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Some Good; Some Bad 
■ Results. McAfee reported results for Q2 of $0.63 in EPS on $495.3 million in 

revenue (excluding impact of DAT file update on revenue and expenses), 
compared with consensus estimates of $0.60 on $507.3 million. Including 
the DAT file update impact in expenses (as per guidance) would reduce 
EPS by $0.01 versus the company’s guidance of a $0.01-0.02 impact. 
Bookings equaled $522 million versus consensus of $517 million. 

■ Analysis. On an apples-to-apples basis, McAfee missed revenue but topped 
EPS expectations by $0.02. The shortfall in reported revenue stemmed from 
a greater than expected impact from DAT file update remediation actions, a 
greater-than-anticipated currency headwind, as well as a higher-than-normal 
deferral rate. Although management’s revenue guidance range was below 
consensus expectations for the second consecutive quarter (albeit taking 
into account currency headwinds), management stated that the DAT file 
issue is behind the company and that pipelines remain strong. We continue 
to forecast a deceleration in McAfee’s revenue growth rate in 2010, due to 
the higher rates of unemployment and limited growth in the enterprise PC 
installed base (which we believe will result in a later-cycle recovery in 
endpoint security), difficult year-over-year rate of change comparisons 
because of the acquisition of Secure Computing, and foreign currency 
headwinds. We were encouraged, however, by McAfee’s refocus on 
expenses, with operating margin of 25.8% versus both our and consensus 
estimates of 24.9%. 

■ Estimates. We are adjusting our 2010 revenue estimate from $2.062 billion 
to $2.043 billion, and our EPS estimate from $2.50 to $2.53. 

■ Outlook. McAfee’s valuation is relatively attractive and management’s 
guidance for Q3 could prove conservative, but we will continue to monitor 
McAfee’s corporate and SMB business trends before turning positive again 
on McAfee’s stock. We maintain our Neutral rating and lower our target price 
of $37.50 to $35. 
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Quarterly EPS Q1 Q2 Q3 Q4 
2009A 0.54 0.60 0.62 0.64 
2010E 0.60 0.63 0.63 0.67 
2011E 0.67 0.73 0.72 0.76  

 Financial and valuation metrics 
 

Year 12/09A 12/10E 12/11E 12/12E 
EPS - (Excl. ESO) (US$) 2.39 2.53 2.88 3.20 
EPS (CS adj.) (US$) 2.39 2.53 2.88 3.20 
Prev. EPS (CS adj.) (US$) — 2.50 2.74 2.98 
P/E (CS adj., x) 12.7 12.1 10.6 9.5 
P/E rel. (CS adj., %) 81.0 94.4 94.9 96.8 
Revenue (US$ m) 1,927.3 2,043.2 2,205.4 2,381.3 
EBITDA (US$ m) 670.6 690.1 756.1 829.2 
Net debt (US$ m) -950 -834 -1,158 -1,504 
OCFPS (US$) 3.19 3.62 3.95 4.27 
P/OCF (x) 12.7 8.4 7.7 7.2 
  

Number of shares (m) 156.02  Price/sales(x) 2.33 
BV/share (current, US$) 11.6  P/BVPS (x) 2.6 
Net debt (current, US$ m) -801.5  Dividend (12/09A, US$) — 
Dividend yield (%) —     

  Source: Company data, Credit Suisse estimates. 

Rating NEUTRAL* 
Price (29 Jul 10, US$) 30.50 
Target price (US$) (from 37.50) 35.00¹ 
52-week price range 45.54 - 30.14 
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¹Target price is for 12 months. 
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The Download… 
The Good: 

■ Bookings equaled $522 million versus consensus of $517 million. 

■ Deferred revenue equaled $1.366 billion, compared to our estimate of 
$1.343 billion. 

■ Cash flow from operations of $133 million, compared to consensus 
estimates of $102 million. 

The Bad: 
■ McAfee reported non-GAAP revenue results for Q2 of $495.3 million 

(excluding impact of DAT file update), compared with consensus 
estimates of $507.3 million.  

■ Corporate revenue was $305 million versus consensus estimates of 
$314 million. 

■ Consumer revenue was $191 million versus consensus estimates of 
$192 million. 

■ Management issued guidance for the September quarter of revenue of 
$505-520 and non-GAAP EPS of $0.62-0.66, compared to consensus 
estimates of revenue of $522.8 million and EPS of $0.65 and our 
estimates of $515.7 million and EPS of $0.64. 

What’s Our Take?  
■ We continue to forecast a deceleration in McAfee’s revenue growth rate 

in 2010, due to the higher rates of unemployment and limited growth in 
the enterprise PC installed base (which we believe will result in a later-
cycle recovery in endpoint security), difficult year-over-year rate of 
change comparisons because of the acquisition of Secure Computing, 
and foreign currency headwinds.  

