
addition, management cites increased demand for CSCO’s
cloud-driven networking portfolio, continued success with
business transformation, and improving supply situation
as large contributors towards growth?.
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CSCO expects strong year-over-year revenue growth to be
9% to 10.5%, with GAAP EPS between $2.85 and $2.96.
This is driven by increasing recurring revenue as a
percentage of total revenue (now 44%), aggressive actions
to improving CSCO’s supply chain to increase product
deliveries and decrease lead times, as well as increasing
enterprise technology budgets despite macroeconomic
headwinds?. We anticipate CSCO being able to reach their
revenue growth estimates given the resiliency of demand
in their end markets, though this does present a threat to
our current target price should this growth fail to
materialize. Considering these factors, we anticipate a
revenue growth of 9.52% and GAAP EPS of $2.88 in
FY2023, in-line with CSCQO’s expectations.

COVID-19 Impact

The COVID-19 pandemic caused significant supply chain
disruptions across the communication equipment
industry, which significantly impacted CSCO as well. The
supply chain disruptions led to factories in China shutting
down for a period of time, which increased lead times and
adversely impacted CSCO’s financial performance.
However, it provided new opportunities for CSCO with
many organizations shifting to remote work, increasing
demand for CSCO’s Collaboration products such as Webex.
Currently, CSCO is still at a heightened risk for supply chain
disruptions but may benefit from the increasing popularity
of the hybrid work environment and increased enterprise
technology spending. As of CSCO’s most recent earnings,
management has expressed an improvement in their
supply situation, and has a robust backlog of orders.

Russia-Ukraine War

In March 2022, CSCO announced it would stop business
operations in Russia and Belarus for the foreseeable
future, beginning the exit in June 2022. Business
operations in Russia, Belarus, and Ukraine accounted for
approximately 1% of total revenue for FY2021, and 0.1%
of total assets at the end of FY2022®. This resulted in a
negative impact of about $200 million on total revenue for
FY2022, and the recognition of non-recurring charges of
$91 million in cost of sales and operating expenses in
FY20221.

M&A Activity

CSCO has had a strong M&A history, with 51 recorded
M&A deals over the past five years?, including the recent
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acquisition of Valtix and the announcement to acquire
Lightspin. Valtix, a privately held cloud security company,
was acquired by CSCO in late February 2023. In March
2023, CSCO announced its intention to acquire Lightspin, a
Tel Aviv-based company offering end-to-end cloud
security posture management (CSPM) across cloud-native
resources®. The financial terms of these deals were not
disclosed as of this report. CSCO management has
indicated that it will be increasing its cybersecurity
offerings in the next 12-18 months?, which we view these
acquisitions to be a sign of.

We view CSCO’s M&A activity as a large source of growth
for the company, and given CSCQO’s history and guidance
we expect this trend to continue in the future. However,
the companies CSCO acquires are subject to additional risk
as well, so CSCO’s acquisitions will be an important factor
to monitor. In our forecasts, we consider CSCO’s
commitment to cybersecurity as a driver of growth. While
we do not know the details of future acquisitions, we
expect them to be in industries expecting high growth,
such as Internet for the Future.

MARKETS AND COMPETITION

Supply Chain Risks

CSCO does not currently own or operate the bulk of their
manufacturing facilities and is heavily reliant on their
external supply chain®. CSCO works with contract
manufacturers and component suppliers across the world,
so aside from potential global disruptions, there is
additional risk if CSCO’s partners encounter financial
problems, capacity shortages, or supply shortages. These
could adversely impact CSCO’s gross margins and the
company’s ability to effectively respond to changing
customer demand. As of their most recent earnings, CSCO
has cited that aggressive actions had been taken to de-risk
their supply chain, specifically through product redesigns
which reduce lead times. While this is an ongoing process,
we view CSCO’s supply chain as a current potential threat
to CSCO’s operations. To our knowledge, CSCO has not
provided an exact figure as to how much this supply chain
de-risking will cost but remains optimistic towards FY2023
and 2024 growth.

Competitive Environment

While the communication equipment industry remains
highly competitive, CSCO is currently a strong market
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leader. CSCO is viewed as a one-stop-shop networking
vendor, having the capability to offer comprehensive
networking solutions to customers® that give it a
competitive advantage over peers, who may specialize in
only one aspect of the broader market.

Expected industry drivers include rapid adoption of
internet video and social media content, increased
adoption of smartphones, and shift towards a more
virtualized network environment for enterprises and
service providers®. The estimated increase in data traffic,
which indicates demand for networking equipment, is
shown in the figure below:

Global Mobile Data Traffic Forecast

(exabytes per month)

180
160
140 ]
120
100 ]
80 .
60 _—
2 o .
« L
, I
2019 2020 2021 2022 2023 2024
(e) (@) (@)
m\ideo m Social Networking Software Update m Other

Traffic refers to aggregated traffic in mobile access networks and does not
include DVB-H, Wi-Fi, or Mobile WiMax traffic.
Source: Ericsson.

Source: CFRA Comm. Equipment Industry Survey

The threat of new entrants is viewed as moderate, as the
industry is fast-changing with short product cycles®. As a
result, innovation and strategic acquisitions will be key to
maintaining competitive advantage among top players®.
Arista Networks, for instance, was founded by former
CSCO employees, and has experienced relative success
producing data center switches, and now competes with
Csco.

PEER COMPARISONS

We compared CSCO across other companies in the
communication equipment industry, focusing on those
either outlined by CSCO to be their competitors and/or are
major players in the industry. Our peer group includes:
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e Arista Networks (ANET)

Hewlett Packard Enterprise (HPE)

Juniper Networks (JNPR)

Motorola Solutions (MSI)
Palo Alto Networks (PANW)

Market Valuation & Dividend Yield

Company | Market Cap (B) | P/E (LTM) | Div. Yield
Csco 210.0 18.8 3.0%
ANET 48.7 374 0.0%
HPE 20.6 24.6 3.0%
JNPR 10.9 23.6 2.6%
MSI 47.4 35.7 1.2%
PANW 58.1 2,552.1 0.0%

Source: FactSet

Profitability Ratios
Company | Oper. Gross ROA (%) | ROE (%)

Margin Margin

CSco 27.4 61.9 12.3 29.1
ANET 35.0 61.1 21.6 30.5
HPE 3.1 314 15 4.4
JNPR 10.2 56.4 5.2 10.7
MSI 19.6 43.8 10.9 3,586.8
PANW -34 68.8 -2.4 -63.2

Source: FactSet

Investment and Efficiency Ratios
Company | R&D %Sales | CapEx %Sales | EV/EBITDA
Csco 13.1 0.92 12.3
ANET 16.6 3.30 29.8
HPE 7.2 11.0 6.4
JNPR 19.5 2.0 15.3
MSI 8.6 2.8 23.3
PANW 25.8 3.5 314.8

Source: FactSet

Arista Networks (ANET)

Arista Networks (ANET) engages in the business of
developing, marketing, and selling cloud networking
solutions, primarily selling Ethernet switches and software
to data centers!. ANET’s flagship product is their
Extensible Operating System (EOS), which is a network
operating system which aims to improve organizations’
improvement of their performance, security, and
scalability of their data center and cloud computing
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environments. ANET serves a wide range of customers
including internet companies, service providers, financial
services organizations, government agencies, media and
entertainment companies, and others?. The company was
founded in 2004 by former CSCO employees and is
headquartered in Santa Clara, California.

ANET beat analyst EPS expectations by 16.19% and
revenue by 6.21% in their most recent earnings report in
December 2022. This growth was driven by healthy
customer additions and growth in the enterprise
vertical??1°. The company is forecasting growth in FY2023
despite macro headwinds and intends to further optimize
their supply position while reducing their product lead
times?2. We see ANET as CSCO’s primary competitor in the
data center networking market.

Hewlett Packard Enterprise (HPE)

Hewlett Packard Enterprise (HPE) is a global edge-to-cloud
company, operating through its Compute, High
Performance Computing & Al, Storage, Intelligent Edge,
Financial Services, and Corporate Investments segments.
HPE’s products include server, storage, networking, and
software offerings. HPE was founded in 1939 and is
headquartered in Spring, Texas.

