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Full Legal Disclaimer

This research presentation expresses our research opinions.  You should assume that as of the publication date of any presentation, report or letter, Spruce Point 
Capital Management LLC (possibly along with or through our members, partners, affiliates, employees, and/or consultants) along with our subscribers and clients has 
a short position in all stocks (and are long/short combinations of puts and calls on the stock) covered herein, including without limitation Verint Systems, Inc. 
(“VRNT”), and therefore stand to realize significant gains in the event that the price of its stock declines. Following publication of any presentation, report or letter, 
we intend to continue transacting in the securities covered therein, and we may be long, short, or neutral at any time hereafter regardless of our initial 
recommendation.  All expressions of opinion are subject to change without notice, and Spruce Point Capital Management does not undertake to update this report 
or any information contained herein.  Spruce Point Capital Management, subscribers and/or consultants shall have no obligation to inform any investor or viewer of 
this report about their historical, current, and future trading activities.

This research presentation expresses our research opinions, which we have based upon interpretation of certain facts and observations, all of which are based upon 
publicly available information, and all of which are set out in this research presentation.  Any investment involves substantial risks, including complete loss of capital. 
Any forecasts or estimates are for illustrative purpose only and should not be taken as limitations of the maximum possible loss or gain. Any information contained in 
this report may include forward looking statements, expectations, pro forma analyses, estimates, and projections. You should assume these types of statements, 
expectations, pro forma analyses, estimates, and projections may turn out to be incorrect for reasons beyond Spruce Point Capital Management LLC’s control. This is 
not investment or accounting advice nor should it be construed as such. Use of Spruce Point Capital Management LLC’s research is at your own risk. You should do 
your own research and due diligence, with assistance from professional financial, legal and tax experts, before making any investment decision with respect to 
securities covered herein. All figures assumed to be in US Dollars, unless specified otherwise.

To the best of our ability and belief, as of the date hereof, all information contained herein is accurate and reliable and does not omit to state material facts 
necessary to make the statements herein not misleading, and all information has been obtained from public sources we believe to be accurate and reliable, and who 
are not insiders or connected persons of the stock covered herein or who may otherwise owe any fiduciary duty or duty of confidentiality to the issuer, or to any 
other person or entity that was breached by the transmission of information to Spruce Point Capital Management LLC. However, Spruce Point Capital Management 
LLC recognizes that there may be non-public information in the possession of VRNT or other insiders of VRNT that has not been publicly disclosed by VRNT. 
Therefore, such information contained herein is presented “as is,” without warranty of any kind – whether express or implied. Spruce Point Capital Management LLC 
makes no other representations, express or implied, as to the accuracy, timeliness, or completeness of any such information or with regard to the results to be 
obtained from its use. You should assume all statements made are our opinions, unless sourced as facts where practical. 

This report’s estimated fundamental value only represents a best efforts estimate of the potential fundamental valuation of a specific security, and is not expressed 
as, or implied as, assessments of the quality of a security, a summary of past performance, or an actionable investment strategy for an investor. This is not an offer to 
sell or a solicitation of an offer to Buy any security, nor shall any security be offered or sold to any person, in any jurisdiction in which such offer would be unlawful 
under the securities laws of such jurisdiction. Spruce Point Capital Management LLC is not registered as an investment advisor, broker/dealer, or accounting firm.

All rights reserved. This document may not be reproduced or disseminated in whole or in part without the prior written consent of Spruce Point Capital Management LLC.
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Short VRNT: Spruce Point Sees 60-70% 
Downside To $17-25 Per Share

• A Poor Business Lagging Peers: Verint’s core business is “customer engagement solutions” – a euphemism for call center software. Industry incumbents 
Verint and NICE were once near-duopolists, but NICE acted on the industry’s shift to the cloud much more effectively, and it continues to grow alongside 
technologically-savvy upstarts at a high-single-digit rate, while Verint suffers from the industry’s rising technological demands and lower barriers to entry.

