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Valuation Date: March 11, 2019 Recommendation: BUY Stock Exchange: NASDAQ 

Current Price: $42.53 Target Price: $51.09 Sector: Information Technology 

Ticker: FSCT Industry: Infrastructure Software HQ: San Jose, CA 

 

Introduction 
Cybersecurity is a quickly growing and changing field. Key trends driving this are increased use technology, 

including the cloud, Internet of Things, and bring your own device programs. While these things are 

happening, hackers have also evolved. The image of the wiz-kid just trying to cause mayhem has 

transformed into rogue governments and terrorist organizations across the world who are much more patient 

and sophisticated and have many more resources and uses for information that could be gained from 

successful hacking. Because of this, there have been growing opportunities for companies who offer 

cybersecurity products, and with the rapid growth of technology and interconnectedness of devices, we saw 

an opportunity for a special company to take the lead and dominate in the industry. That company will be 

ForeScout Technologies. 

 

Recommendation 
We recommend a BUY for ForeScout Technologies (FSCT) due to the following factors: 

• Best endpoint security product in the field 

• Total Addressable Market (TAM) contains 2.7 billion devices 

o This has grown from 1.8 billion devices in 2017 for two reasons 

▪ New products opened more market segments 

▪ Number of connected devices is rapidly and continuously growing 

• 65 million devices under management 

o This puts their market penetration at about 2.7% 

• Strong focus on sales and R&D 

o R&D spending as a percent of revenue is 17% 

o Sales and marketing expense as a percent of revenue has gone from 66% to 53% from 2016 

to 2018, but continues to increase on an absolute basis 

• Combination of absolute and relative valuation puts target price between $50 and $55 

• Strong recurring revenue 

o Revenue continues to increase as more devices are added to covered networks 

o Maintenance and service to existing customers 

o Extended modules 

▪ 27% of existing customers have bought at least 1 

▪ ForeScout offers over 20 

Investment Thesis 
Endpoint Security – protection from hackers of devices (endpoints) in a network – has traditionally been 

accomplished by putting software on each device. There are two problems with this approach. First, it 

would work fine if companies knew about all of the endpoints in the network, but many of them don’t, due 
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to the emergence of bring your own device policies and lack of visibility. Second, this approach monitors 

endpoints when they enter the network, but only if the software on the given endpoint is up to date and 

functioning. 

ForeScout solves both of these problems by taking the opposite approach. Instead of needing to put software 

on each and every device, ForeScout’s proprietary agentless technology works from the inside of the 

network, discovering devices as they connect to the network with their EyeSight product. When companies 

have implemented EyeSight, they have discovered, on average, 30% more devices than they thought they 

had. Once the device is discovered, it is continually monitored to make sure it isn’t compromised. 

Another product they offer, EyeControl, allows the system to automatically take action if there is a threat. 

Acceptance of this product has been fairly low because companies worry that it could potentially take a 

device offline at a critical time. However, it is projected that within the next few years acceptance of this 

sort of automation will grow from 5% to 70% in 2022. 

ForeScout has not been the only company to attempt to enter this space, but it is the leader thus far for 

multiple reasons. For instance, while most companies have only been looking into agentless technology for 

the past three or four years, ForeScout made the decision to go agentless ten years ago. Their main 

competitors in this field are big players like Cisco and Hewlett Packard, but the agentless technology for 

these companies is only programmed to work with their own software, while ForeScout’s technology can 

be deployed with any software infrastructure. 

Although ForeScout is a small cap company and part of a volatile industry, there are a few reasons that it 

would fare well in a recession. First, because of the nature of the product, many businesses will continue to 

buy in order to protect from losses. Cyber security is not the expenditure that businesses struggling to get 

by will cut. Second, high recurring revenues will help ForeScout to maintain growth even without many 

new customers. Third, such a high portion of ForeScout’s TAM is still not being served by ForeScout, so 

even if the TAM shrinks in a recession, they shouldn’t have too hard of a time finding new customers. 

Valuation – Target Price $51.09 
Technique Target Price Weight 

Discounted Cash Flows 51.61 90% 

Relative Valuation 42.40 10% 

 

Being in a small cap, high growth peer group makes relative valuation a bit shaky, so we weighted that 

valuation much lower than the more probable DCF valuation, and because ForeScout and many of its peers 

have not yet had positive earnings, we used EV/Sales for the relative valuation metric. In the DCF model, 

we grew revenues aggressively over the next few years with a recession factored in for the year 2020. For 

this year, we grew revenue at a conservative 22%. Although this may seem high, based on past revenue 

growth, a high proportion of recurring revenues, the nature of the business, and the number of tenured 

workers projected to be on the sales force at that time, this is not too large of a growth rate for a recession 

year. While our target price is $51.09, representing a 20.5% upside, we are confident that the target price is 

between $48 and $53. 