What’s The Stock Thesis? 
■ We continue to forecast a deceleration in McAfee’s revenue growth rate 

in 2010, due to the higher rates of unemployment and limited growth in 
the enterprise PC installed base (which we believe will result in a later-
cycle recovery in endpoint security), difficult year-over-year rate of 
change comparisons because of the acquisition of Secure Computing, 
and foreign currency headwinds.   

■ McAfee’s valuation is relatively attractive and management’s guidance 
for Q3 could prove conservative, but we will continue to monitor 
McAfee’s corporate and SMB business trends before turning positive 
again on McAfee’s stock. 

What’s The Impact To The Model? 
■ We are adjusting our 2010 revenue estimate from $2.062 billion to 

$2.043 billion, and our EPS estimate from $2.50 to $2.53. 

What’s The Next Catalyst/Data Point? 
■ Software NPD data for the month of July is released on August 12, 

2010.  

What’s Valuation? 
■ McAfee currently trades at a 26.5% discount to the software industry on 

a NTM enterprise value to unlevered free cash flow basis. McAfee’s 
relative discount to software equalled 9.0% on average over the past 5 
years.  

■ Our target price of $35 implies a NTM unlevered EV/FCF multiple of 
8.9x and a NTM P/E multiple of 12.9x. 
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Quarterly Analysis 
Quarterly Highlights 
Exhibit 1: Quarter at a Glance 
US$ in millions, unless otherwise stated 
Quarterly Variance Analysis

Actual CS Est Actual Consensus
Jun-10 Jun-10E $ ∆ % ∆ Jun-10 Jun-10 $ ∆ % ∆

Corporate Revenue 304.6          321.8          (17.3)           -5.4% 304.6          313.8          NM NM
Consumer Revenue 190.8          181.2          9.6              5.3% 190.8          191.5          NM NM

Revenue 495.3$        503.0$        (7.7)$           -1.5% 495.3$        507.4$        (12.1)$         -2.4%
Cost of goods sold 108.0          110.0          (2.0)             -1.8% 108.0          111.1          (3.2)             -2.8%
Gross profit 387.4          393.0          (5.7)             -1.4% 387.4          396.3          (8.9)             -2.2%

Gross margin 78.2% 78.1% 78.2% 78.1%

Operating expenses 257.9          267.6          (9.7)             -3.6% 257.9          269.9          (12.0)           -4.4%
Operating income 129.4          125.4          4.0              3.2% 129.4          126.4          3.0              2.4%

Operating margin 26.1% 24.9% 26.1% 24.9%

Interest and other, net (0.3)             0.1              (0.4)             -376.2% (0.3)             0.5              (0.8)             -155.0%
Pro forma pretax income 129.2          125.5          3.6              2.9% 129.2          126.9          2.3              1.8%

Effective tax rate 24.0% 24.0% 24.0% 24.2%
Net income 98.2            95.4            2.8              2.9% 98.2            96.2            2.0              2.0%

EPS $0.63 $0.60 $0.03 5.2% $0.63 $0.60 $0.03 5.1%
FD shares outstanding 156             160             (3)                -2.2% 156             161             (5)                -2.9%

OCFPS $0.86 $0.25 $0.61 243.0% $0.86 $0.50 $0.37 74.6%
Deferred revenue 1,366.5       1,342.8       23.7            1.8% 1,366.5       1,370.0       (3.5)             -0.3%
Capital spending 18.8            17.5            1.3              7.6% 18.8            18.5            0.4              1.9%

Growth Analysis Sequential Comparison Y/Y Comparison
Actual Actual
Jun-10 Mar-10 $ ∆ % ∆ Jun-10 Jun-09 $ ∆ % ∆

Revenue 495.3$        502.7$        (7.4)$           -1.5% 495.3$        468.7$        26.7$          5.7%
Cost of goods sold 108.0          110.2          (2.2)             -2.0% 108.0          95.1            12.8            13.5%
Gross profit 387.4          392.5          (5.2)             -1.3% 387.4          373.5          13.8            3.7%
Operating expenses 257.9          265.8          (7.9)             -3.0% 257.9          248.2          9.7              3.9%
Operating income 129.4          126.8          2.7              2.1% 129.4          125.4          4.1              3.3%
Pro forma pretax income 129.2          126.9          2.3              1.8% 129.2          124.6          4.6              3.7%
Net income 98.2            96.4            1.8              1.8% 98.2            94.7            3.5              3.7%
EPS $0.63 $0.60 $0.03 4.7% $0.63 $0.60 $0.03 5.1%
Gross margin 78.2% 78.1% 78.2% 79.7%
Operating margin 26.1% 25.2% 26.1% 26.7%
Net margin 19.8% 19.2% 19.8% 20.2%  
Source: Company data, Credit Suisse estimates. 

Revenue Breakdown  

■ Sales of McAfee Enterprise Security, including Secure Computing, declined 2.5% 
sequentially, accounting for approximately 61.5% of revenue for the quarter. 

■ Consumer Security revenue increased 0.3% sequentially, constituting 38.5% of 
revenue during the quarter. 

