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Important Disclosure Information is contained on the last page of this report.   
The recipient of this report is directed to read these disclosures. 

 

Pre-IPO Coverage: CrowdStrike (CRWD) 
CrowdStrike (CRWD), provider of cloud-based cybersecurity, is expected to IPO on Wednesday, June 12. At a 
price range of $28-$30 per share, the company plans to sell up to $540 million with an expected market cap of 
~$5.7 billion. At the midpoint of the IPO price range, CRWD currently earns our Unattractive rating.  

CrowdStrike has some impressive credentials in the cybersecurity space. The company’s technology helped to 
identify Russia as the source of the DNC hacks during the 2016 election, and it boasts 44 members of the 
Fortune 100, including Amazon Web Services (AMZN) as customers. On the other hand, the company has 
significant losses and will need to grow rapidly to justify an expected market cap that is almost 23 times 2018 
revenue. 

This report aims to help investors sort through CrowdStrike’s financial filings to understand the fundamentals and 
valuation of this IPO. 

 

 

Growing Revenue Leads to Growing Losses 

CrowdStrike was founded in 2011 with the goal of using artificial intelligence and cloud computing to create a 
more sophisticated cybersecurity platform. The company’s technology has been used to combat many major 
hacking incidents over the past five years. In addition to the DNC hacks, CRWD helped identify the perpetrators 
of Chinese spying on the U.S. defense sector and linked North Korea to the Sony Pictures hack in 2014. 

This positive press has helped the company rapidly acquire new customers. CRWD increased its subscription 
customers from 450 at the beginning of 2017 to 2,516 in 2019, or 137% compounded annually. The company 
now counts 44 members of the Fortune 100 as customers. 

However, CRWD spends a lot of money to acquire these customers. In fiscal year 2019 (which ended on 
January 31), the company spent $173 million (69% of revenue) on sales and marketing. As a result, the 
company’s net operating loss after tax (NOPAT) increased by 11%, from -$95 million in 2018 to -$106 million in 
2019. See Figure 1. 

Figure 1: CRWD Revenue and NOPAT: 2017-2018 
 

 
 

Sources: New Constructs, LLC and company filings 
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   STOCKS PICKS AND PANS 6/10/19 

 

Page 2 of 5 

 

Encouragingly, sales and marketing costs declined as a percent of revenue, down from 88% in 2018. CRWD will 
need to keep growing revenue faster that marketing costs in order to achieve profitability. 

Best in Class Cybersecurity System 

CRWD estimates that its addressable market is ~$25 billion, but it faces significant competition in its industry. 
Legacy antivirus providers like McAfee and Symantec (SYMC), network security vendors like Palo Alto Networks 
(PANW) and FireEye (FEYE), and endpoint security providers BlackBerry Cylance and Carbon Black (CBLK) 
compete with CRWD.  

Even in this crowded field, CRWD has managed to stand out. Gartner Peer Insights recognizes the company as 
the highest-rated vendor for Endpoint Detection and Response Solutions based on customer reviews.  

In addition, CRWD’s customer retention rate backs up its high level of customer satisfaction. CRWD measures 
customer retention in two ways: Gross Retention and Net Retention. Gross Retention measures the year-over-
year loss of customers, while Net Retention measures the year-over-year change in total spending from existing 
customers. Figure 2 shows that both Gross and Net Retention rates are high and increasing. 

Figure 2: CRWD Dollar-Based Gross and Net Retention: Q4 2017- Q4 2019 
 

 
 

Sources: New Constructs, LLC and company filings 

CRWD’s Gross Retention rate of 98% in Q4 means it lost just 2% of customers year-over-year. For comparison, 
competitor Carbon Black had an 87% retention rate last year. Meanwhile, CRWD’s Net Retention rate of 147% 
means it grew revenue by 47% year-over-year in Q4 before even factoring in the revenue from new customers 
acquired during the year. 

CRWD’s superior retention explains how it managed to grow revenue by 110% last year while Carbon Black 
grew revenue by just 30%. The two companies started the year with a similar level of revenue and spent similar 
amounts on marketing, but CRWD is retaining and attracting customers at a much higher rate. 

Building a Moat Around Data 

The bull case for CRWD rests on the assumption that the company can leverage big data to turn its current 
leadership position in the industry into a self-reinforcing cycle. As CRWD attracts new customers based on its 
superior service, it gets more data with which to train its AI, which makes its system even better, which attracts 
even more customers, and the cycle continues. 