HPE beat analyst EPS expectations by 17.76% and revenue
by 5.50% in their most recent earnings report in January
2023, and raised full-year revenue growth guidance from
3% to 6%*. This was driven by an order book about twice
the size of historical levels and positive reception of HPE
Greenlake, HPE’s hybrid cloud platform?. HPE sees an
opportunity in the rapidly growing market for Al
software?!, and we expect HPE to remain a competitor
against CSCO in the enterprise networking, data center,
and cloud markets.

Juniper Networks (JNPR)

Juniper Networks designs, develops, and sells products
and services for high performance networks for customers
to build scalable, reliable, secure, and cost-effective
networks. Specific offerings include routing, switching, Wi-
Fi, network security, Al-enabled enterprise networking
operations, and software-defined networking
technologies®. JNPR was founded in 1996 and is
headquartered in Sunnyvale, California. JNPR competes
against CSCO primarily in the enterprise networking
market.
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JNPR beat analyst EPS expectations by 0.66% but fell short
by 2.41% in revenue in their most recent earnings report
in December 2022. JNPR’s sales were negatively impacted
by supply and logistical challenges, though experienced
strong performance in its enterprise and cloud
businesses?*. We anticipate supply chain issues and
uncertainty surrounding end-markets to be JNPR’s most
significant short-term challenges.

Motorola Solutions (MSI)

Motorola Solutions (MSI) provides communication
infrastructure, devices, accessories, software, and
services®. The bulk of MSI’s revenue comes from sales of
land mobile radios and radio network infrastructure!. The
company primarily serves public safety departments as
well as schools, hospitals, and other businesses!!. MSI was
founded in 1928 and is headquartered in Chicago, lllinois.

MSI beat December 2022 EPS earnings expectations by
4.82% and revenue by 6.78%. This was driven by strong
demand for its land mobile radio (LMR) and video access
control offerings®. While CSCO and MSI have differing
target markets and product offerings, they do compete
across wireless networking and security solutions, and we
expect MSI to maintain their strong positioning in their
target markets.

Palo Alto Networks (PANW)

Palo Alto Networks (PANW) provides network security
solutions to enterprises, service providers, and
government entities. PANW is seen as a leader in
cybersecurity solutions, including network security, cloud
security, and security operations®?, which help position the
firm to capture the high expected growth from the
cybersecurity market. PANW was founded in 2005 and is
headquartered in Santa Clara, California.

PANW beat January 2023 EPS earnings by 35.43% and
revenue by 0.34%. This marked the third consecutive

quarter of profitability following a decade of
unprofitability®®, with management expecting the
cybersecurity market to be resilient despite

macroeconomic headwinds. In addition, management
now believes that PANW meets the requirements for
inclusion into the S&P 500%, though as of this report it
remains traded on the US NASDAQ.
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Relative Performance

Over a one-year period (4/1/2022 to 4/1/2023), CSCO
outperformed the market and JNPR, though did
underperform against its other peers, outlined in the
figure below. It should be noted that relative performance
depends significantly on the timeframe used, so this
should not be used as the sole indicator of CSCO’s
competitive positioning and overall performance.

Relative Performance to S&P 500

Cumulative Return

May Jul Sep Nov Jan Mar

Source: Yahoo Finance, quantmod R package

ECONOMIC OUTLOOK

Real GDP Outlook

In Q4 and Q3 of 2022, the real gross domestic product
(GDP) increased at an annual rate of 2.6% and 3.2%,
respectively!?. Looking forward, the Conference Board
forecasts real GDP growth to be 0.3% in 2023, though this
may be negative if the US fails to achieve a soft landing for
the economy. Among the key risks facing the economy
currently that we expect to negatively impact GDP growth
include higher levels of inflation and increasing interest
rates, which would negatively impact consumer spending.
This is paired with the heightened probability of a
recession in 2023, a hypothesis that is supported by the
current inverted yield curve, which have historically
preceded recessions.
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Seasonally adjusted annual rates

For the communication equipment industry, lower GDP
growth, or potentially a recession, could have a significant
negative impact on demand, as enterprise and commercial
end markets will curb spending. While enterprise
technology budgets have remained resilient so far,
depending on the severity of the macroeconomic climate
this may be subject to change. Of CSCQO’s product
segments, we believe End-to-End Security to remain the
most resilient in the face of recession, as we do not
anticipate firms cutting back on cybersecurity spending.
Other product segments, such as Collaboration and
Secure, Agile Networks may potentially be more
discretionary if firms opt to delay upgrades of internal
networking systems or forgo additional spending on
collaboration solutions.

Fed Funds Rate & Inflation

The Fed Funds rate has ripple effects throughout the
economy, impacting longer-term interest rates, such as
mortgages, loans, and savings, which significantly impact
consumer wealth and confidence. As for inflation, while
the US CPI inflation rate has decreased from its 2022 high
of 9.1%, it remains well above the Fed’s 2% target, being
5.2% as of March 2023%. A high rate of inflation can
adversely affect CSCO’s supply chain and investment
activities, due to rising raw material prices and decreased
investment value.

The Fed has been consistently hiking interest rates since
early 2022 to bring down inflation to a 2% target.
Currently, the Fed Funds rate is at a target price of 4.75-
5.00%, with the market factoring in an additional 25 bps
rate hike in the Fed’s May meeting*.

While we believe these hikes are necessary to reduce
inflation, this is expected to impact CSCO adversely if rates
continue to rise. CSCO maintains an investment portfolio
of various holdings, types and maturities, notably
available-for-sale debt investments. CSCO’s fair value (as
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of their annual report) for their available-for-sale debt
investments was $11,947M, and a hypothetical interest
rate increase of 150 basis points would decrease the fair
value to $11,630M. From July 2022 (the date of the
annual report) to March 2023, the effective federal funds
rate has increased 297 basis points®3.

Federal Funds Rate 2016-2023
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Source: FRED

VALUATION

Revenue Growth

Our growth assumptions are based on Cisco’s product
categories, with a forecasted CAGR of 4.66% from FY2022-
2032. For FY2023, we forecast revenue growth as on the
lower end of management expectations, or 9.52%. Our
largest growth expectations come from CSCO’s Internet
for the Future, End-to-End Security, and Optimized
Application Experiences product segments, as we see
strong growth in the markets that use these products over
our forecast horizon. By the end of our forecast period,
Secure, Agile Networks is expected to make up the
majority of CSCO’s revenue, with 49.93%. Historical
revenue growth and our estimates are shown in the figure
below:
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Earnings Estimates

Compared to consensus estimates, we forecast slightly
lower earnings for 2023E, 2024E, and 2025E, which we
believe is driven by differences in assumptions and future
tax rate. For FY2023, we use the same tax rate as the
consensus, or 19%. This is CSCO’s estimation for their 2023
effective tax rate. Moving forward, we use CSCQO’s implied
marginal tax rate of 23.50% for our tax rate assumptions,
which may deviate from consensus estimates for tax rates.
However, our earnings and revenue estimates still align
with CSCO’s GAAP guidance. It should be noted that many
published analyst expectations are non-GAAP EPS
estimates, which we did not estimate and are higher than
the GAAP estimates.

Operating Expenses

CSCO’s operating expenses as a percentage of sales have
remained fairly consistent over time, and CSCO did not
give specific guidance as of their last earnings report. As a
result, we chose to take a 3-year average of operating
expenses to project over our forecast. We applied a -0.5%
growth factor to COGS, however, as we anticipate CSCO to
continue to shift to more SaaS-based and recurring
revenue-based offerings that will increase their gross
margin into the future.

Dividend & Share Repurchase Projections

CSCO has a strong history of increasing their dividend
payments each year, with the recent increase to $0.39
marking CSCO’s 13™ consecutive increase. Currently, CSCO
has a dividend yield of 3.8%. As CSCO has not indicated
otherwise, we assume this growth will continue at a rate
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equal to that of the average growth rate of the past two
years, or 2.78%.

Regarding share repurchases, CSCO announced that they
had repurchased $1.3B worth of share repurchases this
quarter, with $13.4B remaining share repurchase
authorization. In our forecasts, we assume CSCO uses the
full $13.4B authorization over our forecast horizon, with
most significant repurchases occurring in FY2023 and
2024. However, these will be subject to change per
announcements from CSCO.

