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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 

• 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. 

 

Henry Fund DCF $58 
Henry Fund DDM $46 
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% 

 

Earnings Estimates (GAAP) 
Year 2019 2020 2022 2023E 2024E 2025E 

EPS 
HF est. 

$2.65 
 

$2.51 
 

$2.83 
 

$2.94 
$2.88 

$3.26 
$3.12 

$3.56 
$3.39 

Growth 0.8% -5.3% 12.7% 1.8% 8.3% 8.7% 
       Source: FactSet 

12 Month Performance Company Description 

 

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 (IoT) 
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. 
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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 (IoT) 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, 20229. 

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 providers1. The mix of Product and 
Service over time (2016-2022) has remained fairly 
consistent, with Product accounting for approximately 
75% of total revenue: 

 
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: 

• Secure, Agile Networks 

• Internet for the Future 

• Collaboration 

• End-to-End Security 

• Optimized Application Experiences 

• Other Products 

Given CSCO’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. 

 

 

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: 

 

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 
country1. 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 products1. 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 data1.  

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 
(IoT) 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 
configured1. 

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 customers1. 

Wireless: Provides indoor and outdoor wireless coverage 
designed for seamless roaming use of voice, video, and 
data applications1. 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 
capabilities1. 

The Secure, Agile Networks segment grew 4.87% in FY 
2022, and we expect strong to stable growth for this 

segment over the next 10 years, forecasting a 5.47% CAGR 
from FY2022-2032: 

 

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 20226,8. This is driven by 
increasing demand for IT infrastructure, rising bandwidth 
requirements, enterprises shifting towards wireless 
systems16, and increasing adoption of internet of things 
(IoT) and cloud applications8. 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 speeds1. CSCO views optics becoming 
increasingly important as connection speeds continue to 
increase1. 

The Internet for the Future segment grew 16.93% in 
FY2022 driven by growth in the webscale provider market1 
and benefit from the 2021 acquisition of Acacia (a 
communications equipment designer/manufacturer) in 
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3Q FY20211. We expect this strong growth in this segment, 
forecasting an 8.38% CAGR from FY2022-2032: 

 
Source: FactSet, HF Estimates 

Beyond CSCO’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 2022-20307. This is driven by 
growing demand for better bandwidth connectivity with 
low latency7, as well as 5G adoption through mobile phone 
upgrade cycles9, 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 
capable9,3. The estimated growth in smartphone 
shipments is shown in the figure below: 

 
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 
economies17. Within this market, the optical transceiver 

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 AI, 
machine learning, and 5G communication, demand for 
high-scale data centers is expected to increase, which 
helps drive growth for this offering17. 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 
arrangements1. 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 productivity1. 

The Collaboration segment fell 5.39% in FY2022, driven by 
declines in meetings and collaboration devices2. 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: 

 
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 2023-20306. 
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 segment1. 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 service1. 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 offerings3. 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: 

 
Source: FactSet, HF Estimates 

The global cybersecurity market is expected to grow at a 
CAGR of 12.3% from 2023-20307, driven by the number of 
cyber-attacks with the emergence of e-commerce 
platforms, deployment of cloud solutions, and increased 
use of smart devices7. In addition, the cost of cybercrime 
is expected to starkly increase going into the future, with 

the global cost rising from $8.44 trillion in 2022 to $23.84 
trillion by 20276. 

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 Internet1. Specific offerings include AppDynamics for 
monitoring and analytics, and ThousandEyes for network 
services, allowing for 360-degree views across hybrid 
digital ecosystems1.  

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.  

 
Source: FactSet, HF Estimates 

Services 

CSCO’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 revenue4. 

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. 

 
Source: FactSet, HF Estimates 

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: 

 

Source: CSCO 10K, HF Estimates 

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 

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 ($mil) 

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 
grade18. 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 
participants18.  

