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Investment Thesis
Benefit Highlights

Product

Software

Growth Opportunities

Axon Enterprises, Inc.

Recommendation Summary

Company

$43.64

Current Trading Price (12/04/18)

$52.62

Target Price

20.60%

Upside %

■ The opportunity to increase utilization among existing domestic customers and 
gain market share internationally

■ Payment plan offerings are driving the segment's evolution toward 
"TASER-as-a-service," which will drive recurring revenues as opposed to straight 
hardware purchases

■ Average selling prices continue along a strong upward trend for the main 
contributors of total segment revenue

■ As incremental seats booked are converted to paid seats, service revenues are 
comprising an increasing portion of the segment's net revenue, driving profit 
margins higher

■ Operating leverage and increase in R&D of the segment's operating costs will 
drive the segment toward profitability as it continues grow at a rapid pace

■ Axon is effectively sidestepping the rigorous sales and procurement process via 
its free trial offering

■ The inability of Axon's competitors to match the Company's offer (both in terms 
of the inferior quality and breadth of their offerings as well as their lack of 
financial resources necessary to fund such an initiative) gives it a competitive 
edge as it seeks to further consolidate the market on the Axon platform
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Company Overview: Axon Enterprise
Valuation & Share Performance

■ History: Changed its name from TASER International to Axon Enterprise. It is 
now offering a free trial program to improve adoption of body camera solution.

Growth Strategy
■ Devices: Can incapacitate a person while limiting the risk for serious injury
■ People: Build relationships with more +20,000 public safety agencies worldwide
■ Apps: Help agencies securely store, manage and share all digital evidence
Product Mix:
■ TASERs: CEWs (Conducted Electrical Weapons), cartridges, and related 
■ Sensors: connected wearable on-officer cameras and related services 
■ Software: Evidence.com, Axon's cloud-based end-to-end solution

Source: Axon 10-Q, Seeking Alpha, Simply Wall St., E-Trade 

Market Cap.
Enterprise Value
P / E*
EV / EBITDA*
Cash Flow

Company Highlights

Key Valuation Statistics ($m)

Revenue Mix              Share Price(12/04/18): 43.64     High / Low: 46.04 / 43.57

3,412.9
3,101.2

84.4x
17.0x
36.0

LTM Revenue
LTM EBITDA
EBITDA Margin
Debt / EV
Total Debt

399.9
44.1

11.0%
0%

0
*P/E & EBITDA are based on 2018E for comparison 

Russell 2,000 Index AAXN
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Strong product penetration leads to recurring revenue model 

Source: Axon 10-K, Axon.com

1

2

3

TASER-as-a-Service

Evidence.com

Training & Other Services

Target Customers
Law Enforcement Agencies Private Consumers

■ 2/3 American police equip 
an Axon conductive 
electrical weapon (CEW)

■ 1/3 American police equip 
an Axon body worn 
camera (BWC)

■ 94% of agencies contract 
with Axon 

■ Legal adult civilians can 
buy CEWs in all but 4 
states, the District of 
Columbia, and some 
cities and municipalities

■ Private consumers only 
make up 4% of total sales 

Market Penetration

Products Sensors

Most Profitable TASER 
products (2017)*: 

■ TASER X2: 23.7%
■ TASER X26P: 18.7%
■ Single cartridges: 18.4%

New model in 2018:
■ TASER 7

Most Profitable Software 
and Sensors (2017)*:

■ Evidence.com: 16.8%
■ Axon Body: 4.4%
■ Axon Flex: 2.9%

New model in 2018:
■ Axon Body 3

* as a % of total sales in this category

■ Cloud-based evidence management 
service

■ Second largest but fastest growing 
revenue

■ Built to reduce police paperwork by 
storing and managing BWC footage

■ Arrangements are long-term 
agreements for monthly re-supply of 
cartridges

■ Purchases with arrangements 
increased from 9% to 24%

■ CEW certifications are valid for 2 years 
before requiring ongoing online and 
physical training 

■ Interview software, mobile 
applications, public reporting systems, 
and more
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Recent acquisitions strengthen Axon’s market share and pricing power