WACC Assumptions

We calculated a weighted average cost of capital of 7.69%
for Cisco, below the FactSet consensus estimate of 8.10%.
For this calculation, we used the following assumptions:

Risk-Free Rate: We used 3.47%, the 10-year US Treasury
Bond yield as of April 1, 2023.

Beta: We used the average of the weekly 3-year, 4-year,
and 5-year raw betas from Bloomberg, equal to 0.81.

Equity Risk Premium: We used the Henry Fund consensus
estimate of 5.50%.

Using the capital asset pricing model (CAPM), we derived
a cost of equity of 7.69% for CSCO. It should be noted that
this differs from the FactSet estimate of 8.29%, due to
differing assumptions.

Pre-tax Cost of Debt: We used 4.33%, the yield for CSCO’s
outstanding corporate bond closest to our 10-year
forecast horizon. This bond matures on September 20,
2026.°

Tax Rate: We used 23.50% for our forecast horizon, equal
to the implied marginal tax rate of FY2022. Historically, the
effective tax rate of CSCO has remained fairly close to the
implied marginal tax rate, outlined in the figure below:
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Source: CSCO 10K’s

We opted to use the book value of debt as a proxy for the
market value of debt, given the difficulty of estimating this
value for CSCO.

DCF / Economic Profit (EP)

Our discounted cash flow (DCF) and economic profit (EP)
models both yielded an implied price today of $58.12,
representing an upside of 11.2% from the current price.
We opt to use this as our primary model driving our
recommendation, as this model considers more company-
specific factors and allows us to incorporate growth
assumptions per product segment. Our assumption is for
CV growth of NOPLAT is 1.86%, equal to the growth of
NOPLAT of the last year in our forecast horizon, which we
view to be sustainable.

Relative Valuation (P/E and PEG)

For our relative valuation models, we considered five of
CSCO’s main competitors in the communication
equipment subsector, which include Palo Alto Networks,
Arista Networks, Motorola Solutions, Juniper Networks,
and Hewlett Packard Enterprise.

Our relative P/E valuation models yielded an implied price
today of $56.83 based on 2023 forecasted EPS, implying
that it is currently undervalued relative to peers. While we
do consider Palo Alto Networks to be a peer of CSCO, we
omitted the company from our relative P/E valuation
model due to their significantly larger P/E ratio. Our
relative PEG valuation models yielded an implied price of
today of $27.73 based on 2023 forecasted EPS. We favor
using the P/E model, given the uncertainty of EPS growth
for these companies, and the starkly lower target price
relative to all other models.
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Dividend Discount Model (DDM)

Our dividend discount model (DDM) yielded an implied
price of $45.82, representing a baseline for the stock price
based on the company’s dividend payments, but our
model suggests the firm could pay a larger dividend than
the current amount. As of this report, CSCO recently
increased their dividend to $0.39, marking their 13%
consecutive increase. As CSCO has not indicated
otherwise, we anticipate this growth to continue in the
future. We opted to use a CV growth of EPS equal to the
growth in our terminal year, or 2.22%, which we view to
be sustainable in the long-term. It should be noted that
this EPS growth is slower than our short-term projected
EPS growth, which could be the source of a lower valuation
from this model.

Sensitivity Analysis

Our target price for CSCO is sensitive to certain factors,
including our 2023 growth factors, given that they are
significantly higher than the three-year historical average
and based off CSCQO’s earnings guidance. Historically and
over our forecast horizon, Secure, Agile networks accounts
for nearly 50% of CSCO’s total revenue, so changes in this
segment’s growth can alter are target price. In our testing
range, our target price can vary from $56-59 from our 2023
growth projection alone for Secure, Agile Networks
growth. Variances in our Internet for the Future 2023 do
not have as great of an impact of our target price, as this
does not comprise as large of a percentage of total
revenue.

2023 Secure, Agile Networks Growth
$ 58.18 7.25% 9.25% 11.25% 13.25% 15.25% 17.25%  19.25%
11% 55.89 56.45 57.02 57.58 58.14 58.70 59.27|
13% 56.04 56.61 57.17 57.73 58.29 58.80 59.42]
15% 56.19 56.76 57.32 57.88 58.44 55.01 59.57
17% 56.34 56.91 57.47 58.03 58.59 59.16 59.72]
19% 56.49 57.06 57.62 58.18 58.74 59.31 59.87
21% 56.65 57.21 57.77 58.33 58.50 59.46 60.02
23% 56.80 57.36 57.92 58.48 59.05 59.61 60.17

2023 IFtF Growth

Regarding relative volatility, we assume a beta of 0.81 (3yr,
4yr, 5yr weekly raw beta average) to capture a longer-term
value for CSCO that we view to be reflective of the long-
term. However, our target price can vary greatly
depending on our beta assumption, as if we were to use
and estimate closer to Yahoo Finance’s beta value of 0.98,
our target price would drop to $49-53.
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Beta

58.18 0.51 0.61 0.71 0.81 0.91 1.01 111

3.17% 84.02 74.51 66.98 61.09 55.80 51.54 47.90

o 3.27% 82,11 73.02 65.78 60.09 5497 5083 47.29
o 3.37% 80.29 71.58 64.62 59.12 5417 50.15 46.70
@ 3.47% 78.53 70.19 63.49 58.18 53.38 4943 46.12
:U',‘ 3.57% 76.88 68.88 62.42 57.29 52.63 48.84 45.57
[3 3.67% 75.29 67.60 61.37 56.41 51.90 48.21 45.02
3.77% 73.76 66.37 60.37 55.57 53118 47.59 44.49

Regarding tax rates, assuming a value closer to CSCQO’s
effective tax rate over our forecast horizon could increase
our target price slightly, in the magnitude of $2-3. Our
target price is relatively agnostic towards our capital
expenditure and ROl assumptions, shifting around $0.50
over the sensitivity test.

KEYS TO MONITOR

For CSCO, key points to monitor will be their competitive
landscape, CSCO’s supply chain, M&A activity, product
offerings, and macroeconomic environment moving
forward.

With an uncertain macroeconomic climate and a regime of
rising interest rates, it will be important to monitor CSCO’s
investment profile and demand in end markets. A
downturn in enterprise technology spending, particularly
on cybersecurity or networking solutions, would be
especially relevant for CSCO.

While CSCO has been making improvements to their
supply chain, they still do not own or operate their
manufacturing facilities, many of which are overseas.
Financial issues among these partners or other widespread
supply chain issues will put CSCO at heightened risk.

CSCO has historically driven its growth through its M&A
activity, though these transactions do have the potential
to fall through, or not provide the value-add that CSCO
anticipates. The target market these acquisitions tailor to
as well as the acquisition price (if publicized) will be
important to monitor.

As the industry is highly competitive, CSCO competes with
many other companies across different product offerings.
As customer demands change and new technologies
become available, it will be critical for CSCO to maintain
their level of innovation to sustain their competitive
positioning.
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Summary

We recommend a HOLD rating for Cisco Systems, with a
target price range of $53-58 based on our DCF, EP, and
relative P/E valuation models. This represents a current
upside of approximately 3-11% from the current price of
$52.28. The communications equipment industry, of
which CSCO is a market leader, is poised for strong growth
into the future, with CSCO having the capability to deliver
comprehensive networking solutions to customers that
will bolster its competitive advantage. We expect CSCO to
capitalize on growth in cybersecurity, enterprise
networking, 5G, and related end markets.
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Cisco Systems, Inc.
Revenue Decomposition