Other Key Takeaways  

■ Cash on the balance sheet declined approximately $97.2 million to approximately 
$804.3 million in the quarter. 

■ The company closed 474 deals over $100,000, 78 deals over $500,000, and 30 deals 
over $1 million, compared with 376 deals over $100,000, 56 deals over $500,000, and 
19 deals over $1 million in the prior quarter. 

■ On the balance sheet, deferred revenue declined by approximately $12 million during 
the quarter to approximately $1.37 billion.  
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Estimates & Guidance  
We are adjusting our 2010 revenue estimate from $2.062 billion to $2.043 billion, and our 
EPS estimate from $2.50 to $2.53. Management issued guidance for the September 
quarter of revenue of $505-520 and non GAAP EPS of $0.62-0.66, compared to 
consensus estimates of revenue of $522.8 million and EPS of $0.65. 

Exhibit 2: Quarterly Estimate Changes vs. Company Guidance 
US$ in millions, unless otherwise stated 
Quarterly Estimates & Guidance Variance Analysis

Guidance Consensus Prev CS Est New CS Est
Sep-10E Sep-10E Sep-10E Sep-10E

Corporate Revenue NA 327.8                 310.7                 
Consumer Revenue NA 188.0                 199.5                 

Revenue $   505.0-520.0 522.8$               515.7$               510.1$               
Cost of goods sold 113.5                 113.9                 114.5                 
Gross profit 409.2                 401.8                 395.6                 

Gross margin 78.3% 77.9% 77.6%

Operating expenses 273.5                 268.2                 267.9                 
Operating income 135.8                 133.6                 127.8                 

Operating margin 24.0-26.0% 26.0% 25.9% 25.0%

Interest and other, net 0.8                     0.1                     1.0                     
Pro forma pretax income 136.5                 133.7                 128.8                 

Effective tax rate 24.0% 24.1% 24.0% 24.0%
Net income 103.6                 101.6                 97.9                   

EPS $0.62-$0.66 $0.65 $0.64 $0.63
FD shares outstanding 154-156 161                    160                    155                    

OCFPS $0.89 $1.09 $0.88
Deferred revenue NA 1,381.7              1,405.2              
Capital spending 19.1                   17.9                   19.4                    
Source: Company data, Credit Suisse estimates. 

Exhibit 3: Annual Estimate Changes Variance Analysis 
US$ in millions, unless otherwise stated 
Annual Estimates Variance Analysis

New CS Prev CS New CS Consensus
 2010E 2010E $ ∆ % ∆  2010E 2010E $ ∆ % ∆

Corporate Revenue 1,252.9       1,306.1       (53.2)           -4.1% 1,252.9       NA NM NM
Consumer Revenue 790.3          756.0          34.3            4.5% 790.3          NA NM NM

Revenue 2,043.2$     2,062.1$     (18.9)$         -0.9% 2,043.2$     2,096.4$     (53.2)$         -2.5%
Cost of goods sold 453.8          453.9          (0.1)             0.0% 453.8          457.8          (4.0)             -0.9%
Gross profit 1,589.4       1,608.2       (18.8)           -1.2% 1,589.4       1,638.6       (49.2)           -3.0%

Gross margin 77.8% 78.0% 77.8% 78.2%

Operating expenses 1,071.2       1,081.5       (10.3)           -1.0% 1,071.2       1,102.7       (31.5)           -2.9%
Operating income 518.3          526.7          (8.4)             -1.6% 518.3          535.9          (17.6)           -3.3%

Operating margin 25.4% 25.5% 25.4% 25.6%

Interest and other, net 1.8              0.4              1.4              337.1% 1.8              4.6              (2.8)             -60.7%
Pro forma pretax income 520.1          527.1          (7.0)             -1.3% 520.1          540.5          (20.4)           -3.8%

Effective tax rate 24.0% 24.0% 24.0% 24.2%
Net income 395.3          400.6          (5.4)             -1.3% 395.3          409.8          (14.5)           -3.5%

EPS $2.53 $2.50 $0.02 1.0% $2.53 $2.55 ($0.02) -0.9%
FD shares outstanding 156             160             (4)                -2.3% 156             161             (4)                -2.6%

OCFPS $3.62 $3.16 $0.46 14.5% $3.62 $3.35 $0.27 8.0%
Deferred revenue 1,487.8       1,457.1       30.7            2.1% 1,487.8       NA NM NM
Capital spending 76.1            71.7            4.3              6.0% 76.1            70.2            5.9              8.4%  
Source: Company data, Credit Suisse estimates. 
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Valuation 
McAfee currently trades at a NTM price to earnings multiple of 11.3, a discount to the 
company’s 5-year average multiple of 16.7. (See Exhibit 4.) 

Exhibit 4: NTM P/E Multiple, 5-Year Trend 
US$, unless otherwise stated 
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Source: FactSet, Credit Suisse. 

McAfee also currently trades at a NTM enterprise value to unlevered free cash flow 
multiple of 7.5, which represents a discount to the company’s 5-year average multiple of 
12.4. (See Exhibit 5.)  