Source: The Motley Fool, Axon 10-Q/10-K, DJI, E-Trade

Average sales prices of X26P & cartridgesCompany events vs. Axon’s stock price

1

2

3

4
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Investments in services segment prove to be efficient and scalable

Source: Axon 10-K/10-Q, ZDnet, Reuters

Increase in customer retention from free trial program

Increase in spending on cloud platform

New seats booked is the leads software segment growth

■ Net sales for the Software and Sensors segment 
were $109.3 million and $65.6 million for the years 
ended December 31, 2017 and 2016, respectively, 
an increase of $43.7 million, or 66.6%

■ The improvement in Software and Sensors segment 
gross margin was primarily attributable to higher 
service margins due to increased users on the 
Evidence.com platform

■ Axon is beginning to see more agencies switch from 
the free one year trial program to the subscription 
service, with a 2.78x LTV/CAC in 2017

Increase spending on cloud-computing allows scalability

■ New decision in 2018 moving data from 
Evidence.com to Microsoft Azure

■ The move will enable it to win larger deals with 
customers and handle more data

■ The company is moving to a system to automate 
revenue recognition, deploying a new HR system 
and migrating to cloud enterprise resource planning
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Source: Bureau of Justice Statistics, National Crime Victimization Survey, Market 
Research Future, U.S. Department of Justice, Statistica, NJI.gov, PoliceOne

Increase in spending on campus safety by 2023

Growth in Unit Shipments of Body Cameras by 2021

Trends signal increase in popularity for tasers and body cameras
Expansion in campus safety calls for non-lethal weapons

■ The global school and campus security market is 
expected to reach approximately USD 2.54 billion by 
the end of 2023 with 19.7% CAGR

■ 40% of sworn campus law enforcement uses 
conducted energy devices

■ Number of campuses with law enforcement 
increased from 10% to 30% from 1997 to 2014

■ Number of campus law enforcement equipped 
with tasers increased from 13% to 21% from 2006 
to 2016

Adoption of body cameras supported by regulations

■ “Safer Officers and Safer Citizens Act” to provide 
incentives in adopting the use of body cameras

■ U.S. Justice Department allocated more than $20 
million to 106 local law enforcement agencies in 34 
states and Puerto Rico

■ From 2016 to 2017, the amount of body camera 
shipments more than quadrupled from 0.17 million 
units shipped to 1.05 million units shipped

■ Verizon & AT&T are creating a private network 
for first responders which Axon Body Camera 3 
can take advantage of with LTE connectivity 

52
.3

%
 C

AG
R

19.7% CAGR
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Acceptance in international markets mean new growth opportunities

Source: Axon.com. CloudFront, Liberties.eu

Uses experienced wholesalers around the world that 
allows direct sales to markets and currently serves 107 
countries Australia ■ Tasmania Police force ordered 750 

Axon Body 2 cameras backed by 
Evidence.com, joining Northern 
Territory, Queensland and Victoria 

Canada ■ Calgary Police Service, first major 
city in Canada to roll out Axon Body 
2 Cameras 

■ Plans to expand to more Canadian 
agencies

■ Use the subsidiary Axon Public 
Safety UK Limited to provide 
products around all major countries 
including Scotland and Wales

United 
Kingdom

■ Used by 70 agents in 12 cities 
around Italy due to threat 

Italy

Growth in international sales

Seeing wide acceptance of products abroad

■ International revenue grew 23% year-over-year
■ Driven by strength in Australia, Canada, and in 

Europe 
■ Currently makes up 22% of total sales 

Avoid complex and varying laws by using local and 
experienced distributors to navigate international 
regulations
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Comparable Companies Analysis

Source: Bloomberg, Capital IQ

Curtiss-Wright 
■ Diversified product 

line of critical 
technologies serving 
commercial, defense, 
energy and industrial 
markets

