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* Revenues and EPS were $118 million and $0.29, vs. our estimates of $117.5 
million and $0.29, respectively. 
* While gross margins remained unchanged at 95.5%, operating margins increased to 65%, vs. 64.5% in June 
quarter. 
* Our revised estimates for CY2001 and CY2002 are $529 million and $1.23, and 
$620 million and $1.40, respectively. 
* We reiterate our Strong Buy-Aggressive rating on CHKP shares and maintain our 12-month price target of 
$45. 
 
  Check Point Software Technologies 
  Nasdaq:        CHKP 
  Rating:        Strong Buy 
  Risk:          Aggressive 
  Price Target:  $ 45 
   _____________________________________________________________________________ 
Price:        $29.12         |  Fiscal Yr       Prev     EPS      P/E 
52-Wk Range:  $119-$20       |      Dec/2001E             $1.23     23.7x 
Tr. 12 ROE:   NM             |      Dec/2002E             $1.40     20.8x 
3 Yr EPS Gr:  30.00%         |        2001 Q3             $0.29 
Shares Out:   259.12 million | 
Book Value:   $4.33          | 
Market Cap:   $7.55 billion  | 
_____________________________________________________________________________ 
_____________________________________________________________________________ 
                                 Fiscal Yr      Prev     Revenue* MC/Rev 
                                    Dec/2001E  531.481  $529.05        NM 
                                    Dec/2002E  636.619  $620.21        NM 
__________________________________________________________________________ 
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  CHKP:SB-Aggr;SEPTEMBER-QUARTER RESULTS  MARGINS DEFY GRAVITY AGAIN 
 
September Quarter Results--Margins Defy Gravity Again: Check Point  reported September-quarter revenues of 
$118 million and EPS of $0.29, in line  with preannounced results. Once again, Check Point's margins defied 
gravity; the company delivered a gross margin of 95.5% (flat with last quarter), operating margin of 65% 
(up from 64.5%), and a net margin of 63% (up from 61.1%). Operating expenses declined a remarkable $9.1 
million sequentially(19%) to $35.9 million. Management attributed the decline to stock option  taxes ($2.3 
million), variable compensation ($2.2 million), and reductions in discretionary spending and bad debt 
allowance ($4.6 million). 
   
While some investors will no doubt assume the worst (that the company is starving investment, driving 
short-term profitability at the expense of long-  term growth), we are not alarmed because:  1) overall 
head count actually increased by eight people to 1,170, and sales and support head count increased by 25;  
2) Check Point's business model has always relied  heavily on third-party partnerships and channel 
leverage; and  3) we do not believe the company's R&D effort (300 people) has been sacrificed, and we  
expect numerous new NG-based products to be released during the next several quarters. We are particularly 
encouraged that gross margin stayed flat, which we believe further validates what we have consistently 
heard from our channel checks--that Check Point is experiencing little or no pricing pressure from  Cisco 
(Nasdaq: CSCO; B-Agg; $15.60) and other competitors. We do expect operating margin to decline gradually 
during the next several quarters to a sustainable level in the mid- to high-50s, but not to plummet. In our 
opinion, the fact that Check Point sustained its amazing profitability in its worst-ever growth quarter is 
testament to the robustness of its model. 
   
On the balance sheet, deferred revenue declined by $9.3 million, or 9%, to $100.3 million, reflecting a 
difficult bookings environment. Management stated that $15-$20 million of revenue was lost due to the 
September 11 terrorist attacks. DSO stood at a very healthy 59 days, up from 55 days last quarter, and the 
company generated $78.2 million in cash, ending the quarter  at $944.2 million.  
Customer Base Continues To Grow: Frewall/VPN deployments grew to 232,000/108,000, up sequentially from 
220,000/100,000, respectively. Check Point now has more than 86,000 customers. The revenue mix between new 
and existing customers remained steady at 50/50. Geographically, NA/Europe/Asia  accounted for 46%/35%/19% 
of revenues, respectively. Revenues from service providers remained steady at approximately 15% of total 
revenues. Approximately 5%/10%/15% of the products shipped in July/August/September, respectively, were NG 
enabled. We believe that a growing customer base and adoption of NG enabled products will be key revenue 
catalysts going forward, especially for NG based software-modules, which are expected to be priced from 
$3,000-$7,000 each. 
   



 

 

 The Big Question Now Is Top-Line Growth: Management's guidance for the December quarter was $120-$125 
million in revenues (1%-6% sequential revenue growth) and EPS of $0.28-$0.30. While the company did not 
provide any detailed guidance for 2002, we believe a top-line growth rate in the high teens is a 
realistically conservative assumption given the current spending climate. We note that IDC has estimated 
19% market growth from CY2001-CY2002 for firewall software (June 2001), and Infonetics has estimated 77% 
market growth for VPN software (August 2001) over the same period. Irrespective of overall market 
conditions, we think Check Point can maintain or increase its  market share going forward because of NG. 
 
Stock Opinion 
 
We reiterate our Strong Buy-Aggressive rating on CHKP shares. We are keeping our CY2001 and CY2002 EPS 
estimates at $1.23 and $1.40, and revising our revenue estimates to $529 million and $620 million, 
respectively. Our 12-  month price target of $45 remains unchanged and is based on an EPS growth  rate of 
30%, implied 2002 P/E of 32x (which is in line with the peer group), and an implied 2002 PEG of 1.1x. 
 
Company Description 
 
Check Point Software Technologies, Ltd. is the leading provider of enterprise network security solutions 
for intranets, extranets, and the Internet. 
 
 
______________________________________________________________________________ 
 
  Dain Rauscher Incorporated makes a market in Check Point Software 
  Technologies and may act as principal with regard to sales or purchases of 
  this security. 
 
  ADDITIONAL INFORMATION AVAILABLE UPON REQUEST. 
  Our Research Ratings Legend can be viewed at www.rbcdrw.com/researchratings. 
  The information contained in this report has been prepared from sources that 

 
  Rauscher makes no representation or warranty as to the accuracy or 
  completeness of the information. This report does not purport to be a 
  complete statement of all material facts related to any company, industry, or 
  security mentioned herein. The information contained and opinions expressed 
  in this report reflect our knowledge and judgment as of the date of this 
  report but are subject to change without notice and may or may not be 
  updated. Moreover, the opinions expressed herein are not intended as 



 

 

  personalized investment advice and may not be suitable for certain clients. 
  Dain Rauscher Incorporated, its officers, directors, affiliates, and/or 
  employees (including the authors of this report) may from time to time have a 
  long or short position in publicly or privately issued securities of 
  companies mentioned or derivatives thereof and may sell or buy such 
  securities for their own or related accounts. This notice shall not 
  constitute an offer to sell or the solicitation of an offer to buy, nor shall 
  there be any sale of these securities in any state in which said offer, 
  solicitation, or sale would be unlawful prior to registration or 
  qualification under the securities laws of any such state. Any Canadian 
  recipient of this report that is not a Designated Institution in Ontario or a 
  Sophisticated Purchaser in Quebec (or similar permitted institutional 
  purchaser in any other province) and that wishes further information 
  regarding, or to effect any transaction in, any of the securities discussed 
  in this report should contact and place orders with RBC Dominion Securities 
  Inc., which, without in any way limiting the foregoing, accepts 
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 Call your DRW salesperson at 1-800-937-4678 
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