Exhibit 5: NTM EV/UFCF Multiple, 5-Year Trend 
US$, unless otherwise stated 
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Source: FactSet, Credit Suisse. 

In addition, McAfee currently trades at a 26.1% discount to the software industry on a NTM 
price to earnings multiple basis. McAfee’s relative discount to software equalled 8.3% on 
average over the past 5 years. (See Exhibit 6.) 
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Exhibit 6: NTM P/E Multiple Discount/Premium to Software, 5-Year Trend 
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Source: FactSet, Credit Suisse. 

McAfee currently trades at a 26.5% discount to the software industry on a NTM enterprise 
value to unlevered free cash flow basis. McAfee’s relative discount to software equalled 
9.0% on average over the past 5 years. (See Exhibit 7.) 

Exhibit 7: NTM EV/UFCF Multiple Discount/Premium to Software, 5-Year Trend 
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Source: FactSet, Credit Suisse. 

Our target price of $35 implies a NTM unlevered EV/FCF multiple of 8.9x and a NTM P/E 
multiple of 12.9x. (See Exhibit 8.) 
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Exhibit 8: Valuation Matrix 
US$ in millions, unless otherwise stated 

Revenue $1,927.3 $2,043.2 $2,205.4 $2,120.4
EPS (Pro Forma) $2.39 $2.53 $2.88 $2.70
Maintenance $892.7 $908.0 $959.9 $929.0
CFO $506.6 $565.5 $608.0 $610.2
FCF $446.1 $489.5 $524.2 $529.6
UFCF $444.6 $488.1 $520.4 $526.4

EV/R 2.1x 1.9x 1.8x 1.9x
EV/Maintenance 4.4x 4.4x 4.1x 4.3x
P/E (Pro Forma) 12.7x 12.1x 10.6x 11.3x
EV/CFO 7.8x 7.0x 6.5x 6.5x
EV/FCF 8.9x 8.1x 7.6x 7.5x
EV/UFCF 8.9x 8.1x 7.6x 7.5x

EV/R 2.4x 2.3x 2.1x 2.2x
EV/Maintenance 5.2x 5.1x 4.9x 5.0x
P/E (Pro Forma) 14.6x 13.8x 12.2x 12.9x
EV/CFO 9.2x 8.2x 7.7x 7.6x
EV/FCF 10.4x 9.5x 8.9x 8.8x
EV/UFCF 10.5x 9.5x 9.0x 8.9x
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Source: Company data, Credit Suisse estimates. 
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Estimates  
Exhibit 9: Historical and Projected Income Statement 
US$ in millions, unless otherwise stated 

Fiscal 2009 by Quarter Fiscal 2010 by Quarter
Mar-09 Jun-09 Sep-09 Dec-09 Mar-10 Jun-10 Sep-10E Dec-10E 2008 2009 2010E 2011E

Total revenue 447.7$   468.7$   485.3$   525.7$   502.7$     495.3$   510.1$   535.0$   1,600.1$  1,927.3$  2,043.2$  2,205.4$  

Cost of good sold 92.5       95.1       103.1     108.9     110.2       108.0     114.5     121.1     323.0       399.7       453.8       496.0       
Gross profit 355.2     373.5     382.2     416.7     392.5       387.4     395.6     413.9     1,277.0    1,527.7    1,589.4    1,709.4    

Gross margin 79.3% 79.7% 78.8% 79.3% 78.1% 78.2% 77.6% 77.4% 79.8% 79.3% 77.8% 77.5%

Operating expenses:
Sales and marketing 138.9     141.0     144.9     166.4     153.9       143.4     154.6     164.8     492.7       591.1       616.6       654.5       
% of revenue 31.0% 30.1% 29.9% 31.7% 30.6% 28.9% 30.3% 30.8% 30.8% 30.7% 30.2% 29.7%

Research and development 71.3       72.1       75.5       76.9       76.1         75.4       76.1       76.9       230.4       295.9       304.5       324.2       
% of revenue 15.9% 15.4% 15.6% 14.6% 15.1% 15.2% 14.9% 14.4% 14.4% 15.4% 14.9% 14.7%

General and administrative 37.4       35.1       33.1       36.7       35.8         39.2       37.2       37.9       171.9       142.3       150.1       152.6       
% of revenue 8.3% 7.5% 6.8% 7.0% 7.1% 7.9% 7.3% 7.1% 10.7% 7.4% 7.3% 6.9%

Total operating expenses 247.6     248.2     253.5     280.0     265.8       257.9     267.9     279.6     895.1       1,029.3    1,071.2    1,131.4    
Operating income 107.6     125.4     128.7     136.7     126.8       129.4     127.8     134.3     382.0       498.4       518.3       578.0       

Operating margin 24.0% 26.7% 26.5% 26.0% 25.2% 26.1% 25.0% 25.1% 23.9% 25.9% 25.4% 26.2%

