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Introduction 

 

 

Welcome, everyone, to Cisco's fourth quarter fiscal 2019 quarterly earnings conference 

call.  This is Marilyn Mora, Head of Investor Relations, and I'm joined by Chuck 

Robbins, our Chairman and CEO; and Kelly Kramer, our CFO. 

 

By now, you should have seen our earnings press release.  A corresponding webcast with 

slides, including supplemental information, will be made available on our website in the 

Investor Relations section following the call. 

 

Income statements, full GAAP to non-GAAP reconciliation information, balance sheets, 

cash flow statements, and other financial information can also be found in the Financial 

Information section of our Investor Relations website. 

 

Throughout this conference call, we will be referencing both GAAP and non-GAAP 

financial results, and will discuss product results in terms of revenue and geographic and 

customer results in terms of product orders, unless stated otherwise.  All comparisons 

made throughout this call will be made on a year-over-year basis.  

 

The matters we will be discussing today include forward-looking statements, including 

the guidance we will be providing for the first quarter of fiscal 2020.  They are subject to 

the risks and uncertainties that we discuss in detail in our documents filed with the SEC, 

specifically the most recent reports on Forms 10-K and 10-Q, which identify important 

risk factors that could cause actual results to differ materially from those contained in the 

forward-looking statements.With respect to guidance, please also see the slides and press 

release that accompany this call for further details.  Cisco will not comment on its 

financial guidance during the quarter, unless it is done through an explicit public 

disclosure.  

 

https://investor.cisco.com/events/event-details/2019/Ciscos-Q4-and-FY19-Earnings-Conference-Call/default.aspx
https://investor.cisco.com/events/event-details/2019/Ciscos-Q4-and-FY19-Earnings-Conference-Call/default.aspx
https://investor.cisco.com/financial-information/financial-results/default.aspx
https://investor.cisco.com/financial-information/financial-results/default.aspx


In Q2, on October 28th, we completed the sale of our SPVSS business and, accordingly, 

had no revenue or expense from that business in Q4 fiscal 2019.  As such, all of the 

revenue, non-GAAP and product orders information we will be discussing today is 

normalized to exclude the SPVSS business from our historical results. We have provided 

historical financial information for the SPVSS business in the slides that accompany this 

call and on our website to help understand these impacts.  This guidance we provided 

during our Q3 earnings call and today's call has been normalized in the same way. 

 

With that, I'll now turn it over to Chuck.  

 

Opening Remarks 

 

Thank you, Marilyn, and good afternoon, everyone.   

 

Our Q4 results marked a strong end to a great year.  Our teams executed well through a 

very dynamic environment, we delivered significant innovation across our entire 

portfolio, and we continued our business model transition, with software subscriptions 

now at 70% of total software revenue, up 12 points year-over-year. 

 

We delivered strong revenue and double-digit non-GAAP earnings per share growth for 

the full year and in the fourth quarter.  We also continued to generate healthy margins, 

cash flow and returns for our shareholders.   

 

Our technology is fundamentally redefining IT architectures to help our customers 

manage the complexities of a multi-cloud world and transform for the future. 

 

Let me cover some recent highlights across our portfolio.  

 

Starting with Infrastructure Platforms.  We continue to see strong performance with 

broad-based growth across the majority of our portfolio, led by our next-generation 

enterprise networking solutions.   

 

Over the last two years, we have built the foundation for intent-based networking by 

rearchitecting our entire networking portfolio to deliver new capabilities through our 

automation platform. At Cisco Live, we launched several new technology innovations 

across networking domains to more effectively secure and manage users and applications 

across the entire enterprise, from campus networks in wide-area networks to data centers 

and the IoT Edge. 

 

We also added several AI and ML software capabilities to improve network management 

through automation.  A great example of this is our new AI network analytics capability, 

which delivers greater visibility and insights across the entire enterprise network. 

 

In Data Center, we continue to execute well as we help enable our customers to securely 

access their applications and their data anywhere, from private to public cloud 

environments as well as at the edge. We are innovating across every facet of our 



portfolio, integrating AI, automation, security and assurance into our Nexus switching 

platforms and our 400-gig offerings.  This quarter, we delivered data center network 

insights providing critical analytics and proactive network management capabilities 

through automation to increase our customers' ability to troubleshoot and remediate their 

environments. 

 

We also continued to invest in silicon and optics to build the next-generation Internet for 

our customers.  The recently announced intent to acquire Acacia is a good example of 

how we are enhancing our silicon and optics portfolio to enable Web-scale, service 

provider and data center operator customers to meet today's fast-growing consumer 

demand for data. 