• Aggressive Spending On Low-Quality M&A Obfuscates Organic Growth And Appears To Create A Cookie Jar For “Beat & Raises”: Since FY15, Verint has 
spent ~$1B on M&A. KANA, its biggest acquisition, failed spectacularly in our view, as sales growth immediately turned negative once the acquisition was 
anniversaried. Verint has continued to pursue smaller tuck-in acquisitions since, but most deals go unannounced, and are not explicitly named in SEC 
filings. We believe that, after taking into account M&A, FX, and the effects of ASC 606, organic growth was in the low single digits in FY18 and negative in 
FY19, far below reported top-line growth in the high single digits. Last quarter, management raised guidance by just $20M upon acquiring ForeSee Results, 
Inc., whereas court filings indicate that ForeSee was generating ~$80M in sales at the time of the bankruptcy of its former parent, Answers Corp. (2016), 
and was projected to grow to $130M by this year. We believe that subsequent sales growth characterized as organic was largely driven by this and other 
acquisitions, and that its underreported inorganic sales contribution created a “cookie jar” which Verint used to beat Q4 and raise FY20 guidance.

• Key Executives With Dubious Pasts: Dan Bodner has been CEO of Verint since its founding in 1994. For much of the 1990s and 2000s, it was a subsidiary of 
Comverse Technology, whose CEO, CFO, and GC orchestrated a massive options backdating scandal during this time. All three sat on Verint’s Board and 
were the sole members (with Bodner) of key Board committees. A later investigation found that Verint had carried out aggressive business practices under 
Bodner to decrease sales volatility and inflate reserves. CFO Douglas Robinson worked for Computer Associates for 17 years through the 1990s and 2000s, 
including stints as a senior member of the finance department. CA was similarly shown to have engaged in aggressive revenue recognition practices to 
inflate sales and earnings. Though Robinson was never implicated, his close association with CA’s finance department at the time of the fraud concerns us.

• Aggressive Accounting Measures And Non-GAAP Add-Backs Inflate Performance: We find it curious that, in FY19, for the first time, management 
announced that it would capitalize commissions. Whereas Adj. EBITDA and Non-GAAP Income were reported to have grown by 16% and 18% in FY19, 
respectively, growth in these metrics would have been just 2% and less than 0% when capitalized commission costs alone are added back to expenses. We 
also estimate that ~11% of Adj. EBITDA and ~45% of Non-GAAP Net Income are attributed to add-backs which we consider unusual or otherwise 
unjustifiable. As is the case with many companies researched by Spruce Point, Verint shows a widening gap between unadjusted and adjusted EBITDA, 
suggesting that management is growing increasingly aggressive to present attractive results as organic sales and earnings continue to underperform.

Verint Systems Inc. (VRNT or “the Company”) is a call center software provider which has fallen far behind the industry’s evolving technological 
standards and which is making up for slow growth with aggressive M&A and dubious accounting. While Verint reported 8% sales growth in FY19, 

we believe that, netting out M&A contributions, FX, and the effects of ASC 606, organic growth – which the Company never discloses – was 
negative. Despite Verint spending ~$1B on M&A since FY15, sales have grown at only a 2% CAGR, and FCF / share has declined at a CAGR of 1%. 
Management nevertheless rewards itself with compensation 3x that of its most comparable (but far healthier) peer, hitting comp targets through 

nonsensical earnings adjustments which appear nowhere in its filings except deep in the appendices of its proxy statements. Management’s 
questionable conduct persists over calls for improved governance and transparency, which have culminated in a proxy battle with long-time 

shareholder Neuberger Berman. Its disregard for shareholders concerns us given its deep connections with other infamous frauds and history of 
engaging in dubious business practices to flatter reported results. Even then, bulls interpret reported growth as a sign that the purported cloud-
oriented strategy is working, leaving VRNT trading at all-time high multiples even as organic growth sputters and ASC 606 benefits anniversary.
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Short VRNT: Spruce Point Sees 60-70% 
Downside To $17-25 Per Share

• Questionable ASC 606-Related Accounting Changes Inflate Sales And Earnings Growth: ASC 606 adoption boosted Verint revenue by $47M (5%) and net 
income by a massive $51M (75%) in FY19. This is entirely out of line with peers such as NICE, whose revenue declined due to ASC 606, and whose net 
income went largely unaffected. Management also claims to have made changes to its business practices in anticipation of its adoption of ASC 606 –
something we find oddly suspicious – and, in FY19, to have double-counted revenue which it had recognized as revenue in prior periods. Of course, it 
made all of these changes with far less transparency than peers such as NICE, which was not only far less aggressive in its application of ASC 606, but 
which, unlike Verint, provided clear reconciliations against its financial presentations under ASC 605 standards.