At the same time, many of CRWD’s competitors are significantly larger and have a major resource advantage. If 
CRWD can’t turn its data into a real competitive advantage, it may struggle to stay ahead of competitors that can 
afford to spend significantly more on R&D. 
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Public Shareholders Have No Rights 

CRWD is going public with a dual-class share structure. The Class A shares sold to the public will have one vote 
per share, while the Class B shares held by insiders and early investors get 10 votes. Upon the completion of the 
IPO, Class B shareholders will hold ~99% of the voting rights in the company, which means public shareholders 
will effectively have no say in corporate governance. 

DCF Model Reveals High Expectations 

Our reverse discounted cash flow (DCF) model shows the expectations implied by CRWD’s IPO price are high, 
but achievable.  

In order to justify the midpoint of its IPO range, $29/share, CRWD must grow revenue by 40% compounded 
annually for 10 years and achieve NOPAT margins of 10%, the same as Fortinet (FTNT) in 2018, the most 
profitable cybersecurity company we cover. See the math behind this dynamic DCF scenario. 

In this scenario, CRWD would earn $7 billion in revenue in 2029, about ~30% of its projected addressable 
market.  

Overall, the expectations implied by CRWD’s valuation are high but not as impossibly high as we’ve seen with 
other IPOs. The current valuation presents significant downside risk if the company fails to maintain its leading 
position in the market. 

Critical Details Found in Financial Filings by Our Robo-Analyst Technology  

As investors focus more on fundamental research, research automation technology is needed to analyze all the 
critical financial details in financial filings. Below are specifics on the adjustments1 we make based on Robo-
Analyst2 findings in CrowdStrike’s S-1: 

Income Statement: we made $38 million of adjustments, with a net effect of removing $30 million in non-
operating expense (12% of revenue). You can see all the adjustments made to CRWD’s income statement here. 

Balance Sheet: we made $70 million of adjustments to calculate invested capital with a net decrease of $26 
million. You can see all the adjustments made to CRWD’s balance sheet here. 

Valuation: we made $461 million of adjustments with a net effect of decreasing shareholder value by $461 
million. Our largest adjustment is $439 million (8% of market cap) in employee stock option liabilities. You can 
see all the adjustments made to CRWD’s valuation here. 

This article originally published on June 10, 2019. 

Disclosure: David Trainer, Kyle Guske II, and Sam McBride receive no compensation to write about any specific 
stock, style, or theme. 

Follow us on Twitter, Facebook, LinkedIn, and StockTwits for real-time alerts on all our research.  

 

 

 

 

 

 

 

 

 

                                                 
1 Ernst & Young’s recent white paper “Getting ROIC Right” demonstrates the link between an accurate calculation of ROIC and shareholder 
value. 
2 Harvard Business School Features the powerful impact of research automation in the case study New Constructs: Disrupting Fundamental 
Analysis with Robo-Analysts. 

http://www.newconstructs.com
https://www.newconstructs.com/education-close-the-loopholes-how-our-dcf-works/
https://www.newconstructs.com/wp-content/uploads/2019/06/CRWD_DCF.png
https://www.newconstructs.com/harvard-publishes-case-study-on-our-robo-analyst-technology/
https://www.newconstructs.com/iss-buying-eva-dimensions-signals-more-focus-on-fundamental-research/
https://www.newconstructs.com/danger-zone-fund-managers-that-dont-analyze-details-in-10-ks/
https://www.newconstructs.com/non-operating-income-hidden-in-operating-earnings/
https://www.newconstructs.com/non-operating-income-hidden-in-operating-earnings/
https://www.newconstructs.com/wp-content/uploads/2019/06/CRWD_IS_Adjustments.png
https://www.newconstructs.com/wp-content/uploads/2019/06/CRWD_BS_Adjustments.png
https://www.newconstructs.com/outstanding-employee-stock-options/
https://www.newconstructs.com/wp-content/uploads/2019/06/CRWD_Valuation_Adjustments.png
https://www.newconstructs.com/pre-ipo-coverage-crowdstrike-crwd/
https://twitter.com/NewConstructs
https://www.facebook.com/newconstructsllc/
https://www.linkedin.com/company/new-constructs
https://stocktwits.com/dtrainer_NewConstructs
https://www.newconstructs.com/ernst-young-proves-superiority-of-our-data-roic/
https://hbr.org/product/new-constructs-disrupting-fundamental-analysis-with-robo-analysts/118068-PDF-ENG
https://hbr.org/product/new-constructs-disrupting-fundamental-analysis-with-robo-analysts/118068-PDF-ENG
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New Constructs® - Research to Fulfill the Fiduciary Duty of Care 

Ratings & screeners on 3000 stocks, 450 ETFs and 7000 mutual funds help you make prudent 
investment decisions. 