Company Rating 

Cisco Systems (CSCO) AA- 

Arista Networks (ANET) No data 

Hewlett Packard Enterprise (HPE) BBB 

Juniper Networks (JNPR) BBB 

Motorola Solutions (MSI) 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: 

 

This is driven by CSCO’s strong ESG initiatives across 
people, global communities, and the environment. Key 
highlights of current ESG initiatives are shown below3: 

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

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

• Set target of net zero CO2 emissions by 2040.  

• 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 CSCO’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 growth2.  

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 
headwinds2. 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 CSCO’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 FY20221. 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 years4, 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 
resources3. 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 months2, 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 CSCO’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 chain1. 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 

leader. CSCO is viewed as a one-stop-shop networking 
vendor, having the capability to offer comprehensive 
networking solutions to customers9 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 providers9. The estimated increase in data traffic, 
which indicates demand for networking equipment, is 
shown in the figure below: 

 
Source: CFRA Comm. Equipment Industry Survey 

The threat of new entrants is viewed as moderate, as the 
industry is fast-changing with short product cycles9. As a 
result, innovation and strategic acquisitions will be key to 
maintaining competitive advantage among top players9. 
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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• 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 37.4 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. 
Margin 

Gross 
Margin 

ROA (%) ROE (%) 

CSCO 27.4 61.9 12.3 29.1 

ANET 35.0 61.1 21.6 30.5 

HPE 3.1 31.4 1.5 4.4 

JNPR 10.2 56.4 5.2 10.7 

MSI 19.6 43.8 10.9 3,586.8 

PANW -3.4 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 centers11. 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 

environments. ANET serves a wide range of customers 
including internet companies, service providers, financial 
services organizations, government agencies, media and 
entertainment companies, and others20. 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 
vertical22,10. The company is forecasting growth in FY2023 
despite macro headwinds and intends to further optimize 
their supply position while reducing their product lead 
times22. 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 & AI, 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%21. This was driven by an order book about twice 
the size of historical levels and positive reception of HPE 
Greenlake, HPE’s hybrid cloud platform21. HPE sees an 
opportunity in the rapidly growing market for AI 
software21, 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, AI-enabled enterprise networking 
operations, and software-defined networking 
technologies4. 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 
businesses24. 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 
services4. The bulk of MSI’s revenue comes from sales of 
land mobile radios and radio network infrastructure11. The 
company primarily serves public safety departments as 
well as schools, hospitals, and other businesses11. MSI was 
founded in 1928 and is headquartered in Chicago, Illinois.  

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 offerings25. 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 operations11, 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 
unprofitability30, 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 50026, though as of this report it 
remains traded on the US NASDAQ.  

 

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.  

 
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%, 
respectively12. 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.  



  
 

 

 
Page 11 

 
  

 
Source: US Bureau of Economic Analysis 

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 CSCO’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 202327. 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 meeting14.  

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 

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 $11,630M1. From July 2022 (the date of the 
annual report) to March 2023, the effective federal funds 
rate has increased 297 basis points13. 

 

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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Source: FactSet, HF Estimates 

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 CSCO’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 13th 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 

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, 
2026.5 

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.  

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 13th 
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 CSCO’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. 

 

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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Regarding tax rates, assuming a value closer to CSCO’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 ROI 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. 

 

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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DISCLAIMER 

Henry Fund reports are created by graduate students in 
the Applied Securities Management program at the 
University of Iowa’s Tippie College of Business. These 
reports provide potential employers and other interested 
parties an example of the analytical skills, investment 
knowledge, and communication abilities of our students. 
Henry Fund analysts are not registered investment 
advisors, brokers or licensed financial professionals. The 
investment opinion contained in this report does not 
represent an offer or solicitation to buy or sell any of the 
aforementioned securities. Unless otherwise noted, facts 
and figures included in this report are from publicly 
available sources. This report is not a complete 
compilation of data, and its accuracy is not guaranteed. 
From time to time, the University of Iowa, its faculty, staff, 
students, or the Henry Fund may hold an investment 
position in the companies mentioned in this report. 
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