Stock options compensation expense 24.0       31.1       26.6       27.4       29.3         26.6       28.0       27.9       76.9         109.1       111.7       120.6       
% of revenue 5.4% 6.6% 5.5% 5.2% 5.8% 5.4% 5.5% 5.2% 4.8% 5.7% 5.5% 5.5%

Interest and other, net 3.0         (0.8)        1.1         (1.3)        0.1           (0.3)        1.0         1.0         51.2         2.0           1.8           4.9           
Pretax income 110.6 124.6 129.7 135.4 126.9 129.2 128.8 135.3 433.2 500.3 520.1 583.0

Pro forma taxes 26.5       29.9       31.1       32.5       30.4         31.0       30.9       32.5       117.0       120.1       124.8       139.9       
Effective tax rate 24.0% 24.0% 24.0% 24.0% 24.0% 24.0% 24.0% 24.0% 27.0% 24.0% 24.0% 24.0%

Pro forma net income 84.1$     94.7$     98.6$     102.9$   96.4$       98.2$     97.9$     102.8$   316.2$     380.3$     395.3$     443.1$     
Pro forma net margin 18.8% 20.2% 20.3% 19.6% 19.2% 19.8% 19.2% 19.2% 19.8% 19.7% 19.3% 20.1%

Pro forma EPS (fully-diluted) $0.54 $0.60 $0.62 $0.64 $0.60 $0.63 $0.63 $0.67 $1.99 $2.39 $2.53 $2.88
FD shares outstanding 156.2     158.3     159.9     161.0     160.6       156.2     155.0     153.7     159.2 158.9 156.4 154.0

 Fiscal Year Ends December

 

Source: Company data, Credit Suisse estimates. 
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Exhibit 10: Historical and Projected Income Statement Growth Analysis 
Fiscal 2009 by Quarter Fiscal 2010 by Quarter

Mar-09 Jun-09 Sep-09 Dec-09 Mar-10 Jun-10 Sep-10E Dec-10E 2008 2009 2010E 2011E
Sequential growth
Revenue 5.6% 4.7% 3.5% 8.3% -4.4% -1.5% 3.0% 4.9% 22.3% 20.5% 6.0% 7.9%

Gross profit 5.7% 5.2% 2.3% 9.0% -5.8% -1.3% 2.1% 4.6% 22.7% 19.6% 4.0% 7.5%

Sales and marketing 5.5% 1.5% 2.7% 14.9% -7.5% -6.9% 7.8% 6.6% 34.7% 20.0% 4.3% 6.1%
Research and development 16.6% 1.0% 4.8% 1.8% -1.0% -1.0% 1.0% 1.0% 15.8% 28.4% 2.9% 6.5%
General and administrative -8.6% -6.1% -5.7% 10.8% -2.6% 9.6% -5.1% 2.0% 13.5% -17.2% 5.4% 1.7%

Total operating expenses 6.0% 0.2% 2.1% 10.5% -5.1% -3.0% 3.9% 4.4% 25.0% 15.0% 4.1% 5.6%

Operating income 5.2% 16.5% 2.6% 6.2% -7.3% 2.1% -1.3% 5.1% 17.6% 30.5% 4.0% 11.5%

Pro forma pretax income 2.3% 12.6% 4.1% 4.4% -6.3% 1.8% -0.3% 5.0% 9.9% 15.5% 3.9% 12.1%

Pro forma net income 6.6% 12.6% 4.1% 4.4% -6.3% 1.8% -0.3% 5.0% 9.8% 20.3% 3.9% 12.1%

Pro forma EPS (fully-diluted) 6.0% 11.1% 3.1% 3.7% -6.1% 4.7% 0.4% 5.9% 13.2% 20.5% 5.6% 13.8%

Year-over-year growth
Revenue 21.1% 18.1% 18.5% 24.0% 12.3% 5.7% 5.1% 1.8%

Gross profit 20.9% 16.2% 17.3% 24.0% 10.5% 3.7% 3.5% -0.7%

Sales and marketing 21.5% 17.9% 13.9% 26.4% 10.8% 1.7% 6.7% -1.0%
Research and development 30.4% 25.5% 32.2% 25.8% 6.7% 4.6% 0.8% -0.1%
General and administrative -12.3% -17.5% -27.8% -10.2% -4.4% 11.6% 12.3% 3.4%

Total operating expenses 17.0% 13.0% 10.2% 19.8% 7.4% 3.9% 5.7% -0.2%

Operating income 31.2% 23.1% 34.4% 33.6% 17.8% 3.3% -0.7% -1.8%

Pro forma pretax income 13.4% 8.4% 15.1% 25.3% 14.7% 3.7% -0.7% -0.1%

Pro forma net income 18.0% 12.9% 19.9% 30.5% 14.7% 3.7% -0.7% -0.1%

Pro forma EPS (fully-diluted) 24.6% 15.2% 16.2% 25.9% 11.5% 5.1% 2.4% 4.6%

 Fiscal Year Ends December

 