Woodward 
■ End-to-end solutions 

for aircraft and other 
industrial machineries

Sturm, Ruger & Co.
■ American commercial 

firearm manufacturing 
company

Aerojet Rocketdyne
■ American rocket and 

missile propulsion 
manufacturer

AeroVironment
■ Creates software for 

energy systems, 
electric vehicle 
systems, and 
unmanned aerial 
vehicles
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Discounted Cash Flow Analysis
Key Assumptions
■ Rapid adoption of TASER 7, Axon Body 

2 & 3, and conversion of trial programs in 
FY2019

■ Plans to acquire debt in FY2019
■ Substantial reduction in Selling, General, 

& Administrative Expense spending after 
2018

■ Exclusion of the Exit Multiple Method due 
to virtually no threat of acquisition

■ Exclusion of Comparable Company 
Analysis valuations due lack of reliable 
benchmarks

Source: Bloomberg, Axon 10-K
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Appendix

1. Industry Overview
2. Risk Analysis
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4. Balance Sheet Projections
5. WACC & Terminal Value  
6. Regulations
7. SWOT Analysis
8. Porter’s 5 Forces
9. Investment Thesis v.1
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Industry Overview: Industrials Sector

•Performance highly dependent on economy
•Depend on demand of commercial & residential real estate
•Cyclical performance
•Can be divided to Capital Goods, Commercial & Professional Services, Transportation

Industry Definition:

Product Offerings:

Major Players:

•Includes defense contractors to waste management
•Produce goods used for construction and manufacturing
•Housing, cement, and metal fabrication

3M Company
NYSE: MMM

Market Cap: 116,284M

The Boeing Company
NYSE: BA

Market Cap: 206,886M

General Electric Company
NYSE: GE

Market Cap: 107,074M

United Technologies
NYSE: UTX

Market Cap: 103,716M

Honeywell International
NYSE: HON

Market Cap: 115,995M

Source: IBIS World, Bloomberg
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General welfare, R&D, and government regulations cause potential risks

● Most end-user consumers have budgetary and political constraints
● US market consists of 82.3% of net sales in 2017

● Future success depends on the ability to develop new products and features and 
be widely accepted by the market timely and cost-effectively

● Development of both software and hardware products and features is complex, 
expensive, and time-consuming, thus release in new product or services may 
experience delay

● Saas platform is still at developing phase

● Sales may be restricted to US and foreign laws and regulations
● No definite regulations on police usage of Tasers, except it can not be used against 

pregnant women, elderly persons, young children, and visibly frail persons 
● Evidence.com is subject to government regulations of the internet in many areas, 

such as data protection, user privacy, etc.

 

Possible decrease in demand

Costly and complex R&D

Legal restrictions
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Income Statement Projections
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Balance Sheet Projections
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WACC & Other Projections
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National & International Regulations

● Not considered “firearms” by US Bureau of Alcohol, Tobacco, Firearms and Explosives
● Subjected to state regulations on sale of stun guns, handheld shock devices and electronic 

weapons
● Restrictions of the sale of tasers in the private citizen market is restricted in the following states 

(4): Hawaii, Massachusetts, New York, and Rhode Island; and District of Columbia
○ There are municipal restrictions as well

● Must follow environmental laws and regulations
● Export regulations through the Export Administration Regulations apply to the technology used 

in the CEWs and the licenses needed to export

National

● Often numerous and unclear, in many countries, Axon sells through a distributor well versed in 
the regulations of the region

● In the UK, private citizens are prohibited from owning CEWs, and CEW use by police is closely 
monitored

International

Source: IBIS World, Bloomberg
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Tasers versus Pepper Spray & Firearms

● They do NOT stop the target
○ Although inhibited, the target can still proceed 

● The effects of pepper spray sting and burn 45-60 minutes afterwards
○ Tasers provide instant recovery

Pepper Sprays 

● Arc of Justice cause 84% of targets to surrender before usage
● Baton strikes carry a 78% chance at injuring a subject
● Baton requires shorter maximum range of usage (baton: arm’s length vs taser: 15-35ft)

Baton

Firearms

● Lethal
● Subject to more regulations 

Source: Taser Self-Defense, NRA-ILA, Taser promo videos, NBC
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SWOT Analysis

