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Technology Research

Check Point Software Technologies Ltd.

CHKP Announced Q1:02 Results In-Line With
Lower Pre-Announced Expectations; We
Maintain Our Market Perform Rating

Investment Conclusion: We continue to view Check Pointa   as the
franchise name in the firewall/VPN sector and one of the premier
companies in our Internet security coverage area.  However, we are
concerned about customer demand given the weak IT environment
and weak demand drivers (i.e., little demand for more bandwidth,
headcount declines, etc.). We maintain our Market Perform rating.

Key Points
• Check Point announced Q1:02 revenues and earnings

yesterday, in-line with lower pre-announced expectations.
Revenues for Q1:02 were $104.6 million, down 15% sequentially
and 28% year-over-year. Our original revenue estimate for Q1:02
was $121.3 million. Operating EPS for Q1:02 was $0.25, down
18% sequentially and 23% year-over-year. Our original EPS
estimate for Q1:02 was $0.29.

• In Q1:02, while the number of orders and pricing remained
stable compared to last quarter, order sizes decreased.
Large orders (over $10K) represented 52% of total revenues in
Q1:02 compared to 57% of total revenues in Q4:01. Check
Point attributed the reduction in order sizes to continued weak
IT spending. While Check Point saw healthy interest and
activity in the quarter, customers continued to postpone full-
scale implementation of projects.

• Check Point’s low-end S-Box appliance gained strong
traction in its first quarter of availability. The company
shipped more than 3,600 units in the quarter. This low-end
appliance is sold through Check Point’s Sofaware affiliate
based in Israel. SofaWare financials are consolidated in
CHKP’s financial statements. In Q1:02, SofaWare revenues
represented less than 1% of Check Point’s total revenues and
its expenses were approximately $400-500K.

• CHKP’s balance sheet was solid with strong cash flow in
Q1:02. Operating cash flow was $78.4 million versus $63.5 million
of net income. CHKP’s total cash balance grew by $78 million (or
7.5%) to $1.1 billion. DSOs of 54 days improved by three days.
Deferred revenue declined by less than $1 million (or 1%) to
approximately $95 million.

• We are revising our estimates. We are lowering our 2002
revenue estimate to $463.5 million from $472.2 million and our
EPS estimate to $1.07 from $1.09. We are also lowering our 2003
revenue estimate to $589.0 million from $603.2 million, however, raising our EPS estimate to $1.32 from $1.28.
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Dane E. Lewis  415.248.4071
Evren Dogan  415.248.4705                                                                                        
Change In... Yes/No Was Is
Rating: No           MP
Operating EPS  F2002E: Yes $1.09 $1.07
Operating EPS  F2003E: Yes $1.28 $1.32
Rev  F2002E: Yes $472.2 $463.5
Rev  F2003E: Yes $603.2 $589.0
12-Month Price Target: Yes $32.00 NE
52-Week Range (NASDAQ) $80.16-19.56
FD Shares Outstanding 259.0 MM
Market Cap $4,713.8 MM
Avg Daily Volume (000) 1,682
Book Value/Share 3/02 $3.80
5yr Hist. EPS Growth Rate 35%
5yr Proj. EPS Growth Rate 20%
ROA 2002E: 25%
Dividend/Yield NONE/ NA
Price/Book Value 3/02: 4.8x
Net Cash/Share 3/02: $4.27

FY December F2001 A F2002 E F2003 E
Operating EPS:
1Q $0.32 $0.25 A $0.30
2Q $0.33 $0.25 E $0.32
3Q $0.29 $0.27 E $0.33
4Q $0.30 $0.30 E $0.36
Year $1.24 $1.07 $1.32
P/E NM 17.0x 13.8x

Rev (MM): F2001 A F2002 E F2003 E
1Q $145.0 $104.6 E $134.3
2Q $142.1 $109.8 E $142.4
3Q $118.0 $118.0 E $149.5
4Q $122.5 $131.0 E $162.9
Year $527.6 $463.5 $589.0
Mkt Cap/Rev NM 10.2x 8.0x
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QUARTERLY HIGHLIGHTS

Check Point announced Q1:02 revenues and earnings yesterday, in-line with lower pre-announced
expectations. Revenues for Q1:02 were $104.6 million, down 15% sequentially and 28% year-over-year. Our
original revenue estimate for Q1:02 was $121.3 million. Operating EPS for Q1:02 was $0.25, down 18%
sequentially and 23% year-over-year. Our original EPS estimate for Q1:02 was $0.29.

In Q1:02, while the number of orders and pricing remained stable compared to last quarter, order sizes
decreased. Large orders (over $10K) represented 52% of total revenues in Q1:02 compared to 57% of total
revenues in Q4:01. Check Point attributed the reduction in order sizes to continued weak IT spending. While Check
Point saw healthy interest and activity in the quarter, customers continued to postpone full-scale implementation of
projects. Additionally, many deals in the pipeline that were expected to close in March were delayed due to
conservative spending by customers.