Source: Company data, Credit Suisse estimates. 
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Exhibit 11: Historical and Projected Revenue Breakdown 
US$ in millions, unless otherwise stated 
 Fiscal 2009 by Quarter Fiscal 2010 by Quarter

Mar-09 Jun-09 Sep-09 Dec-09 Mar-10 Jun-10 Sep-10E Dec-10E 2008 2009 2010E 2011E
Total revenue $447.7 $468.7 $485.3 $525.7 $502.7 $495.3 $510.1 $535.0 $1,600.1 $1,927.3 $2,043.2 $2,205.4 
% growth in revenue y-o-y 21.1% 18.1% 18.5% 24.0% 12.3% 5.7% 5.1% 1.8% 22.3% 20.5% 6.0% 7.9%
% growth in revenue seq 5.6% 4.7% 3.5% 8.3% -4.4% -1.5% 3.0% 4.9%

Gross profit $355.2 $373.5 $382.2 $416.7 $392.5 $387.4 $395.6 $413.9 $1,277.0 $1,527.7 $1,589.4 $1,709.4 
Gross margin 79.3% 79.7% 78.8% 79.3% 78.1% 78.2% 77.6% 77.4% 79.8% 79.3% 77.8% 77.5%

Product 37.4       43.6       50.3       57.0       49.9       44.6       51.0       62.0       133.0      188.3      207.5      231.4      
% revenue 8.3% 9.3% 10.4% 10.8% 9.9% 9.0% 10.0% 11.6% 8.3% 9.8% 10.2% 10.5%
% growth in revenue y-o-y 82.7% 33.0% 47.2% 25.0% 33.5% 2.3% 1.4% 8.7% 62.6% 41.6% 10.2% 11.5%
% growth in revenue seq -18.1% 16.6% 15.4% 13.4% -12.5% -10.6% 14.4% 21.6%
Cost of product 20.6       20.7       28.3       29.1       23.9       21.0       24.5       29.5       71.5        98.7        98.9        109.7      

Gross profit 16.8       22.9       22.0       27.9       26.0       23.5       26.5       32.6       61.5        89.5        108.6      121.6      
Gross margin 44.9% 52.5% 43.8% 48.9% 52.0% 52.8% 52.0% 52.5% 46.2% 47.6% 52.3% 52.6%

Subscription, Service and Support 410.3     425.1     435.0     468.6     452.9     450.8     459.1     473.0     1,467.1   1,739.1   1,835.8   1,974.0   
% revenue 91.7% 90.7% 89.6% 89.2% 90.1% 91.0% 90.0% 88.4% 91.7% 90.2% 89.8% 89.5%
% growth in revenue y-o-y 17.5% 16.8% 15.8% 23.9% 10.4% 6.0% 5.5% 0.9% 19.6% 18.5% 5.6% 7.5%
% growth in revenue seq 8.4% 3.6% 2.3% 7.7% -3.4% -0.5% 1.9% 3.0%
Cost of service and support 71.9       74.4       77.5       79.8       88.2       86.9       90.0       91.7       251.5      303.7      356.8      386.3      

Gross profit 338.4     350.7     357.4     388.9     364.7     363.8     369.1     381.3     1,097.7   1,435.4   1,479.0   1,587.8   
Gross margin 82.5% 82.5% 82.2% 83.0% 80.5% 80.7% 80.4% 80.6% 74.8% 82.5% 80.6% 80.4%

 Fiscal Year Ends December

 

Source: Company data, Credit Suisse estimates. 
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Exhibit 12: Historical and Projected Balance Sheet 
US$ in millions, unless otherwise stated 

Fiscal 2009 by Quarter Fiscal 2010 by Quarter
Mar-09 Jun-09 Sep-09 Dec-09 Mar-10 Jun-10 Sep-10E Dec-10E 2008 2009 2010E 2011E

Current assets
Cash and cash equivalents 801.5     886.1     905.9     950.2     901.5     804.3     770.8     834.1     593.7       950.2         834.1         1,158.3      
Accounts receivable, net of allowance 240.4     266.0     231.8     294.3     230.7     244.3     260.7     315.1     323.0       294.3         315.1         347.4         
Prepaid expenses, income taxes and other current asse 294.0     294.9     362.1     339.0     272.7     276.3     284.6     298.5     255.1       339.0         298.5         346.2         
Deferred taxes 606.9     611.6     604.4     604.7     602.2     606.9     613.3     635.3     614.8       604.7         635.3         638.0         
Assets held for sale -           -           -           -           -           -           -           -           -             -               -               -               

Total current assets 1,942.8  2,058.5  2,104.1  2,188.2  2,007.1  1,931.9  1,929.4  2,082.9  1,786.6    2,188.2      2,082.9      2,489.9      

Long-term investments
Property and equipment, net of depreciation 112.4     121.2     128.3     133.0     129.3     129.8     134.7     139.3     114.4       133.0         139.3         156.5         
Goodwill 1,518.1  1,531.2  1,676.2  1,642.0  1,672.1  1,676.7  1,648.9  1,621.0  1,551.7    1,642.0      1,621.0      1,509.7      
Restricted cash -           -           -           -           -           -           -           -           -             -               -               -               