 

Now turning to Security, which had an incredible year.  Cybersecurity continues to be the 

top priority for our customers, driving another consecutive quarter of double-digit 

growth.   

 

As the industry leader in networking and cybersecurity, we are investing in and extending 

our subscription-based security innovations across all networking domains in today's zero 

trust environment. By extending our ability to detect threats across public clouds, and by 

protecting the campus, branch, WAN and data center against threats, we are the only 

company providing an integrated end-to-end security architecture across multicloud 

environments. 

 

Throughout the year, we've expanded our family of cloud security solutions to help 

secure identity, end points and the network, which has led to accelerating customer 

adoption as they move or expand to the cloud.   

 

We are also extending this protection from the network to branch offices to roaming 

users, with flexible solutions designed to secure our customers' SD-WAN environments. 

During the quarter, we were excited to announce the availability of a full Web proxy 

capability on our global SaaS platform, Umbrella, to complement our on-premise 

appliances.   

 

Trust plays a critical role as customers access their network and applications, and identity 

plays a critical role in delivering a secure, consistent experience no matter how, when or 

where they connect.  This market dynamic was central to our Duo Security acquisition, 

and we continue to see customer momentum reflecting the power of Duo's differentiated 

market-leading SaaS platform. 

 

Moving to Applications. Our collaboration business continues to perform well as we 

execute against our strategy to accelerate the future of work, communications and 

collaboration.  

 

 Earlier this year, we shared our vision for cognitive collaboration, which we believe is 

quickly becoming the foundation to deliver massively personalized experiences and 

transform how we work. 



 

We are leading the market in integrating AI and ML into our enterprise collaboration 

portfolio, bringing intelligence and context to help our customers work smarter and 

increase productivity.  Through our AI-driven innovations like People Insights, facial 

recognition and Webex Assistant, we're driving expanded collaboration experiences on 

any device integrated with our customers' business process workflows. 

 

Building on these cognitive innovations, we announced our intent to acquire Voicea, a 

market-leading provider of voice-based artificial intelligence solutions.  With Voicea's 

technology, we will enhance our entire Webex portfolio with a powerful transcription 

service combining AI and Automated Speech Recognition to enable more actionable 

meetings, improve productivity and enhance experiences. 

 

We also achieved another outstanding quarter of growth with AppDynamics, 

demonstrating rapid customer adoption of our differentiated end-to-end visibility and 

analytics platform from the end user to the network to the application. 

 

In summary, we had a great quarter and finish to fiscal year 2019, and I'm proud of what 

our teams have accomplished.   

 

We are executing well in a time of uncertainty, delivering differentiated innovation 

across our portfolio, and extending our market leadership and enterprise networking 

applications and security. 

 

Our performance reflects our relevance as well as the ongoing value we're providing our 

customers as they transform for the future.  We are as committed as ever to providing 

them with the right innovation to drive greater impact and success.   

 

As I look ahead, I could not be more confident about our unique position in the market 

and the tremendous opportunity in front of us. 

 

Kelly, I'll now turn it over to you. 

 

Financial Overview 

 

Thanks, Chuck.  I'll start with a summary of our financial results for the quarter, then 

cover the full fiscal year, followed by the guidance for Q1. 

 

Q4 was a great quarter across the business.  We executed well with strong revenue 

growth, margins, net income and EPS.  Total revenue was $13.4 billion, up 6%.  Our 

non-GAAP operating margin rate was 32.6%, up 1.4 points.  Non-GAAP net income was 

$3.6 billion, up 9%, and non-GAAP EPS was $0.83, up 19%. 

 

Let me provide some more detail on our Q4 revenue.   

 

Total product revenue was up 7%, to $10.1 billion.   



 

Infrastructure platforms grew 6%.  All of the businesses were up, with the exception of 

Routing.  Switching had a great quarter, with double-digit growth driven by both campus 

and data center with the continued ramp of the Cat9K and strength of the Nexus 9K. We 

saw solid growth in wireless across the portfolio.  Data center was up, with growth in 

both HyperFlex and servers.  Routing declined due to weakness in Service Provider.   

 

Applications was up 11%, with Collaboration, AppDynamics and IoT software all up 

double digits.   

Security was up 14%, with strong performance in identity and access, advanced threat, 

unified threat and web security.   

 

Service revenue was up 4%, driven by software and solutions support. 

 

We continued to transform our business, delivering more software offerings and driving 

more subscriptions.  Software subscriptions were 70% of total software revenue, up 12 

points year over year.   