Check Point’s low-end S-Box appliance gained strong traction in its first quarter of availability. The company
shipped more than 3,600 units in the quarter.  Of these units, 60% were sold to new customers and the remaining
40% were sold to existing CHKP enterprise customers who bought these appliances for their remote employees.
The S-Box has three different price points ranging from $300-$1,300 per unit.  This low-end appliance is sold
through Check Point’s SofaWare affiliate based in Israel. Check Point owns approximately 60% of SofaWare.
SofaWare financials are consolidated in CHKP’s financial statements. In Q1:02, Sofaware revenues represented
less than 1% of Check Point’s total revenues and its expenses were approximately $400-500K. Sofaware’s balance
sheet represented less than 0.1% of Check Point’s balance sheet.

Revenue from the appliance platforms grew in Q1:02 to over 40% of total revenues. Nokia continues to
generate the vast majority of this revenue.

CHKP’s balance sheet was solid with strong cash flow in Q1:02. Operating cash flow was $78.4 million versus
$63.5 million of net income. CHKP’s total cash balance grew by $78 million (or 7.5%) to $1.1 billion. DSOs of 54
days improved by three days. Deferred revenue declined by less than $1 million (or 1%) to approximately $95
million.

The company announced two new VPN products in April. Check Point introduced VPN-1 Net, a dedicated VPN
solution that enables simple, secure and fast connectivity. Additionally, the company announced VPN-1 Pro, an
integrated VPN and firewall solution with advancements in ease-of-deployment and management. These products
could generate upside to our numbers.

In Q1:02, Check Point had more than 225,000 total customer installations of which 127,000 of them (or 55%)
were for VPN deployments.

REVENUE ANALYSIS

License revenue fell as a percentage of total revenues from 67% to 63%. In Q1:02, license revenues of $65.9
million declined by 20% sequentially and 39% year over year. Services and subscription revenue of $38.9 million
declined by 4% sequentially, however, grew 7% year over year.  As a result, services and subscription represented
37% of total revenues up from 33% last quarter and from 25% a year ago.

Revenue from the appliance platforms grew in Q1:02 to over 40% of total revenues. Nokia continues to
generate the vast majority of this revenue.

Geographical breakdown was similar to last quarter. In Q1:02, revenues from North America represented 42%
of total revenues, Europe represented 40% and Asia Pacific represented 18% of total revenues, similar to last
quarter.
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OPERATING ANALYSIS

Gross margins declined by 60 basis points sequentially to 95.6% in Q1:02, however, grew by 250 basis points
year-over-year.

Operating margins declined by 21% sequentially from 65.0% in Q4:01 to 60.0% in Q1:02. Operating expenses
declined by approximately $1 million, or 3% sequentially.  Headcount remained flat in Q1:02 and Check Point ended
the quarter with approximately 1,200 employees. We expect sales and marketing expenses to grow in absolute
dollars over the next few quarters in order to support expansion into more VPN-oriented products.

Tax rate. We are modeling a 16% tax rate for 2002. The tax rate for Q1:02 was 15.2%. The company’s guidance for
tax rate 2002 is 15-17%.

BALANCE SHEET ANALYSIS

Check Point’s cash balance grew by $78 million or 7.5% to $1.1 billion at the end of Q1:02. The company
generated operating cash flow of $78.4 million in Q1:02 versus $84 million in Q4:01.

DSOs declined by three days to 54 days in Q4:01 from 57 days in Q4:01 (versus 64 in Q3:01) as collections
improved.

Deferred revenue declined by less than $1 million (or 1%) to approximately $95 million at the end of Q1:02.
Deferred revenue has declined for the last four quarters from $123.4 million at the end of Q1:01 to $94.7 million at
the end of Q1:02.  Deferred revenues consist of: 1) the portion of maintenance revenue that will be recognized over
the remaining term of a contract, and 2) product revenues that have not yet been recognized due to certain
contingencies in a contract.  The majority of the deferred revenue balance is comprised of maintenance revenue.
Check Point management commented that they expect deferred revenues to fluctuate plus/minus $5 million per
quarter in the near term.

Check Point Deferred Revenue

(in millions) Q3:99 Q4:99 Q1:00 Q2:00 Q3:00 Q4:00 Q1:01 Q2:01 Q3:01 Q4:01 Q1:02

Deferred Revenue $40.8 $56.0 $72.4 $93.2 $105.4 $121.2 $123.4 $109.6 $100.3 $95.7 $94.7

Q/Q Change $19.4 $15.2 $16.4 $20.7 $12.2 $15.8 $2.2 ($13.7) ($9.3) ($4.6) ($1.0)

as a % 90% 37% 29% 29% 13% 15% 2% -11% -9% -5% -1%
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OUTLOOK

We are revising our estimates. We are lowering our 2002 revenue estimate to $463.5 million from $472.2 million
and our EPS estimate to $1.07 from $1.09. We are also lowering our 2003 revenue estimate to $589.0 million from
$603.2 million, however, raising our EPS estimate to $1.32 from $1.28.