New Constructs leverages the latest in machine learning to analyze structured and unstructured 
financial data with unrivaled speed and accuracy. The firm's forensic accounting experts work 
alongside engineers to develop proprietary NLP libraries and financial models. Our investment ratings 
are based on the best fundamental data in the business for stocks, ETFs and mutual funds. Clients 
include many of the top hedge funds, mutual funds and wealth management firms. David Trainer, the 
firm's CEO, is regularly featured in the media as a thought leader on the fiduciary duty of care, 
earnings quality, valuation and investment strategy. 

To fulfill the Duty of Care, research should be:  

1. Comprehensive - All relevant publicly-available (e.g. 10-Ks and 10-Qs) information has been 
diligently reviewed, including footnotes and the management discussion & analysis (MD&A).  

2. Un-conflicted - Clients deserve unbiased research.  

3. Transparent - Advisors should be able to show how the analysis was performed and the data 
behind it.  

4. Relevant - Empirical evidence must provide tangible, quantifiable correlation to stock, ETF or 
mutual fund performance. 

Value Investing 2.0: Diligence Matters: Technology is Key to Value Investing With Scale 

Accounting data is only the beginning of fundamental research. It must be translated into economic 
earnings to truly understand profitability and valuation. This translation requires deep analysis of 
footnotes and the MD&A, a process that our robo-analyst technology empowers us to perform for 
thousands of stocks, ETFs and mutual funds. 

http://www.newconstructs.com
https://www.newconstructs.com/roic-paradigm-linking-corporate-performance-valuation/
https://www.newconstructs.com/technology/
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DISCLOSURES  

New Constructs®, LLC (together with any subsidiaries and/or affiliates, “New Constructs”) is an independent organization with no management 
ties to the companies it covers.  None of the members of New Constructs’ management team or the management team of any New Constructs’ 
affiliate holds a seat on the Board of Directors of any of the companies New Constructs covers.  New Constructs does not perform any 
investment or merchant banking functions and does not operate a trading desk.   
New Constructs’ Stock Ownership Policy prevents any of its employees or managers from engaging in Insider Trading and restricts any trading 
whereby an employee may exploit inside information regarding our stock research.  In addition, employees and managers of the company are 
bound by a code of ethics that restricts them from purchasing or selling a security that they know or should have known was under consideration 
for inclusion in a New Constructs report nor may they purchase or sell a security for the first 15 days after New Constructs issues a report on 
that security. 

 

DISCLAIMERS  

The information and opinions presented in this report are provided to you for information purposes only and are not to be used or considered 
as an offer or solicitation of an offer to buy or sell securities or other financial instruments. New Constructs has not taken any steps to ensure 
that the securities referred to in this report are suitable for any particular investor and nothing in this report constitutes investment, legal, 
accounting or tax advice. This report includes general information that does not take into account your individual circumstance, financial 
situation or needs, nor does it represent a personal recommendation to you. The investments or services contained or referred to in this report 
may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about any such 
investments or investment services. 
Information and opinions presented in this report have been obtained or derived from sources believed by New Constructs to be reliable, but 
New Constructs makes no representation as to their accuracy, authority, usefulness, reliability, timeliness or completeness. New Constructs 
accepts no liability for loss arising from the use of the information presented in this report, and New Constructs makes no warranty as to results 
that may be obtained from the information presented in this report. Past performance should not be taken as an indication or guarantee of 
future performance, and no representation or warranty, express or implied, is made regarding future performance. Information and opinions 
contained in this report reflect a judgment at its original date of publication by New Constructs and are subject to change without notice. New 
Constructs may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the 
information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared 
them and New Constructs is under no obligation to insure that such other reports are brought to the attention of any recipient of this report.   
New Constructs’ reports are intended for distribution to its professional and institutional investor customers. Recipients who are not 
professionals or institutional investor customers of New Constructs should seek the advice of their independent financial advisor prior to making 
any investment decision or for any necessary explanation of its contents.   
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which 
would be subject New Constructs to any registration or licensing requirement within such jurisdiction.  
This report may provide the addresses of websites. Except to the extent to which the report refers to New Constructs own website material, 
New Constructs has not reviewed the linked site and takes no responsibility for the content therein. Such address or hyperlink (including 
addresses or hyperlinks to New Constructs own website material) is provided solely for your convenience and the information and content of 
the linked site do not in any way form part of this report.  Accessing such websites or following such hyperlink through this report shall be at 
your own risk.  
All material in this report is the property of, and under copyright, of New Constructs. None of the contents, nor any copy of it, may be altered in 
any way, copied, or distributed or transmitted to any other party without the prior express written consent of New Constructs. All trademarks, 
service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of New Constructs. 
Copyright New Constructs, LLC 2003 through the present date. All rights reserved. 
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