Total assets 3,573.3  3,710.9  3,908.5  3,963.2  3,808.4  3,738.4  3,713.1  3,843.3  3,452.8    3,963.2      3,843.3      4,156.1      

Current liabilities
Accounts payable 53.0       68.5       46.3       55.1       48.3       44.1       45.3       47.4       41.5         55.1           47.4           50.6           
Accrued liabilities 273.0     234.2     343.4     312.3     289.2     329.7     334.5     345.4     292.9       312.3         345.4         350.7         
Deferred revenue 1,269.4  1,307.6  1,333.8  1,407.5  1,378.5  1,366.5  1,405.2  1,487.8  1,293.1    1,407.5      1,487.8      1,620.9      
Convertible debt, current portion -           -           -           -           -             -               -               -               
Liabilities related to assets held for sale -           -           -           -           -           -           -           -           -             -               -               -               
Deposits from distributors -           -           -           -           -           -           -           -           -             -               -               -               
Notes payable 100.0     100.0     100.0     -           -           -           -           -           -             -               -               -               

Total current liabilities 1,695.3  1,710.3  1,823.5  1,774.9  1,716.1  1,740.3  1,784.9  1,880.6  1,627.6    1,774.9      1,880.6      2,022.3      

Long term liabilities
Convertible debt, less current portion -           -           -           -           -           -           -           -           -             -               -               -               
Other long-term liabilities 59.2       62.4       66.4       70.8       75.0       64.3       64.3       64.3       72.8         70.8           64.3           64.3           

Total liabilities 1,754.5  1,772.7  1,889.9  1,845.6  1,791.1  1,804.6  1,849.2  1,944.8  1,700.3    1,845.6      1,944.8      2,086.5      

Total shareholders' equity 1,818.7  1,938.2  2,018.7  2,117.5  2,017.3  1,933.8  1,863.8  1,898.5  1,752.5    2,117.5      1,898.5      2,069.6      
Total liabilities and shareholders' equity 3,573.3  3,710.9  3,908.5  3,963.2  3,808.4  3,738.4  3,713.1  3,843.3  3,452.8    3,963.2      3,843.3      4,156.1      

 Fiscal Year Ends December

 

Source: Company data, Credit Suisse estimates. 
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Exhibit 13: Historical and Projected Cash Flow Statement 
US$ in millions, unless otherwise stated 

Fiscal 2009 by Quarter Fiscal 2010 by Quarter
Mar-09 Jun-09 Sep-09 Dec-09 Mar-10 Jun-10 Sep-10E Dec-10E 2008 2009 2010E 2011E

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss) 53.5         28.7         36.8         54.5        37.6         39.4         52.1         56.8         162.2         173.4         185.8         250.5        

Depreciation and amortization 41.9         41.2         43.3         45.9        43.0         42.9         42.3         43.6         123.9         172.3         171.8         178.1        
Cumulative effect of change in accounting principle -            -            -            -            -            -            -            -            -               -               -               -              
Stock options compensation expense 24.0         25.0         26.6         27.4        29.3         26.6         28.0         27.9         76.7           103.0         111.7         120.6        
Amortization of purchased technology to cost of revenue -            -            -            -            -            -            -            -            -               -               -               -              
Non-cash restructuring charge 3.9           (2.3)         (0.7)         1.0          13.6         5.5           -            -            (7.5)            1.9             19.1           -              
Acquired in-process research and development -            -            -            -            -            -            -            -            19.5           -               -               -              
Premium amortization of marketable securities -            -            -            -            -            -            -            -            18.5           -               -               -              
Provision for (recovery of) doubtful accounts -            -            -            -            -            -            -            -            -               -               -               -              
Non-cash interest and other expense on convertible notes -            -            -            -            -            -            -            -            -               -               -               -              
Stock-based compensation -            -            -            -            -            -            -            -            (5.5)            -               -               -              
Deferred taxes 4.1           7.5           1.4           (1.1)         3.0           6.7           (6.4)         (22.0)       (10.7)          11.9           (18.7)          (2.7)           
Gain on sale of investments -            -            -            -            -            -            -            -            -               -               -               -              
Impairment of strategic and other investments 0.7           -            -            -            -            -            -            -            -               0.7             -               -              
Minority interest and other -            -            -            -            -            -            -            -            (3.7)            -               -               -              
debenture -            -            -            -            -            -            -            -            -               -               -               -              
Loss (gain) on the sale of assets and businesses -            -            -            -            -            -            -            -            -               -               -               -              
Change in fair value of interest rate swap, net of change in debt 0.4           (0.4)         -            -            -            -            -            -            -               -               -               -              
Impairment of goodwill -            -            -            -            -            -            -            -            -               -               -               -              
Provision for sales returns and allowances, net -            -            -            -            -            -            -            -            -               -               -               -              
Changes to assets and liabilities 21.7         (42.0)       44.7         19.0        34.7         13.7         20.0         27.4         (57.4)          43.4           95.8           61.6          