   Company Info

The Company

Check Point Software, located in Redwood City, CA, provides Internet and network security software
products that enable connectivity with security and manageability. Check Point’s Secure Virtual Network
(SVN) platform provides a secure Internet environment that enables secure and seamless Internet
connectivity between networks, systems, applications and users across the Internet, intranets and extranets.
The company’s market-leading firewall and VPN technology provide easy to use software solutions that
enable system administrators to define and enforce an integrated, centrally managed enterprise-wide
network security policy.  Check Point’s products address the increasing demand for network security
solutions, which has been fueled by the rapid growth of the Internet and the emergence of corporate
intranets.

Investment Thesis

Check Point is a market leader in the rapidly expanding market for VPNs, firewalls, and security servers,
which enable corporations to use the information and networking resources of the Internet with confidence.
Check Point’s product leadership, leverage to indirect distribution, strong brand, and aggressive
management can sustain rapid and profitable growth.

Investment Risks

Among the risks are competition from security focused companies as well as companies focused on
providing hardware and software to the enterprise network market, including Cisco Systems(a), IBM,
Microsoft(a), and from other emerging and established companies such as AT&T.



Our rating system is based upon 12-month price targets that assume a flat market.

For stocks with market cap of $2 billion or greater:
Strong Buy describes stocks that we expect to appreciate by 25% or more.
Buy describes stocks that we expect to appreciate by 10-25%.
Market Perform describes stocks that we expect to change plus or minus 10%.
Market Underperform describes stocks that we expect to decline by more than 10%.

For stocks with market cap of less than $2 billion:
Strong Buy describes stocks that we expect to appreciate by 50% or more.
Buy describes stocks that we expect to appreciate by 20-50%.
Market Perform describes stocks that we expect to change plus or minus 20%.
Market Underperform describes stocks that we expect to decline by more than 20%.

This research report is a product of Robertson Stephens, Inc.

If noted in the text of this report, the following may apply:

(a) Robertson Stephens maintains a market in the shares of this company.
(b) Robertson Stephens has been a managing or comanaging underwriter for or has privately placed securities of this company

within the past three years.
(c) A Robertson Stephens officer sits on the board of directors of this company.
(s) Fleet Specialist, Inc. (Member NYSE), an affiliate of Robertson Stephens, Inc., is the specialist that makes a market in this

security, and at any given time, Fleet Specialist may have an inventory position, either “long” or “short,” in this security. As a
result of Fleet Specialist’s function as a market maker, such specialist may be on the opposite side of orders executed on the
floor of the Exchange in this security.

Additional information is available upon request.

Robertson Stephens, Inc. (“Robertson Stephens”) is an NASD member and a member of all major exchanges and SIPC.

The information contained herein is not a complete analysis of every material fact respecting any company, industry or security.
Although opinions and estimates expressed herein reflect the current judgment of Robertson Stephens, the information upon which
such opinions and estimates are based is not necessarily updated on a regular basis; when it is, the date of the change in estimate
will be noted. In addition, opinions and estimates are subject to change without notice. This Report contains forward-looking
statements, which involve risks and uncertainties. Actual results may differ significantly from the results described in the forward-
looking statements. Factors that might cause such a difference include, but are not limited to, those discussed in "Investment Risks."
Robertson Stephens from time to time performs corporate finance or other services for some companies described herein and may
occasionally possess material, nonpublic information regarding such companies. This information is not used in the preparation of
the opinions and estimates herein. While the information contained in this Report and the opinions contained herein are based on
sources believed to be reliable, Robertson Stephens has not independently verified the facts, assumptions and estimates contained
in this Report. Accordingly, no representation or warranty, express or implied, is made as to, and no reliance should be placed on,
the fairness, accuracy, completeness or correctness of the information and opinions contained in this Report. Robertson Stephens,
its managing directors, its affiliates, its employee investment funds, and/or its employees, including the research analysts authoring
this report, may have an interest in the securities of the issue(s) described and may make purchases or sales while this Report is
accessible. Robertson Stephens International, Ltd. is regulated by the Financial Services Authority in the United Kingdom. This
publication is not meant for private customers.

Unless otherwise noted, prices are as of Tuesday, April 23, 2002.

Copyright  2002 Robertson Stephens
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Dane, a principal and senior research analyst,
focuses on infrastructure systems and software
providers with specific attention on network storage
and Internet security companies. Before joining
Robertson Stephens, Dane was a manager at
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