• Non-Transparent Earnings And Cash Flow Adjustments Help Management Achieve Comp Targets: Performance metrics used by Verint to determine 
management compensation are riddled with questionable add-backs which are included in no other financial metrics reported by the Company. 
Management inexplicably adds net interest expense back to operating cash flow to achieve its cash flow targets. Also included in its adjustments are 
phantom “non-recurring payments” which appear nowhere else in Verint’s financial statements. Further, management recognizes material contingent 
consideration write-downs on an annual basis, thereby increasing its performance metrics as these reversals boost Company earnings. In so doing, 
management effectively gives itself credit for its poor acquisitions failing to meet their financial targets. We wonder how Verint’s acquisitions could be 
underachieving their targets when management appears to understate their prospective inorganic sales contributions.

• Proxy Fight With Neuberger Reveals Atrocious Governance: Neuberger Berman sees that Verint is struggling to keep up with industry-wide technological 
change and has pushed it to add new Board members and focus on the cloud. Management has been playing coy with Neuberger for months: it fails to 
respond to requests in a timely manner, has Neuberger-recommended Board members interview with employees who report directly to the CEO, never 
appears to seriously consider recommended Board members in the first place, and offers bizarre compromises to Neuberger in an attempt to settle the 
dispute. While stating publicly that it is focused on the cloud, management tells Neuberger that the cloud is not a primary focus, and that “customers are 
not interested in the cloud.” We see management’s double-speak, evasiveness towards Neuberger, and generally irregular behavior a significant red flags.

• Reported Cloud Revenue An Inappropriate And Non-Transparent Measure Of Cloud-Related Sales: Management recently began to report a number of 
proprietary cloud sales metrics as investors such as Neuberger demand more transparency on cloud-related growth. Company disclosures are inconsistent 
regarding the fact that its reported cloud sales figures include sales from term-based licenses, for which it can now more aggressively recognize revenue 
under ASC 606. Accordingly, its cloud sales metrics present a skewed view of its “recurring” cloud-related sales, which will be lumpier than investors 
currently believe and which could easily disappoint in the near future if the pace of customer adds slows. Industry experts generally do not consider such 
term-based arrangements to accurately represent true cloud / SaaS revenue, which is more typically arranged in subscription-like agreements, and which 
therefore produces a steadier and less volatile stream of revenue than would Verint’s term-based contracts for its “hybrid cloud” services.

• Insiders Bailing As VRNT Is Up 45% YTD And Trading Near All-Time Highs: The Street believes that VRNT trades at a ~35% discount to peers based on an 
improper view of Adj. EBITDA and net debt. Even then, the avg. analyst price target of $66 yields just 8% upside. After restating EBITDA for questionable 
add-backs and newly-capitalized expenses, and after removing non-transparent restricted cash items from liquidity, we find that VRNT trades at almost 
exactly its peer median multiple, despite contracting organic sales and stagnant cash flow. Meanwhile, insiders are dumping the stock just as it approaches 
all-time highs (up 45% YTD). We believe that its current multiples – its highest in recent history, and comparable to high-quality take-outs SAAS and BSFT –
are unsustainable as M&A fails to grow cash flow, as it falls further behind BPO software peers and out-of-favor with SaaS-oriented investors, and as it laps 
FY19 ASC 606 tailwinds. We value the slow-growing Company at an EV/EBITDA multiple of 8-10x for a price target of $17-25, yielding 60-70% downside.
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Management Overstating Revenue Growth By 
Not Disclosing Inorganic Sales Contributions

Verint reported GAAP sales growth in the high single digits in both FY18 and FY19. However, Spruce Point estimates that underlying organic 
sales growth was in the low single digits in FY18 and was negative in FY19. We strongly believe that management should be more transparent 

about the contribution of acquired businesses to sales to give investors a clearer view into Company performance.