Revenue by Product Category
Secure, Agile Netwarks 23765 22722 73879 26986 29415 31474 33363 35031 36432 37889 39076 39806 40803
Growth Rate -2.33% 4.87% 13.25% 2.00% 7.00% 6.00% 5.00% 4.00% 4.00% 3.00% 2.00% 2.00%
% of Total Revenue 47.13% 45.61% 46.22% 47.79% 48.45% 48.83% 43.11% 49.33% 49.52% 49.74% 49.89% 49.91% 49.93%
Internet for the Future 4180 4514 5278 6281 7223 2090 8899 9611 10187 10697 11124 11458 11802
Growth Rate 7.59% 16.93% 15.00% 15.00% 12.00% 10.00% 8.00% 6.00% 5.00% £.00% 3.00% 3.00%
% of Total Revenue B.48% 5.06% 10.24% 11.12% 11.80% 12.55% 12.10% 13.53% 13.85% 14.04% 14.22% 14.37% 14.51%
Collaboration 4823 4727 4472 4383 4295 4252 4209 4157 4176 4176 4176 4126 4126
Growth Rate -1.99% -5.35% -2.00% -2.00% -1.00% -1.00% -1.00% -1.00% L00% 0.00% 0.00% 0.00%
% of Total Revenue 5.78% 3.43% B8.67% 7.76% 7.07% 6.60% 6.20% 5.87% 5.61% 5.42% 5.27% 5.17% 5.07%
End-to-End Security 3158 3382 3693 4180 4807 5334 5859 5339 6719 7122 7407 7629 7858
Growth Rate 7.09% 8.37% 13.00% 15.00% 11.00% 10.00% 8.00% 6.00% 6.00% £.00% 3.00% 3.00%
% of Total Revenue 5.41% 6.79% 717% 7.40% 7.82% 8.28% 8.64% 8.93% 9.13% 9.35% 2.47% 9.56% 9.66%
Optimized Application Experiences 524 B854 729 524 914 1006 1084 1151 1221 1269 1320 1373 1414
Growth Rate 24 81% 11.47% 13.00% 11.00% 10.00% 8.00% 6.00% 6.00% 4.00% £.00% £.00% 3.00%
% of Total Revenue 1.06% 1.31% 1.41% 1.46% 151% 1.56% 1.60% 1.62% 1.66% 1.67% 1.68% 1.72% 1.74%
Other Products 28 15 11 7 3 1 a a [} [} 0 0 0
Growth Rate -46.43% -26.67% -36.36% -57.14% -66.67%  -100.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
% of Total Revenue 0.06% 0.03% 0.02% 0.01% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Services 13323 13804 13538 13804 14056 14303 14510 14713 14889 15068 15119 15371 15524
Growth Rate 3.61% -1.92% 1.96% 1.83% 1.75% 1.45% 1.40% 1.20% 1.20% 1.00% 1.00% 1.00%
% of Total Revenue 27.02% 27.71% 26.26% 24.45% 23.15% 22.19% 21.36% 20.72% 20.24% 19.78% 19.46% 19.27% 19.09%
Total Revenue 49301 49818 51557 56464 60714 64461 67936 71011 73574 76171 78222 79763 81327
Grawth Rate 1.05% 3.49% 9.52% 7.53% 6.17% 5.39% 4.53% 3.61% 3.53% 2.69% 157% 1.96%
Revenue by Geographic Segment
Americas 79791 79141 29814 33083 35407 37546 39665 41411 47905 44438 45627 46523 47438
Growth Rate -5.29% -0.44% 2.24% 10.97% 7.02% 6.04% 5.64% 4.40% 3.61% 3.57% 2.67% 187% 187%
% of Total Revenue 59.41% 58.54% 57.83% 58.59% 58.32% 58.25% 58.39% 58.32% 58.32% 58.34% 58.32% 58.33% 58.33%
EMEA 12659 12951 13715 14733 15925 16958 17806 18640 19317 19986 20532 20936 21344
Growth Rate -3.57% 231% 5.90% 7.42% 8.10% 6.49% 5.00% 4.68% 3.63% 3.48% 2.73% 157% 1.55%
% of Total Revenue 25.68% 26.00% 26.60% 26.09% 26.23% 26.31% 26.21% 26.25% 26.268% 26.24% 26.25% 26.25% 26.24%
APIC 7352 706 8027 8648 9381 2957 10465 10960 11351 11747 12068 12304 12545
Growth Rate -6.668% 4.82% 4.17% F74% B47% 6.13% 511% 4.73% 3.57% 3.48% 2.73% 196% 1.96%
% of Total Revenue 14.91% 15.47% 15.57% 15.32% 15.45% 15.45% 15.40% 15.43% 15.43% 15.42% 15.43% 15.43% 15.43%
Total Revenue 49302 49818 51556 56464 60714 64461 67936 71011 73574 76171 78222 79763 81327
Growth Rate 1.05% 3.49% 9.52% 7.53% 6.17% 5.39% 4.53% 3.61% 3.53% 2.69% 187% 1.98%
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Fiscal Years Ending Dec. 31 2020 2021 2022 2023E 2024E 2025E 2026E 2027E 2029E 2030E 2031E 2032E
Product revenue 35978 36014 38018 42660 46657 50158 53426 56299 61103 63003 64392 65802
Service revenue 13323 13804 13539 13804 14056 14303 14510 14713 15068 15219 15371 15524
Total revenue 49301 49818 51557 56464 60714 64461 67936 71011 76171 78222 79763 81327
Product cost of sales 13195 13300 14814 16009 17640 18110 20201 21341 23148 23885 24413 24941
Service cost of sales 4418 4624 4495 4595 4685 4759 4831 4699 5017 5067 5117 5169
Total cost of sales (excl. DIA) 15810 16062 17352 18844 20651 22557 24050 25308 27223 28004 28579 29156
Depreciation Expense 1008 931 830 766 787 796 801 304 806 807 807 308
Amortization Expense 800 931 1077] 300 773 403 61 2 0 0 0 0
Gross margin 31683 31894 32248 35055 38493 40705 43024 44898 48141 49411 50377 51364
Research & development 6347 6549 6774 7370 7961 8445 8892 9303 9975 10245 10447 10651
Sales & marketing 9169 9259 9085 10315 11025 11613 12329 12858 13798 14161 14440 14726
General & administrative 1925 2152 2101 2315 2529 2651 2803 2936 3145 3230 3292 3357
Amortization of purchased intangible assets 4 215 313 205 175 129 120 119 119 119 119 119
Restructuring & other charges 481 856 6] 479 478 336 451 441 461 464 472 487
Total operating expenses 18063 19061 18279 20685 22168 23175 24595 25658 274398 28220 28770 29341
Operating income (loss) 13620 12833 13969| 15270 16325 17530 13429 19240 20643 21190 21607 22022
Interest income 920 618 476 498 521 545 571 597 654 684 716 749
Interest expense 585 434 360 423 436 453 462 476 496 506 513 521
Other income (loss), net 15 245 392 1] 0 a 0 a 0 0 0 0
Interest & other income (loss), net 350 429 508] 75 85 92 108 122 158 179 202 228
Income (loss) before provision for (benefit from) income taxes 13970 13262 14477 15345 16409 17622 18538 19362 20801 21369 21810 22250
Provision for (benefit from) income taxes 2756 2671 2665 2916 3856 4141 4356 4550 4888 5022 5125 5229
Net income (loss) 11214 10591 11812 12430 12553 13481 14181 14812 15913 16347 16684 17021
Weighted average shares outstanding - basic 4238 4222 470 4078 4020 3982 3960 3946 3922 3912 3904 3896
Year end shares outstanding 4237 4217 4110 4,046 3,995 3,969 3952 3,939 3,916 3,908 3,800 3,893
Net income (loss) per share - basic 285 251 283 3.05 312 3.39 3.58 3.75 4.06 4.18 427 4.37
Cash dividends declared per commen share 1.42 146 150] 5 156 S 160 5 165 5 169 S 174 5 184 5 189 § 194 s 2.00
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Cisco Systems, Inc.
Baolance Sheet

cal Years Ending Dec.