Net cash provided by operating activities 150.2       57.6         152.0       146.7      161.1       134.9       135.9       133.6       316.0         506.6         565.5         608.0        

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property and equipment and leasehold improvements (11.0)       (12.5)       (20.9)       (16.1)       (17.5)       (18.8)       (19.4)       (20.3)       (48.7)          (60.5)          (76.1)          (83.9)         
Purchase of marketable securities (133.9)     (52.8)       (121.1)     (140.3)     (110.4)     (70.0)       -            -            (252.0)        (448.1)        (180.5)        -              
Proceeds from sale and maturity of marketable securities 27.4         32.2         96.5         133.9      114.0       215.5       -            -            1,053.7      289.9         329.5         -              
(Increase) decrease in restricted cash -            -            -            -            -            -            -            -            (2.0)            -               -               -              
Purchase of minority interest in McAfee.com -            -            -            -            -            -            -            -            -               -               -               -              
Purchases of acquired technology -            -            -            -            -            -            -            -            -               -               -               -              
Acquisitions, net of cash acquired (2.5)         (31.2)       (137.9)     -            -            (32.5)       -            -            (550.6)        (171.6)        (32.5)          -              
Sale of Secure Computing shares and collar -            -            -            -            -            -            -            -            -               -               -               -              
Sale of assets and technology -            -            -            -            -            -            -            -            -               -               -               -              
Proceeds from sale of shares of Network Associates Japan -            -            -            -            -            -            -            -            -               -               -               -              
Purchase of shares of Networks Associates Japan -            -            -            -            -            -            -            -            -               -               -               -              
Other -            0.2           (0.0)         2.3          1.5           (0.0)         -            -            -               2.5             1.5             -              

Net cash used in investing activities (120.0)     (64.1)       (183.4)     (20.3)       (12.4)       94.2         (19.4)       (20.3)       200.2         (387.8)        42.0           (83.9)         

Net Free Cash Flow 139.2       45.2         131.1       130.6      143.6       116.1       116.5       113.3       267.3         446.1         489.5         524.2        

CASH FLOWS FROM FINANCING ACTIVITIES:
Repayment of notes payable -            -            -            -            -            -            -            -            -               -               -               -              
Bank overdraft -            -            -            -            -            -            -            -            -               -               -               -              
Repayment for bank overdraft -            -            -            (100.0)     -            -            -            -            -               (100.0)        -               -              
Proceeds from short-term financing 100.0       -            -            -            -            -            -            -            -               100.0         -               -              
Repayment of short-term financing -            -            -            -            -            -            -            -            -               -               -               -              
Tax benefit from exercise of nonqualified stock options -            -            -            -            -            -            -            -            -               -               -               -              
Proceeds from issuance of common stock 7.8           46.5         16.246     19.6        9.4           16.0         -            -            130.0         90.1           25.4           -              
Repurchase of common stock (16.5)       (3.2)         (2.0)         (3.5)         (169.8)     (152.2)     (150.0)     (50.0)       (516.6)        (25.3)          (522.0)        (200.0)       
Repurchase of convertible debentures -            -            -            -            -            -            -            -            -               -               -               -              
Issuance of convertible debentures, net of issuance costs -            -            -            -            -            -            -            -            -               -               -               -              
Change in minority interest and other -            -            (4.9)         -            (9.5)         (13.2)       -            -            (3.1)            (4.9)            (22.7)          -              
Proceeds from sale of put options -            -            -            -            -            -            -            -            -               -               -               -              
Proceeds of McAfee.com initial public offering, net -            -            -            -            -            -            -            -            -               -               -               -              
Exercise of warrants -            -            -            -            -            -            -            -            -               -               -               -              

Net cash provided by financing activities 91.3         43.3         9.3           (84.0)       (169.8)     (149.5)     (150.0)     (50.0)       (389.7)        59.9           (519.3)        (200.0)       

Effect of exchange rate changes (19.0)       24.1         14.8         (4.7)         (24.7)       (31.4)       -            -            (47.4)          15.2           (56.1)          -              

Net change in cash and cash equivalents 102.5       60.9         (7.3)         37.8        (45.8)       48.2         (33.5)       63.3         79.1           193.8         32.2           324.2        

Beginning balance cash and cash equivalents 473.3       575.8       636.7       629.4      667.1       621.3       669.5       636.0       394.2         473.3         667.1         699.3        

Ending balance cash and cash equivalents 575.8       636.7       629.4       667.1      621.3       669.5       636.0       699.3       473.3         667.1         699.3         1,023.5     

Cash paid during the year for interest -            -            -            -            -            -            -            -            -               -               -               -              
Cash paid during the year for income taxes -            -            -            -            -            -            -            -            27.3           -               -               -              

 Fiscal Year Ends December

 

Source: Company data, Credit Suisse estimates. 
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