Strengths:
● Liquidity Position: current ratio higher than major 

competitors of 1.9
● Focused Research and Development Activities
● 95% market share in the taser industry
● 70% market share in the body camera industry
● Contracted with the Boston Police Department for 

Body 2 Camera and the digital evidence 
management solution, Evidence.com

● Very low dependence on debt for growth
● Subscription based model allows for revenue 

generation over multiple years as opposed to bulk 
sales

Weaknesses:
● Very high SG&A and R&D costs
● The profitability ratio of Axon Enterprise, Inc. is 

below industry average
● Abnormally high P/E ratio against comparables
● Has a high attrition rate so they spend more time 

training employees
● Return on Equity is lower than industry average, 

indicating inefficient use of shareholders’ fund
● Three product lines

Opportunities:
● Cloud computing Market enable enterprises to 

scale their operations instantly, handle demand 
fluctuations, and access systems and services 
over a variety of devices at a lower cost

● Positive Outlook for Non-Lethal Weapons (NLW) 
Market growth trend is attributed to the rising 
focus on counterterrorism, homeland security, 
disaster planning and recovery, and organizational 
efficiency

● New contracts 
● Solid annual growth in earnings indicating future 

increase in profitability
● International expansion

Threats:
● Threat of stricter regulations on taser use and 

ownership
● The company’s operations are mainly regulated

by the Federal Acquisition Regulation (FAR) and 
Truth in Negotiations Act 

● Dashboard cameras are already widely used, and 
are an inherent competitor to wearable cameras

● Easy entrance into the body camera market
● Ongoing patent lawsuit by Digital Ally

 

Sources: Market Watch, NASDAQ, PRNewsWire
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Monopolization of industries means higher ASP

Threat of Entry - Low
● Large funding required to 

make compelling product
● Significant investment 

necessary to bring a new 
company to economies 
of scale

● Entry is restricted by 
reputation-based sales

Buyer Power - Low
● Little differentiation 

between products 
● Low cost of switching for 

buyers
● Lots of contracted work 

with police departments 
makes firms compete for 
contracts

Threat of Substitutes - High
● Dashboard cameras serve as 

a viable and used substitute 
for body cameras, and are 
already widely used

● Several non-lethal weapon 
substitutes for tasers

Supplier Power - Medium
● Majority of product is 

contained in IP so not a 
heavy reliance on 
suppliers for technology

● Lithium batteries in taser 
products generates high 
reliance on metal prices

Industry Rivalry - Low
● Limited number of contracts 

or projects
● Small number of firms
● Axon is the clear market 

leader
● Axon has shown their 

willingness to buy out rivals

Sources: IBIS World, PWC 
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Investment Thesis

● The opportunity to increase utilization among existing domestic customers and 
gain market share internationally

● Payment plan offerings are driving the segment's evolution toward 
"TASER-as-a-service," which will drive recurring revenues as opposed to 
straight hardware purchases

● Average selling prices continue along a strong upward trend for the main 
contributors of total segment revenue

The TASER Weapons 
segment continues to be both 
highly profitable and 
extremely sustainable, as 
there is a significant barriers 
around this side of Axon's 
business

Free one-year trial program 
on its Axon platform to every 
officer in the U.S. as a means 
to further accelerate the 
market's adoption of Axon's 
full body camera solution.

The Axon services segment 
continues to maintain a steep 
growth trajectory increasing 
gross margin and operational 
profitability

● As incremental seats booked are converted to paid seats, service revenues are 
comprising an increasing portion of the segment's net revenue, driving profit 
margins higher

● Operating leverage exists within the R&D portion of the segment's operating 
costs, which will drive the segment toward profitability as it continues grow at a 
rapid pace

● Axon is effectively sidestepping the rigorous sales and procurement process via 
its free trial offering

● The inability of Axon's competitors to match the Company's offer (both in terms 
of the inferior quality and breadth of their offerings as well as their lack of 
financial resources necessary to fund such an initiative) gives it a competitive 
edge as it seeks to further consolidate the market on the Axon platform