Cash & cash equivalents 11809 9175 TO07TY 14050 21531 43160 50912 59114 75398 83¢
Investments 17610 15343 12188 12753 13345 15288 15597 16739 1751 18327 19177
Accounts receivable, net 5472 5766 6622 6685 7338 8617 8939 8228 9678 5862
Invenfories 1232 15589 2568 2016 2364 2820 2940 3008 3158
Financing receivables, net 5051 4380 3905 5008 5107 5970 6184 6433 6718
Other current assets 2349 2889 4355 3578 4166 49437 5145 5270 5549 5548
Total current assets 43573 39112 I6TIT 44090 53850 BO797 90118 99790 109438 118837 128395
Total gross property & equipment 11014 10915 10165 10986 11796 14221 15029 15837 16645 17454 18267
Less: accumulated depreciation & amortization &361 8580 8168 B934 9720 12120 12926 13732 14539 15347 16154
Property & equipment. net 2453 2338 1997 2052 2076 2103 2105 2107 2107
Financing receivables, net 5714 4354 4009 4963 5029 6211 6447 6609 6742 6873
Goodwill 338086 38166 38304 38304 38304 38304 38304 38304 38304 38304 38304
Purchased intangible assets, net 1578 3619 2569 2194 1609 1493 1493 1493 1493 1493
Deferred tax asseis 3990 4360 4449 4664 4880 5202 6187 6485 6798 7126
Other assels 2820 3821 4954 5184 5424 6502 6804 7119 7449 7795
Operating lease right-of-use assets 921 1095 1003 1031 1043 ] 1053 1055 1056 1057 1058 1058 1058
Total assets 94853 97497 94002 102432 112223 121715 131373 141612 151690 162182 172613 182789 193152
Shori-term debt 3005 2508 1099 1242 1363 1477 1525 1605 1667 1719 1804 1838
Accounts payable 2218 2362 2281 2572 2777 2912 3090 3229 3338 3461 3622 3695
Income taxes payable 839 801 961 938 1240 1332 1401 1463 1513 1572 1648 1682
Accrued compensation 3122 3818 3316 3845 4231 4342 4545 4863 5008 5203 5442 5552
Deferred revenue 11408 12148 12764 13611 14832 15756 16526 17326 17944 18564 15076 19448 19828
Other current liabilities 4741 4620 5198 5453 5872 6320 6598 6903 7172 7411 7616 7767 7917
Total current liabilities 25331 26257 25640 27660 30314 32140 33785 35395 36649 37931 38970 39732 40511
Long-term debt 11578 2018 8416 8518 g707 8987 9148 9369 9553 9730 9898 10042 10188
Income taxes payable 8837 8538 7725 7353 6990 6662 6342 6036 5746 5468 5206 4855 4717
Deferred revenue 9040 10016 10450 11061 12147 12876 13490 14164 14660 15165 16200
Other long-term liabilities {excl. Deferred tax liabilities) 2068 2259 1913 2002 2095 2192 2293 2400 2511 2627 3010
Deferred Tax Liabilifies 31 134 55 55 54 54 54 54 53 53 52
Total liabilities 56933 56222 54229 56649 60316 62911 65110 67418 69173 70976 73548 74678
Gommon stock & additional paid-in capital 41202 42346 42714 42756 42764 42764 42764 42764 42764 42764 42764 42764
Retained eamings (accumulated deficit) -2763 -654 -1319 4693 10764 17662 25121 33052 41375 50064 59008 68093 77331
other P ive income (loss) -519 =417 -1622 -1622 -1622 -1622 -1622 -1622 -1622 -1622 -1622 -1622 -1622
Total equity I7920 4275 39773 45833 51906 58804 66263 74154 82517 91206 100150 109241 118474
Total liahilities and equity 94853 97497 94002 102482 112223 121715 131373 141612 151690 162182 172613 182789 193152
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Cisco Systems, Inc.
Historical Cosh Flaw Statement

Fiscal Years Ending Dec. 31 2016 2017 2018 2019 2020 2021 2022
Met income (loss) 10739 9609 110 11621 11214 10591 11812
Depreciation. amoriization & other adjustments 2150 2286 2192 1397 1508 1862 1957
Share-based compensation expense 1433 1526 1576 1570 1569 1761 1886
Provision (benefit) for receivables -9 -5 -134 40 a3 -5 55
Deferrad income taxes -194 -124 900 -350 <33 -354 -309
Excess tax benefits from share-based compensation -129 -153 - - - - -
Losses (gains) on investmenis & other, net -7 154 -322 - - - -
Losses (gains) on divestitures, investments & other, nat - - - -24 -138 -354 -453
Accounts receivable -404 756 -269 -84 -107 -107 -1008
Inventories 315 -394 -244 131 34 -244 -1030
Financing receivables -150 -1038 -219 -249 -Te7 1577 1241
Cither assets =37 15 66 -955 96 -T97 -1615
Accounts payable -65 31 504 a7 141 -53 -35
Income taxes, net -300 &0 2113 312 -322 -549 -620
Accrued compensation -101 =110 100 277 -78 643 427
Deferred revenue 1219 1683 1205 1407 2011 1560 1328
Other liabilities -605 -697 33 151 -110 -46 535
Met cash flows from operating activities 13570 13876 13666 15831 15426 15454 13226
Purchases of invesiments -46760 -42702 -14285 -2416 8212 -9328 -6070
Proceeds from sales of investments 28778 25827 17706 7358 2631 3373 2660
Proceeds from maturities of investments 14115 12143 15769 12928 TaTS 3408 5656
Acquisitions, net of cash & cash equivalents acquired & divestitures -3181 -3324 -3006 -2175 -327 -T3E -373
Proceeds from business divestiture 372 - 27 - - - -
Purchases of investments in privately held companies -256 -222 -267 -148 -190 -175 -186
Return of investmenis in privately held companies =11 203 168 159 224 194 237
Acquisition of propery & equipment -1146 -954 -334 -909 -TT0 -692 477
Proceeds from sales of properly & equipment 41 7 59 22 179 25 91
Other investing activities -181 39 -13 -12 -10 -56 -15
MNet cash flows from investing activities 8117 -5993 15324 14537 3500 -5285 1553
Issuances of common stock Mz7 705 623 G40 635 643 60
Repurchases of common stock - repurchase program -3909 -3655 -17547 -20717 -2659 -2877 -T689
Shares repurchazed for tax withheldings on vesfing of restricted stock units -557 -619 -703 -GE2 727 -B36 592
Shori-term borrowings, original maturities of 90 days or less, net -4 2497 -2502 3445 -3470 -5 8086
Issuances of debt 697E 6980 6877 2230 - - 1049
Repayments of debt -3563 -4151 -12375 -67E0 -6720 -3000 -3550
Excess tax benefits from share-based compensation 129 153 - - - - -
Dividends paid -4750 -5511 -5963 -5879 6016 -6163 -5224
Ofther financing activities 130 -178 -169 113 31 -1 -122
Net cash flows from financing activities 4699 -3606 -31764 -27889 -18886 -12039 -15962
Effect of foreign currency exchange rate changes on cash, cash equivalenis, restricted cash & restricted cash equivalents - - - - - - -180
Met increase (decrease) in cash, cash equivalents, restricted cash & restricted cash equivalents 754 4077 -2774 2779 40 -1870 -1363
Cash, cash equivalenis, restricted cash & restricted cash equivalents, beginning of fiscal year 6577 7631 11708 8993 11772 11212 9942
Cash, cazh equivalents, restricted cash & restricted cash equivalents, end of fiscal year 7631 11708 5934 11772 11812 9942 8579
Cash paid for interast 358 897 910 839 603 433 355
Cash paid for income taxes, net 2675 2742 3911 2955 3116 3604 3663
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Cisco Systems, Inc.
Forecosted Ogsh Flow Statement

Fiscal Years Ending Dec. 31 2023E Z024E 2025E 2026E 202TE 20ZBE Z029E 2030E 2031E 2032E
Cash & Cash Equivalents at Beginning of Period TOTS 14050 21531 27044 35559 43160 50012 59114 67208 753498
Net Income 12430 12553 13481 14181 14812 15373 15513 15347 16684 17021
Adjustments to reconcile net income to cash from operating ac

Depreciation, amortization, and other 1666 1560 1192 &6 ane E05 206 207 &0v ana

Changes in Operating Activities:

Arcounts Receivahles, net 63 653 563 293 423 323 289 263 187 185
Inventories 552 ES] 310 44 150 121 &5 101 &1 55
Financing receivables, net [current] 1104 ] 234 443 180 214 245 153 133 137
Other current assets 7 SET 485 28 £ 203 125 17z 107 -]
Operating Lease Assets 28 12 6 4 2 1 1 1 i a
Financing receivables, net (non-current) 954 &6 474 211 304 194 231 167 133 131
Deferred Tax Assets 215 225 236 247 259 272 285 2498 313 128
QOther assets 230 240 252 263 275 288 302 315 330 345
Arccounts Payable 291 205 135 1748 138 110 123 a1 o3 T2
Income Taxes Payable (current) 23 303 a2 63 62 53 53 43 EE] 33
Arcrued Compensation 529 386 112 303 217 146 195 138 100 111
Deferred Revenue a7 1221 915 763 200 a13 620 512 EXE] 173
Qrher current liabilities 254 419 448 277 311 263 235 204 152 149
Income Taxes Payvable (non-current] vz 354 37 321 305 291 77 263 251 239
Deferred revenue (nan-current} 581 1086 729 614 G74 4596 505 422 02 310
Other long-term liabilities a9 93 a7 102 106 111 116 122 127 133
Deferred Tax Liabilities 0 Q 0 [ a 0 1] 1} [ 0
Met Cash from Operating Activities 15007 15240 14321 15641 15668 16072 16747 16954 17133 17409

changes in Investing Activities:

Investments 365 581 619 647 678 709 742 776 812 850
Property and equipment, gross 821 811 808 808 808 a0a 808 808 2048 808
Goodwill 0 a 0 0 a 0 a ] 0 0
Purchased intangible assets, net 525 188 293 55 ] 0 1] 1} [ 0
Met Cash from Investing -1911 -1589 -1720 -1511 -14B80 -1517 -1550 -1584 -1620 -1658
Cchanges in Financing Activities:
Short-term debt 143 121 114 43 &0 62 52 48 35 14
Long-term debt 102 189 280 153 223 134 177 168 144 146
Commaon Stock & APIC 42 8 ] 0 a o} a 0 0 0
Dividends Paid 6412 G458 6583 5723 GERL 050 7224 7403 7593 7789
Met Cash from Financing -6125 -6169 -6189 -6516 -657B -6303 -B995 -71B6 -7414 -T608
Cash & Cash eguivalents at end of period 14050 21531 27044 35559 43160 50912 50114 67208 75398 E3630
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Cisco Systems, Inc.
Common Size incoms Stotement

Fiscol Yeors Ending Dec. 31 2022

Product revenue 72.98% T374%,

Service revenue 27.02% 27.71% 2626

Total revenue 100.00% 100.00%  100.00%)

Praduct cost of sales 36.80% 3934 EL R 37.91% 37.89%
Sesvice cost of sales 3317 3320 33.33% 33.30% 33.30%
Total cest of sales (sxcl. DVA) 32.07% 33,664 34.03% 35.64% L
Deprecistion Expense 2.045% 171 1.13%

Amortization Exganse 1.62% 2015 0.00% 0,00
Gross margin 64.26% 62.55%) 63.20%
Sezearch & development 12.87% 13.74% 13.10%
Esles & marksting 18.60% 17.63%] 18.17%
Ganeral & sdministrative 3.90% 4 0%

Amortization of purchased intangiole assets 0.29% OLB1H

Restructuring & other charges 0.01%

Total operating expenses 35455

Operating income (loss) 27.09%,

Interest income 0.92%)

Interest expense 070

Other income (loss), net 0765

Interest & other income (loss), net 099

Insome (loss) before provision for (benefit from) income taxes 28.08%

Provigien for (benefit from) income taes 5. 17%|

Met income (loss) 22.51%)
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Cisco Systems, Inc.
Common Size Bolance Sheet

Fizcal Years Ending Dec. 31 K F 2023 F 2030E

Zazh & cash eguivalents 23.95% 15.42% B0.78% 102.83%
Investments 35.72% 30.80% 21.66% 21.51% 21.53% 23.58%
Accounts receivable, net 11,105 11.57% 12.26% 12.13%
Inventaries 2.60% 3lim 4.15% 3.96%
Financing receivables, net 10.25% 8.79% 8.29% 8.43%
Oiher current assats 4.76% 5 H0% 7.21% 6.94%
Total current assets 28.38% TE.51% 96.92% 122.49% 157.88%
Total gross property & equipment 22.54% 21.93% 19.55% 20.43% 22.45%
Less: accumulsted depreciation & amortization 17.365% 17.23% 16.31% 17.57% 15.86%
Property & equipment, net 4 98% 4.69% 3.24% 2.86%

Financing receivables, net 11.59% 9.80% 8.54% 8.44%

Goodwill BB/ fh.61% 59.42% 52.06%

Purchased intangiole assats, net 3.20% 7.26% 2.32% 2.10% 2.03%

Deferrad tax assats B09% B./5% 7.95% B.02%

Cther assets 572% 7E8T% 8.80% 8.84%

Crperating right-of-use sssets 1.87% 2.20% 1,63% 1.55% 1.44%

Total assets 192.40% 195.71% 188.82% 193.38% 199.42% 206.17% 212.92% 220.67%

Short-term debt 6.10% 5.03% 1.29% 2.24% 2.26% 2.27% 2.26% 2.2

Accounts payable 4.50% 4.74% 4.52% 4.55% 4.55% 4.54% 4.54%

Income taxes payable 1.705 1.61% 2.07% 2.06% 2.06% 2.06% 2.06%

Accrued compensation 6.33% 7.60% 6.43% 6.74% 6.85% 6.81% 6.83% 6.83% 6.83%
Deferred revenus 23.14% 24.38% 24, 80% 24.44% 24,40% 24.39% 24.37% 24.39% 24.38%
Cther current liabilities 9.62% 9.37% 10.08% 9.80% 9.73% 9.75% 9.73% 9.74% 9.73%
Total current liabilities 51.38% 52.71% 49.73% 49.86% 43.84% 43.31% 49.80% 43.82% 43.31%
Long-term debt 23.48% 18.10% 16.32% 13.94% 13.46% 13.19% 12.98% 12.77% 12.53%
Income i2xes payshble 17.92% 17.14% 14 985 10.34% 9.33% 8505 781% 7.18% 5.B0%
Deferred revenue 18.34% 20.11% 20.33% 19.97% 19.86% 19.95% 19.93% 19.91% 19.92%
Other long-term liabilities 4.19% 4.53% 371% 3.38% 338% 3.41% 3.45% 3.70%
Deferrad tax lisbilities 0.16% 0.27% 0.11% 0.08% 0.08% 0.07% 0.07% 0.06%
Total liabilities 115.48% 112.85% 105.18% 97.60% 95.34% 94.94% 94.02% 93.13% 91.82%
Common stock & additional paid-in capital 83.57% 85.00% B2.85% 66.34% 52.95% 60.22% 58.12% 56.14% 53.61% 52.58%
Retained eamings (accumulated deficit) -5.60% -131% -2.56% 36.98% 46.54% 56.24% 65.73% 85.38% 95.09%
Accumulated other comprehensive income {lass) 1.05% 0.84% . 2.87% 2.67% 2.39% 2.28% 2.20% 2.13% 2.03% 1.99%
Total equity 76.92% B2.85% T7.14% BL17% #5.49% 91.22% 97.54% 104.48% 112.16% 119.74% 128.03% 136.96% 145.68%
Total liabilities and equity 192.40% 195.71% 182.33% 121.50% 184.34% 183.82% 193.38% 199.42% 206.17% 212.92% 220.67% 229.17% 237.50%
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Cisca Sysbems, Inc.