($, Millions) FY17 FY18 FY19

Revenue (GAAP) $1,062.1 $1,135.2 $1,229.7

Incremental Revenue, Reported (YoY) (68.2) 73.1 94.5

Less: Inorganic Sales Contribution (Spruce Point Est.) 59.4 42.1 67.3

Less: ASC 606 Impact (See later slides) - - 47.8

Less: FX Impact (10.2) 4.8 (0.7)

Organic Incremental Sales (Spruce Point Est.) ($117.4) $26.2 ($19.9)

Organic Revenue $1,012.9 $1,088.3 $1,115.3

Reported Sales Growth (YoY) -6.0% 6.9% 8.3%

Organic Sales Growth (Spruce Point Est.) -10.4% 2.5% -1.8%
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Absent M&A, FX impacts, and the beneficial 
effects of ASC 606 (discussed later), Spruce Point 

estimates that Verint would have seen top-line 
contraction, as opposed to the high-single-digit 

top-line growth reported by management

Source: VRNT SEC Filings
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Acquisitions Creating Cookie Jar For
Guidance Raises: ForeSee

Verint acquired ForeSee Results, Inc., a customer experience analytics business, on Dec 13, 2018 for just under $66M in cash. In the subsequent 
8-K, management increased its FY20 non-GAAP revenue guidance by $20M, citing the acquisition. However, in court documents filed in 

conjunction with the 2017 bankruptcy of Answers Corp. – ForeSee’s previous parent – ForeSee was disclosed as having generated $80M in sales 
in 2015 and $85M in sales in 2016, and was projected to see revenue grow to $130M by 2019, driven by multi-year contracts with relatively high 
forward visibility. Even a conservative estimate of ForeSee’s inorganic revenue contribution to Verint would be far greater than the mere $20M 

insinuated by management.

On the subsequent earnings call (Q4 FY19), management raised FY20 sales guidance by another $25M, citing business “momentum.” Was this 
raise really a product of organic momentum, or was it a “draw-down” on expected ForeSee sales which hadn’t yet been baked into guidance?

“As our momentum continues, we are raising guidance once 
again for the current year. Our guidance for the non-GAAP 
revenue is increasing by $25 million to $1.37 billion representing 
10% growth and acceleration from the prior year.”

- Dan Bodner – CEO, Verint

($, Millions) Date
FY20 Sales 
Guidance

(Midpoint)

Guidance 
Change

Growth vs. 
FY19 ($)

Growth vs. 
FY19 (%)

Q3 FY19 Earnings Call 12/06/18 $1,325.0 - $80.0 6.4%

ForeSee Acquisition 12/17/18 1,345.0 $20.0 100.0 8.0%

Q4 FY19 Earnings Call 03/27/19 1,370.0 25.0 125.0 10.0%

ForeSee Sales Contribution vs. Guidance Low High

ForeSee Full-Year Sales Estimate $80.0 $130.0

ForeSee FY20 Inorganic Sales Contribution Estimate 70.2 114.1

Total Post-Acquisition Guidance Raises (Verint) 45.0

Remaining “Revenue Guidance Reserve” from ForeSee Acquisition 25.2 69.1

VRNT Q4 FY19 Earnings Call

Why did management raise revenue guidance by only $20M 
following the ForeSee acquisition?

Why did management attribute the subsequent guidance raise 
to organic “momentum”?

Will future “momentum”-driven guidance raises really be 
attributable to genuinely organic growth prospects?

ForeSee Sales, Per Answers Corp. Bankruptcy Filings

Source Source: Answers Corp. Bankruptcy Court Filing, Pg. 252

https://seekingalpha.com/article/4251450-verint-systems-inc-vrnt-ceo-dan-bodner-q4-2018-results-earnings-call-transcript
https://www.sec.gov/Archives/edgar/data/1166388/000116638818000132/vrnt-dec1720188xkxprojectf.htm
https://www.dropbox.com/s/79kww5o9rgql524/2017_03_03%20--%20document%2016%20--%20Disclosure%20Statement.pdf?dl=0
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Q4 Acquisition Timing Creates Year-End 
Revenue Boost

Through the last three fiscal years, Verint has spent at least ~$65M on new acquisitions in fiscal Q4. As management does not break out 
inorganic revenue contributions of acquired businesses, this has created a revenue tailwind for Verint going into Q4 earnings. Is management 

purposely loading up on M&A in Q4 to ensure that it matches or beats Q4 and full-year revenue guidance?