 

When we look at the impact of acquisitions on our Q4 results year-over-year, there was a 

60 basis point positive impact on revenue. 

 

In terms of orders in Q4, total product orders growth was flat.  Looking at our 

geographies, Americas was up 1%, EMEA was up 4%, and APJC was down 8%.  Total 

Emerging Markets was down 8%, with the BRICS plus Mexico down 20%.  In our 

customer segments, Enterprise was down 2%, Commercial grew 7%, Public Sector was 

up 13%, and Service Provider was down 21%. 

 

Remaining performance obligations, or RPO, at the end of Q4 was $25.3 billion.  RPO is 

our deferred revenue plus unbilled deferred and represents total committed non-

cancellable future revenue. 

 

From a non-GAAP profitability perspective, total Q4 gross margin was 65.5%, up 2.3 

points.  Product gross margin was 64.7%, up 2.8 points.  And service gross margin was 

67.9%, up 0.7 points. 

 

In terms of the bottom line from a GAAP perspective, Q4 net income was $2.2 billion 

and EPS was $0.51.  The GAAP results include a charge of approximately $900 million, 

which is a reversal of a tax benefit recorded in Q4 fiscal year 2018 which relates to new 

US Treasury regulations issued during the quarter related to the Tax Cuts and Jobs Act. 

 

We ended Q4 with total cash, cash equivalents and investments of $33.4 billion.  

Operating cash flow was $3.9 billion, down 4%.  

 

 From a capital allocation perspective, we returned $6 billion to shareholders during the 

quarter.  That was comprised of $4.5 billion of share repurchases and $1.5 billion for our 

quarterly dividend. 



 

In our Q2 fiscal 2018 earnings call, we said we would return $31 billion through share 

repurchases over the following 18 to 24 months.  As of Q4 fiscal 2019, we completed that 

commitment with share repurchases of $32.6 billion.  Going forward, we will return to 

our capital allocation strategy of returning a minimum of 50% of our free cash flow to 

shareholders annually through share repurchases and dividends. 

 

We continue to invest organically and inorganically in our innovation pipeline.  During 

Q4, we announced our intent to acquire Acacia, an existing supplier that is focused on 

optical interconnect technologies.  This move is consistent with our strategy of increasing 

investment in innovation and R&D for our growth areas. 

 

I'll now cover the full fiscal year results.  We delivered strong revenue growth, margins, 

net income, EPS and operating cash flow.  Revenue was $51.7 billion, up 7%.  Total non-

GAAP gross margin was 64.6%, up 0.3 points, and our non-GAAP operating margin rate 

was 32.3%, up 0.7 points. 

 

From a bottom-line perspective, non-GAAP net income was $13.8 billion, up 9%, and 

non-GAAP EPS was $3.10, up 20%.  GAAP net income was $11.6 billion, and GAAP 

EPS was $2.61. 

 

We delivered operating cash flow of $15.8 billion, up 16%.  Normalized for the tax 

payments related to the Tax Cuts and Jobs Act in each fiscal year and the cash received in 

Q1 fiscal 2019 related to the legal settlement with Arista, operating cash flow was up 8%. 

 

To summarize, we had a strong Q4 and fiscal year.  We executed well with strong top-

line growth and profitability, and we're seeing the returns on the investments we're 

making in innovation and driving the shift to more software and subscriptions, delivering 

long-term growth and shareholder value.  

 

Guidance 

 

Let me reiterate our guidance for the first quarter of fiscal 2020.  This guidance includes 

the type of forward-looking information that Marilyn referred to earlier.   

 

Note that we have normalized our first quarter guidance to exclude the SPVSS business 

for Q1 fiscal 2019, which we divested on October 28, 2018.  We have provided historical 

financial information for the SPVSS business in the slides that accompany this call. 

 

We expect revenue growth in the range of 0% to 2% year-over-year.   

 

We anticipate the non-GAAP gross margin rate to be in the range of 64% to 65%.   

 

The non-GAAP operating margin rate is expected to be in the range of 32% to 33%, and 

non-GAAP tax provision rate is expected to be 20%.  The 1% increase in tax rate over 

fiscal 2019 is primarily due to a forecasted decrease in tax benefit from foreign income.   



 

Non-GAAP earnings per share is expected to range from $0.80 to $0.82.   