Yalug Dnver Estimotion

HOPLAT:
Tostal rere i H3301 49R1R 51557 SR4ES BO714 64461 ET93E Tioil 73574 ToTa3 R1327
Less: Total cost of sales (encl. DyfA) 15810 15062 17352 L8844 24050 25308 26284
Less: Research and Development Laar Loy GTra) amnm .o rd 5303 Sk LA T 10651
Le=s: Sales and marketing 169 QrLg S 10315 123k 12858 13310 14440 14726
Less: General and sdministrative 1925 2152 210 2315 2803 2936 335 3232 3357
Less: Amortization of purchased intangible asscts 141 313 205 1o 119 113 115 113
Less: Depreciabon & Amortizabon 180E 1HE:2 13u7 1bbh BE2 00 IS i) ]
Less; e At ther charges 451 AAR 1 479 45 A41 4R a3 4RT
Plus: Imp TRIRET ON OReFaTng leases 40 47 43 45 4E 45 46 4F 46
EBITA 13550 13330 1apd2 15315 13475 13286 20002 21653 ZZDEE
Miarginal Tas Rare 2300 25 0% 23,500 19.00% I350% 13.50% 23.50% 23.50% 23.50% 33.50% 23.50% 23,50% 23.50%
Adjusted Taxes
Provision for Income Taces 2665 216 4356 A550 4Tz AEER 5022 5125 5xx4
Pligs: Tax Shisdd an Qperating Leade nleredg in R i1 11 il i1 i1
Plus: Tax Shicld on Intorest Expense 85 1] LD 112 114 n7r 115 121 122
Less: Tax on Inkerest Imcomes 112 95 134 1al ar %3 1cd 1M
Le=s: Tax an Inkerest, & otfer income, net 9212 0 [ 0 ] Q 0 Y a
Total Adjustzd Taxes 2556 2910 4347 4532 701 35T 4550 5083 51B6
Deferred Tax Liabilities ah a5 e 54 53 LE] a2
Delerred Tan Asesrs A4 AhR4 5371 5631 7948 T16
Change in Defemed Taxes -1E63| -215 -247 -259 -313 -328
NOPLAT uzss| izia0 DE3e 1445 147 tese1  ieesa
Inwested Capital [IC):
Plus: Marmal Cash BT BE4D o7 7753 5338 9750 1014z il Lo 40 11952
Plus: Accounts Beceivable, et of allowance #72 5766 G622 GEAS 8153 8617 Ea Ga51 G678
Pliss: rrenioriss P& 1559 SRR M6 2630 R0 Foal 106 3168
Plus: Financing Receivablos, net 5051 4380 3305 5009 5700 5970 G1R4 B5E5 6718
Plus: Otfzr ournent assets 2343 2885 LELH] EET | 453 4u42 214n EEE®) 2545
Le=s: Aocounts Payable 1% 2362 2281 2572 0G0 3229 %38 3553 3622
Les: Aesrued compersation b3 i G 336 R4S AR45 4863 S00R 5342 Ga43
Less: Incomie taxes payabls g9 8Ol 361 938 1401 1463 1513 16438
Less: Other current habilites 4541 A0 21549 5453 LoGE LE0 T172 L
et Operating Warking Copital 10003 5833 12772 12733 148325 15635 15273 15747 17235 17584
Plus: Praperty, Plant, ard Equipment 3453 2338 1397 2052 IOTE 2086 2100 2107 I1a7
Plus: Purchased Imtangible assets, net 153TG ELL 254 2154 1609 1453 1443 1483 1493
Plus: Geandwill 13506 IR16A 3R3IMA 3R304 E= 5] IR0 R34 ELELE] IB304
Pluss: Otfeer Assets 530 ELrid 4754 5184 593% 6214 7449 TS
Less: Deferred Revenwe [non custent) SO0 LODLE 10480 11061 17147 13450 14164 15890 15200
Le=s: Income Taxes Payable EERLT B518 a5 TR53 &g 6342 6036 955 4717
Less; Deferned Reveniss [Current] 11408 12148 12784 13611 18837 16526 17326 19448 19R2R
Pluss: PV of Qe rating Leases 531 1095 L3 1031 1043 1053 Las5 Lasa 1058
Insested Capital [IC] Pl T 0610 72 ETHLE eI 217355 2725 27102 2rax
Fre= Czsh Fiow [FCF):
HOPLAT 11035 11289 12150 17738 13308 1388& 14454 15030 15542 155947 163251 15554
Chargs in IC A 2338 1638 1304 163 A7 ] 106 o 251 220
FCF 14045 2851 izE28 13501 13047 14382 1a574 12324 15517 15308 16000 15324
Return an Imvested Capital [ROIC)E
NOPLAT 10 Eoc 1128y 12150 1rrag 13309 13886 14454 15030 15542 15547 1b251 14554
Beginming i 15305 222596 28292 30610 T 1TGEE 27831 27355 XTXTS 273E1 27312 2750 P
ROIC 43.51% 44,300 38.53% z8.82% 47.45% 47.74% 49.25% £2.88% R 0% EETEN £2.35% £5.20% EE.TE%
Ecomomic Frofit [ER):
Bagi T 25305 ITI6 2RA72 ITHER 3 27375 FT3R1 ITELZ 272
& (RONC - WALC) 35.91% 37104 34.75 A0.04% 453K, 47.40°%. 49.06% S06TH 31504 53.06%
EF 3088 BITZ LOO&ET 11073 12388 12930 13434 13 14138 144371
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Weighted Average Cost of Capital {WACC) Estimation

Cost of Equity:

L
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| College of
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Th: Unaversiry o lowa

ASSUMPTIONS:

Risk-Free Rate 3.47% 10yr US Treasury Yield (4/1/2023) Source: W51 Markets
Beta 0.81 Average of 3, 4, 5yr weekly raw betas [Bloomberg)
Equity Risk Premium 5.50% Henry Fund consensus estimate
Cost of Equity 7.90%
Cost of Debt:
Risk-Free Rate 3.47% 10yr US Treasury Yield (4/1/2023) Source: W51 Markets
Implied Default Premium 0.86%
Pre-Tax Cost of Debt 4.33% Yield for C5C0 Outstanding for 5/20/2026
Marginal Tax Rate 19.00% CSCO management FY2023 effective tax assumption
After-Tax Cost of Debt 3.51%
Market Value of Common Equity: MV Weights
Total Shares Qutstanding 4110
Current Stock Price 552.28
MV of Equity 214,871
Market Value of Debt:
Short-Term Debt 1099
Long-Term Debt 8416
PV of Operating Leases 1003
MV of Total Debt 10,518.00
Market Value of the Firm 225,388.80 100.00%

Estimated WACC
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Cisco Systems, Inc.
Discounted Cash Flow [DCF) ond Economic Profit (EF) Veluation Models

Ky Imputs:

CV Growth of MOPLAT 1.86%
OV Year ROIC 59.76%
WAL 7705
Cost of Equity 7.00%
Fiscal Years Ending Dec. 31 023E 2024E H025E 2026E 2023E 2023E 2030E J31E
DCF Model:
Free Cash Flow {FCF} 13828.1 13601.3 130467 143615 145739 149238 156116 158084 1599896 16334.0
Continuing Value (W) 21ABE3.6
M of FCF 128396 11726.2 10444.0 10675.0 100582 3563.4 9289.0 8733.7 2207.4 140%05.7
Value of Operating Assets: 2324421
Mon-Operating adjustments
Plus: Excess Cash 0.0
Plus: Investmernts 121880
Less: 5T Debt -1099.0
Legs: LT Dabt -8416.0
Less: PV of ESOP -2575.0
Less: P of Oper, Leases -1003.0
Value of Equity 231537.0
Shares Outstanding 4110.0
Intrimsic Walue of Last FYE 5 56.34
Implied Price as of Today
EF Model:
Economic Profit (EP) 58333 10067.1 11079.3 117432 123884 129299 134340 138442 141381 144210
Continuing Value (W) FA69E0.3
P of EF 5130.4 8679.2 83569.1 27286 8549.8 82856 7993.3 T648.5 72525 126695.0
Total PV of EP 201832.1
Invested Capital (last FYE) 30R10.0
Value of Operating Assets: 2324421
Mon-Dperating Adjustments
Plus: Excess Cash 0.0
Plus: Investments 12188.0
Less: 5T Debt 1095.0
Legs: LT Dabt -8416.0
Less: PV of ESOF 2575.0
Less: PV of Oper, Leases -1003.0
Value of Equity 231537.0
Shares Outstanding 4110.0
Intrinsic Walue of Last FYE 5 5634

Implied Price as of Today 5 58.18

Page 25



L
FRESEARCH Tope
‘ HenryFund.Org mgu!ingessf

Th: Unaversiry o lowa

Cisco Systems, Inc.
Dividend Discount Model (DDM) or Fundamental P/E Valuation Model

Fiscal Years Ending Dec. 31 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E 2031E 2032E
EPS s 305 $ 312 & 339 § 358 § 375 § 391 S 406 $§ 418 S5 427 5§ 437

Key Assumptions

CV growth of EPS 2.22%
CV Year ROE 15.58%
Cost of Equity 7.90%

Future Cash Flows

P/E Multiple (CV Year) 15.09

EPS (CV Year) s 437

Future Stock Price S 65.91

Dividends Per Share 1.56 1.60 1.65 1.69 1.74 1.79 1.84 1.89 1.94 2.00

Discounted Cash Flows 1.49 1.42 1.35 1.28 1.22 1.17 1.11 1.06 1.01 33.24
Intrinsic Value as of Last FYE S 44.33

Implied Price as of Today
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Cisco Systems, Inc.