($, Millions) FY17 FY18 FY19

(A) Full-Year Non-GAAP Revenue Guidance As Of Q3 $1,075.0 $1,140.0 $1,240.0

(B) Non-GAAP Revenue Through Q3 773.2 827.7 908.4

(C) Implied Q4 Non-GAAP Revenue Guidance ((A) - (B)) $301.8 $312.3 $331.6

(D) Q4 Non-GAAP Revenue, Reported $299.5 $322.7 $336.7

(E) Q4 Non-GAAP Revenue Beat (Miss) ((D) - (C)) (2.3) 10.5 5.1

Q4 Non-GAAP Revenue Beat / Miss, % ((E) / (C) - 1) -0.8% 3.3% 1.5%

(F) Est. Inorganic Sales Contribution From Businesses Acquired In Q4 (Spruce Point) $4.9 $6.8 $14.7

(G) Q4 Non-GAAP Revenue, Less Q4 Acquisition Tailwind ((D) - (F)) 294.6 315.9 322.0

(H) Q4 Non-GAAP Revenue Beat (Miss) On Organic Sales ((G) - (C)) (7.2) 3.6 (9.6)

Q4 Non-GAAP Revenue Beat / Miss On Organic Sales, % ((H) / (C) - 1) -2.4% 1.2% -2.9%

Without the assistance of revenue acquired in Q4, we estimate that 
Verint would have missed its Q4 revenue guidance for FY19 (as of Q3) 

by a significant $9.6M (-2.9%)

Instead, it comfortably beat guidance by $5.1M (1.5%)

Though this “beat” appears to be entirely manufactured by Q4 M&A, 
management gave no indication that the beat was aided by acquisitions. 

We believe that this “beat” was entirely superficial.

Source: VRNT SEC Filings, Press Releases
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Firing Over The Bow Of Neuberger?

As the proxy fight has dragged on, management has increasingly highlighted its focus on the cloud, despite continuing to acquire businesses 
with at best limited cloud orientations (per industry experts), and despite privately telling Neuberger that “Verint’s customers do not want to 
transition to the cloud, and that Verint had no intention to pursue a cloud-centric strategy….” This double-speak gives the appearance that 

Verint management is firing shots in the direction of Neuberger during earnings calls, or that it’s hoping to prove them wrong on its commitment 
to the cloud and convince them to end the proxy fight. Whatever the case may be, management’s contradictory statements effectively leave us 
unable to put any faith in its comments regarding its strategy going forward, as it relates to the cloud or otherwise. We believe that investors 

should think long and hard about whether they can feel comfortable investing in such a management team.

Neuberger Berman Proxy Filing

VRNT Q4 FY19 Earnings Call

“As we’ve discussed [on] prior calls, enterprise customers have been interested in a move to the 
cloud and what we’ve seen lately is that they’ve accelerated the cloud adoption and cloud 
purchases. So what we expect this year, $250 million in cloud revenue is predominantly from new 
deployments, so either new customers or deployments to existing customers. But the main is 
conversion, basically has not started yet. We have a handful of customers that converted maintenance 
revenue into cloud. And we expect our maintenance revenue grew last year, we actually expect 
maintenance revenue to grow this year as well, but we think that the conversion is about to begin.”

- Dan Bodner – CEO, Verint

Do you really feel comfortable investing with a management team that tells a major shareholder one thing, and all other investors another?

Why is management saying publicly that 
customers do want to move to the cloud 

when it privately tells Neuberger that 
customers do not want to move to the 

cloud?

https://verintsystems.gcs-web.com/static-files/6159cf93-eb6d-4c41-8d7f-869c2ef9f239
https://verintsystems.gcs-web.com/static-files/6159cf93-eb6d-4c41-8d7f-869c2ef9f239
https://seekingalpha.com/article/4251450-verint-systems-inc-vrnt-ceo-dan-bodner-q4-2018-results-earnings-call-transcript
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Inflating Reported SaaS Revenue With 
Revenue From Term Licenses?