 

Risks 
Listed below are the most pertinent risks from management guidance, in order of importance. 

• Growing too fast 
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o If ForeScout doesn’t effectively manage its growth, it could run into scaling problems such 

as the inability to keep its sales team at a level that can both serve existing customers and 

acquire new ones. 

• Buyer power that comes with dealing with big businesses and governments 

o Dealing with big businesses and governments has its upsides, but it also comes with risks 

of buyer power, like the demand for lower prices and faster innovation 

• Inability to achieve and maintain profitability 

o As of yet, ForeScout has not shown an operating profit, and their ability to do so depends 

on them lowering sales and marketing expenses as a percent of revenue 

• Inability to keep growing at the pace of the past few years 

o ForeScout has grown very quickly in the past few years, and it’s possible, although 

unlikely, that this growth will not continue in the next few 

• Competing with bigger companies who have more resources 

o Because their main competitors are large, established companies, their competitors have 

more resources to spend on R&D and sales and marketing 

• They have seen price volatility unrelated to operating performance 

o As shown in the graph below, a large drawdown was seen in October of 2018. This was 

because of fears of trade talks between the U.S. and China turning sour, and was reflected 

in the whole software subsector, even with ForeScout, which has very little exposure to 

China. 

1 Year Stock Trend 
ForeScout tends to mirror the entire Info Tech A sector with little to no discrepancies. Seeing a large dip 

in early October due to the Trump administrations scares of the trade talks between the US and China. 

Management 
CEO- Michael P. DeCesare has a rich history of sales and involvement with Tech world.  He began his 

CEO campaign in March of 2015 with ForeScout. He served as president of a big cybersecurity company 

called McAphee starting in 2011. He also held many executive positions at a few smaller tech companies 

leading up to that. Before that he spent more than 20 years in the sales side of things at a few high-end tech 

companies, including Oracle, ranking in the top 5 percent of sales every year of his career.  We believe that, 

with his strong sales background and long history within the tech community that it will be quite beneficial 

to boosting ForeScout’s popularity and gaining market share within the Cyber security industry. He is also 

a very bankable CEO. Exceeding all of his earnings consistently since taking over. 

Other Key Members- Christopher Harms has been ForeScout’s CFO since March of 2013.  Mr. Harms 

has a rich history of financial management in the Tech world. He has more than 20 years of success in small 

$42.61 
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startups such as Sentient Networks, acquired by Cisco, and Aptitude, acquired by Hi/fn, as well as a 

corporate role at Hewlett Packard. We believe his strong success in the smaller companies, will have a 

positive influence on ForeScout’s up and coming success. Mr. Oded Comay, Chief Research Officer and 

Co-Founder, has more than 20 years of experience in network communications and is a leading authority 

in the Israeli academic institutes. His strong background of research and development knowledge will help 

drive ForeScout. 

Overall, the management team is strong.  22.35% of insider ownerships shows strong confidence from the 

management team that their company is doing well. With it being a newer company, it is hard to judge the 

commitment to the company, but many members have been committed for over 15 year such as the Chief 

Technology Officer and the Chief Architect. All of which have seen their insider holdings increase over the 

past few years. 

Peer Analysis 
We conducted a peer analysis of ForeScout by taking a look at other companies that also conduct software 

and cybersecurity services.  We chose to analyze companies with a similar small to midsize market cap. 

Taking a closer look at overall performance and growth while keeping in mind one of the key drivers in the 

industry of Research and Development. We see ForeScout with well-balanced R&D numbers in comparison 

to the Info Tech A industry average of 17% of sales. With high revenue growth and a CEO with strong 

sales experience we only expect them to continue to trend towards the top of the list of revenue growth. 

Lastly, although negative, There EDITDA shows strong potential and amongst the best in the industry. 

With a few M&As last year we see this number moving towards a more positive number. 

 

Shares Outstanding Analysis 

 

 

Peer Analysis Market Cap Rev Growth EBITDA R&D % of sales

Forescout 1.99 BIL 34.8% -22.00% 20.70%

Carbon Black .986 BIL 26.90% -31.80% 30.80%

Tenable 2.85 BIL 42.40% -24.80% 28.70%

SecureWorks 1.52BIL 8.90% -8.40% 17.10%

Top 5 Institutions/ Insider Stake Holders % SO

Amadeus Capital Partners Ltd. 9.72%

Pitango Venture Group 5.54%

Wellington Management Co. LLP 4.02%

BlackRock Fund Advisors 4.02%

Eminence Capital LP 3.11%