Relative Voluation Models
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EPS Est. Syr

Company 2023E P/E24 EPSgr. PEG23 PEG24

PANW  Palo Alto Netoworks $199.74 $4.02 5469  49.69 42.59 30.6 1.63 1.39
ANET  Arista Networks $167.86 $5.82 $6.46  28.84 25.98 19.9 1.45 131
MSI  Motorola Solutions $286.16  $11.22  $12.42 2550 23.04 9.9 2.58 2.33
UNPR  Juniper Networks $34.42 $2.30 $2.58  14.97 13.34 16.0 0.94 0.84
HPE  Hewlett Packard Enterprise $20.00 $2.07 $2.15 9.66 9.30 5.7 1.70 1.63
Average | 19.74| 17.92 1.66 1.50

CSCO  Cisco Systems, Inc. 552.28 53.05 $3.12 17.2 16.7 5.8 3.0 2.9

Implied Relative Value:
P/E (EP523)
P/E (EPS24)
PEG (EPS23)
PEG (EPS24)

1 14D 4

60.18
55.94
29.36
27.21
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Cisco Systems, Inc.

Key Monagement Ratios

Fiscal Years Ending Dec. 31 2: 2023E 2024E 2026E 2027E

Liquidity Rotios:
Current Ratio (CA/CL) 1.72 1.49 143 1.78 1.94 211 2.28 246 263 281 299
Quick Ratio (CA - Inv) / CL 1467 143 1.33 1.52 1.70 1.86 2.04 2.0 2.38 255 2.73 291
Cash Ratio (Cash + Mkt Sec.) / CL 0.47 0.35 0.28 0.51 0.7 0.87 1.05 1.22 1.39 1.56 1.73 1.90

Asset-Management Ratios:

Msset Turnover (Net Sales [ Avg. Total Assets) 0.51 0.52 0.54 0.57 0.54 0.52 0.50 0.45 0.43

Inventory Turnover [COGS [ Avg. Inv) 11.86 11.31 841 822 5.07 529 9.13 5.11 9.12

Accounts Receivable Turnover (Sales / Avg. AR) .99 B.87 B.32 B.49 g.44 .45 .38 832 832
Financial Leverage Rotios:

Debt-to-Equity Ratio (5T debt + LT debt / TSE) 0.38 0.28 0.24 0.21 0.19 0.18 016 0.15 0.14 0.12 0.11 0.10

Interest Coverage Ratio (FBIT / Int. exp) 2335 29.68 38.92 36.22 37.52 38.76 39.96 40.56 41.14 42.01 42.19 42.35

Debt-to-Asset Ratio (5T debt + LT debt / Assets) 0.15 0.12 0.10 0.10 0.09 0.09 0.0 0.08 Q.07 0.07 0.06 0.06
Profitability Ratios:

Return on Equity (NI/Beg TSE) 33.40% 27.93% 28.62%) 31.25% 27.38% 25.97% 24.12% 23.35% 15.28% 17.92% 16.66% 15.58%

Return on Assets (NI / Total Assets) 11.82%  10.86%  12.57% ¢ 11.19% 11.08° 9.81% ¥

Operating Profit Margin (Opr. Profit / Sales) 27.63% 25.76% 27.09%| 27.04%  26.89% % 27.10%

Met Profit Margin (Net Income [ Sales) 22.75%  21.26%  2291% 2201%  2068%  20091% 20.87% 20.86%  208%%  20.89% 0.93%
Payout Folicy Ratios:

Dividend Payout Ratio (Dividend/EPS) 53.58%  SB.17% 53.00%|  S51.18% 45.24%  45.46%  45.72%

Total Payout Ratio ({Divs. + Repurchases)/NI) 77.36% 85.36% 117.79%| 51.75% 44.24% 44.42% 44.65%
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Cisca Systems, Inc.
Sensitivity Tobles

Risk-Free Rate

Pre-tax Cost of Det

Equity Risk Premiu
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Beta

58.18 0.51 0.61 071 0.81 051 1.01 111
3.7% 84.02 7451 6698 61.09 5580 5154 47.00
327% 8211 7302 6578 60.03 5487 5083 4728
3.37% 80.29 7158 64.62 59.12 54.17 5015 46.70
347% 78.53 F018 6349 5818 5338 4948 4612
357% 76.88 sa88 6242 57.29 5263 4884 4557
3.67% 75.29 67.60 6137 56.41 5180 4821 25.02
3.77% 7376 6637 60.37 55.57 5116 47.59  44.49

Cost of Equity

5818 ] 490% 590%  690%  7.90% 8O0%  990% 10.80%
393% 57.20 57.57 57.95 5832 5869 5907  59.44
413% 57.13 57.50 57.88 5825 5862 5899  59.35
433% 57.06 5744 57.81 5818 5855 5892  59.29
4.53% 56.99 57.37 57.74 58.11 58.48 58.85 59.22
4.73% 56.92 5730 5767 58.04 5841 5878 5915
493% 56.85 5723 57.60 57.97 5834 5871  59.08

Tax Rate

5818 | 1550% 1750% 1950% 2150%  2350% 25.50% 27.50%
5.30% 65.70 6420 6270 6120 5870 5820  56.70
5.40% 64.85 6337 6189 60.41 58.93 5745 5597
5.50% 64.02 6256 6110 5964 5818 5672 5527
5.60% 63.21 6177 60.33 58.89 57.45 56.01 54.57
5.70% 62.42 61.00 59.58 5816 5674 5532 53.90
5.50% 61.65 6025 SBES 57.45 56.05 54.65 5325

Dividend Yield CapEx

ROI%

CV Growth of NOPLAT

38.18 1.56% 1.66% 176% 1.86% 1.96% 2.06% 2.16%
450 56.87 57.38 57.50 58.44 5900 5057 60.17
580 56.79 57.30 57.82 58.35 5881 5949 60.08
690 56.71 57.21 57.73 58.27 58.82 0 60.00
790 56.63 57.13 57.65 5818 5874 5931 59.91
890 56.54 57.04 57.56 58.10 5865 59.22 59.82
990 56.06 56.96 57.48 58.01 5856  59.14 58.73

1,090 56.38 56.88 5733 57.93 5848 59.05 59.64

Change in COGS % of Sales

5818 [ -1.5% 10%  0.5% 0.0% 0.5% 1.0% 1.5%
2.58% 59.13 5873 5833 57.93 57.53 57.13 56.73
2.78% 59.05 58.65 58.26 57.86 57.46 57.05 56.56
2.98% 58.98 58,58 58.18 57.78 5739 5699 56.59
3.18% 58.90 58.51 58.11 577 57.31 56.92 56.52
3.38% 58.83 58.43 58.04 57.64 57.24 5685 56.45
3.58% 5876 58.36 57.96 57.57 5717 5677 56.38

Growth R&D % of Sales

5818 | -15% 10% 0.5% 0.0% 0.5% 10% 1.5%
4.34% 60.08 58.48 58.87 5824 5760 5695 56.28
4.54% 60.05 58.44 58.83 5820 5756 5691 56.24
4.64% 60.03 59.42 58.81 58.18 57.54 56.89 56.22
4.74% 60.01 58.40 58.7% 58.16 57.52 56.87 56.20
4.84% 59.99 50.39 58.77 58.14 57.50 56.85 56.18
4.94% 59.97 59.37 5875 5812 5748 56.83 56.16
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2023 IFtF Growth

2023 Secure, Agile Networks Growth

5 58.18 7.25% 9.25% 1125%
11%| 55.89 56.45 57.02
13%| 56.04 56.61 57.17
15% 56.19 56.76 57.32
17%| 56.34 56.91 57.47
19% 56.49 57.06 57.62
21% 56.65 57.21 57.77
23%| 56.80 57.36 57.92

13.25%
57.58
57.73
57.88
58.03
58.18
58.33
58.48

15.25%
58.14
58.29
58.44
58.59
58.74
58.90
59.05

17.25%
58.70
58.86
55.01
59.16
59.31
59.06
59,61