In its presentation to sell-side analysts earlier this week, Verint management defined yet another new cloud revenue metric: SaaS revenue. Per 
the presentation, cloud revenue can be broken into “SaaS” and “Managed Services,” with SaaS including “primarily subscription licenses 

bundled with managed services, as well as, some term licenses with managed services sold separately.” Regardless of whether management 
believes that this term-based revenue properly belongs within “cloud revenue,” we certainly do not believe that term-based revenue should be 

included in “SaaS revenue,” which, to us, now presents a misleading representation of recurring revenue to investors.

Term license revenue is not SaaS revenue, and should not be reported as such

Source

https://www.sec.gov/Archives/edgar/data/1166388/000116638819000076/analystdaycloudandautoma.htm
https://www.sec.gov/Archives/edgar/data/1166388/000116638819000076/analystdaycloudandautoma018.jpg
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Adoption of ASC 606 Revenue Recognition 
Standards Provide Powerful Revenue Tailwind

When transitioning accounting standards to ASC 606, management chose to use the “modified retrospective method,” under which it did not 
restate prior period results as they would have appeared under ASC 606. This gave Verint a ~$50M revenue tailwind in FY19 on our organic sales 

estimate of $1.1B, thus boosting reported sales by 4%. Earnings, meanwhile, grew by a full 73%! Management claimed that “business practice 
changes” undertaken in advance of adopting new revenue recognition standards – not the accounting change itself – were responsible for the 

large delta, and, therefore, that the FY19 results reported under ASC 606 could be compared to prior periods on an apples-to-apples basis. 
Spruce Point finds this defense extremely suspect, and believes that the impact of ASC 606 should be deducted from sales when calculating 

Verint’s organic growth.

VRNT FY19 10-K

$51.5M earnings benefit 
(73% change!!!) 

“But at the end of the day, I think 
it's quite immaterial whether it 
was Topic 605 and now Topic 

606 [ASU No. 2014-09], and 
actually we believe that had we 

stayed under the Topic 605 
revenue guidelines, our results 

will be quite similar.”

VRNT Q2 FY19 Earnings Call

$47.8M revenue benefit 
(4% change)

? ?

https://www.sec.gov/Archives/edgar/data/1166388/000116638819000013/vrnt-20190131xform10xk.htm
https://seekingalpha.com/article/4204373-verint-systems-inc-vrnt-ceo-daniel-bodner-q2-2019-results-earnings-call-transcript
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Widening Spread Between GAAP And
Non-GAAP Net Income

As is the case with many companies investigated by Spruce Point, Verint shows an increasingly large spread between GAAP and Non-GAAP 
income. In fact, in FY17 and FY18, Non-GAAP adjustments were responsible for over 100% of Non-GAAP net income. We believe that GAAP 

income is a far better measure of Verint’s economic reality than a Non-GAAP measure of income with ~$150M worth of management add-backs.
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Net Income: GAAP vs. Non-GAAP

Verint’s adoption of ASC 606 was a $51.5M 
benefit to net income in FY19. The recent 

increase in Non-GAAP Net Income does not 
reflect organic profit growth.

$, Millions

Sources: VRNT SEC Filings, Earnings Press Releases
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Non-GAAP Net Income Growth Almost Entirely Attributable To 
Commission Capitalization
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Commission Capitalization

Adj. EBITDA, Reported Adj. EBITDA, Less Capitalized Commissions

Non-GAAP Earnings Growth Driven Entirely By 
Cost Capitalization?

As discussed, effectively all growth in Adj. EBITDA and Non-GAAP Net Income in FY19 can be attributed to management’s decision to capitalize 
commissions starting last year. When capitalized commissions are deducted from both Adj. EBITDA and Non-GAAP Net Income in FY19, growth 

in both metrics is cut from mid-teens levels to close to (or below) zero.

Sources: VRNT SEC Filings
15.6% reported 

growth
1.5% adjusted 

growth
17.5% reported 

growth
-0.3% adjusted 

growth

VRNT FY19 10-KVRNT FY18 10-K

“We capitalize commissions paid to internal sales personnel and agent 
commissions that are incremental to obtaining customer contracts. We have 
determined that these commissions are in fact incremental and would not 
have occurred absent the customer contract.”