 

 

Summary Comments 

 

 

Thank you.  So I just want to thank everybody for joining us today.  Look, we're four 

years in, and I'm really proud of what our teams have accomplished.  I mean, we've come 

a long way in four years, and I don't actually judge where we are based on this quarter, or 

the quarterly guidance.  I think that what we've built in the portfolio and the innovation 

and the value that we bring to our customers is sustaining, and we'll continue to do that 

with our customers going forward.  We have a strong record of our execution.  I have 

high conviction in the portfolio, and I think we're well-positioned for long-term growth 

opportunities. 

 

So thanks, all of you, for spending time with us today, and thanks for the questions. 

 

Closing 

 

Thanks, Chuck.  Cisco's next quarterly earnings conference call, which will reflect our 

fiscal 2020 first quarter results, will be on Wednesday, November 13, 2019, at 1:30 p.m. 

Pacific Time, 4:30 p.m. Eastern Time.  Again, I'd like to remind the audience that in light 

of Regulation FD, Cisco's policy is not to comment on its financial guidance during the 

quarter unless it is done through an explicit public disclosure. 

 

We now plan to close the call.  If you have any further questions, feel free to contact the 

Cisco Investor Relations group, and we thank you very much for joining today. 

 

 

The prepared remarks set forth above and the related conference call may be deemed to 

contain forward-looking statements, which are subject to the safe harbor provisions of the 

Private Securities Litigation Reform Act of 1995. These forward-looking statements 

include, among other things, statements regarding future events (such as our ability to 

deliver tremendous innovation across our portfolio and extend our market leadership, our 

ability to provide our customers ongoing value through differentiated solutions, our 

ability to take advantage of the long-term growth opportunities ahead, the transformation 

of our business model with software subscriptions, and our investments in key strategic 

areas to position Cisco for long-term growth and shareholder value) and the future 

financial performance of Cisco (including the guidance for Q1 FY 2020) that involve 

risks and uncertainties. Readers are cautioned that these forward-looking statements are 

only predictions and may differ materially from actual future events or results due to a 

variety of factors, including: business and economic conditions and growth trends in the 

networking industry, our customer markets and various geographic regions; global 

economic conditions and uncertainties in the geopolitical environment; overall 

information technology spending; the growth and evolution of the Internet and levels of 



capital spending on Internet-based systems; variations in customer demand for products 

and services, including sales to the service provider market and other customer markets; 

the return on our investments in certain priorities, key growth areas, and in certain 

geographical locations, as well as maintaining leadership in routing, switching and 

services; the timing of orders and manufacturing and customer lead times; changes in 

customer order patterns or customer mix; insufficient, excess or obsolete inventory; 

variability of component costs; variations in sales channels, product costs or mix of 

products sold; our ability to successfully acquire businesses and technologies and to 

successfully integrate and operate these acquired businesses and technologies; our ability 

to achieve expected benefits of our partnerships; increased competition in our product 

and service markets, including the data center market; dependence on the introduction 

and market acceptance of new product offerings and standards; rapid technological and 

market change; manufacturing and sourcing risks; product defects and returns; litigation 

involving patents, intellectual property, antitrust, shareholder and other matters, and 

governmental investigations; our ability to achieve the benefits of the announced 

restructuring and possible changes in the size and timing of the related charges; cyber-

attacks, data breaches or malware; vulnerabilities and critical security defects; terrorism; 

natural catastrophic events; a pandemic or epidemic; our ability to achieve the benefits 

anticipated from our investments in sales, engineering, service, marketing and 

manufacturing activities; our ability to recruit and retain key personnel; our ability to 

manage financial risk, and to manage expenses during economic downturns; risks related 

to the global nature of our operations, including our operations in emerging markets; 

currency fluctuations and other international factors; changes in provision for income 

taxes, including changes in tax laws and regulations or adverse outcomes resulting from 

examinations of our income tax returns; potential volatility in operating results; and other 

factors listed in Cisco's most recent reports on Forms 10-Q and 10-K filed on May 21, 

2019 and September 6, 2018, respectively. The financial information contained in the 

prepared remarks and the related conference call should be read in conjunction with the 

consolidated financial statements and notes thereto included in Cisco's most recent 

reports on Forms 10-Q and Form 10-K as each may be amended from time to time. 

Cisco's results of operations for the three months and the year ended July 27, 2019 are not 

necessarily indicative of Cisco's operating results for any future periods. Any projections 

in the prepared remarks and the related conference call are based on limited information 

currently available to Cisco, which is subject to change. Although any such projections 

and the factors influencing them will likely change, Cisco will not necessarily update the 

information, since Cisco will only provide guidance at certain points during the year. 

Such information speaks only as of the date of the prepared remarks and the related 

conference call. 

 