Language omitted from 10-K

https://www.sec.gov/Archives/edgar/data/1166388/000116638819000013/vrnt-20190131xform10xk.htm
https://www.sec.gov/Archives/edgar/data/1166388/000116638818000013/vrnt-20180131xform10xk.htm
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Aggressive Accounting And M&A Allow 
Management To Achieve Performance Targets

After applying our adjustments to the metrics used to measure executive performance, management goes from meeting five of six targets to 
zero of six targets over the course of the past two fiscal years.

Management Compensation Target Analysis: FY18 Management Compensation Target Analysis: FY19

($, Millions, Except Where Noted) Revenue Target Operating Income 
Target

Operating Cash 
Flow Target Revenue Target Operating Income 

Target
Operating Cash 

Flow Target

Weighting1 30% 30% 20% 35% 35% 30%

Verint Result $1,150.0 $226.0 $222.0 $1,245.0 $267.0 $250.9

Target 1,138.0 222.0 240.0 1,225.0 252.0 230.0

Target Met?      

Verint Result $1,150.0 $226.0 $222.0 $1,245.0 $267.0 $250.9

Less: Acquisition Adjustment 40.3 7.8 - 64.6 14.0 -

Less: ASC 606 Adjustment N/A N/A N/A 47.8 57.2 -

Less: Contingent Consideration Write-Downs - 8.3 - - 3.6 -

Less: Other Unjustified Add-Backs - - 34.1 - - 23.7

Spruce Point Adj. Result $1,109.7 $209.9 $187.9 $1,132.6 $192.2 $227.2

Target 1,138.0 222.0 240.0 1,225.0 252.0 230.0

Target Met w/ Spruce Point Adjustments?      

1. Remaining 20% in FY18 attributed to MBO



15

Top Executives With Deep Ties To Accounting 
Scandals, Demonstrated Accounting Misconduct

Both Dan Bodner, Verint’s President, CEO, and Chairman, and Douglas Robinson, Verint’s CFO, served in key roles at companies which were 
shown to have engaged in significant accounting fraud. Bodner was alleged to have profited from Comverse’s options backdating scandal and 
to have participated in the misrepresentation of Comverse’s performance, as was Bodner’s long-time CFO at Verint prior to Robinson’s tenure. 
Robinson, meanwhile, served in a variety of financial roles through the 1990s and 2000s at Computer Associates, whose top executives were 

indicted for engaging in a “35-day month” revenue recognition scheme. Given Verint’s demonstrated financial misconduct under Bodner and his 
business partners, we find the Company’s more recent evasiveness regarding organic growth and cloud-based revenue highly concerning.

Verint Executives’ Experience At Notable Accounting Frauds

Comverse Technology Computer Associates

Involved Verint 
Executive

Dan Bodner Douglas Robinson

Roles at Verint
• President
• CEO
• Chairman of the Board

• Chief Financial Officer

Nature of Fraud
at Prior Company

• Options backdating
• Improper revenue recognition
• Expense reclassification for earnings management
• Manipulation of accounting reserves
• Misrepresentation of backlog

• “35-day moth” revenue recognition scheme

Key Executives 
Involved • CEO Kobi Alexander • CEO Sanjay Kumar

Fraud Resolution

• ~$70M in fines paid by top executives ($60M by Alexander alone)
• Alexander fled to Namibia for ~15 years to avoid sentencing
• SEC filing delays due to Comverse accounting issues resulted in Verint’s (Comverse 

subsidiary) temporary delisting
• Verint Audit Committee investigation identified aggressive business practices overseen 

by Bodner intended to suppress revenue and earnings volatility

• Kumar fined $8M and sentenced to 12 years in prison
• $225M paid in restitution to shareholders
• Kumar personally ordered to pay $800M in restitution

Individual’s Roles 
At Fraudulent 

Company

• President and CEO of Verint (Comverse subsidiary): 1994-Pres.
• Member of Board of Directors

• Various roles: 1989-2006
• Senior Vice President, Finance (in charge of internal audits)
• Corporate Controller
• CFO of CA Subsidiary

Other Relevant 
Relationships

• Prior to backdating scandal fallout, Verint’s Executive Committee and Compensation 
Committee consisted of Bodner, Alexander, Comverse CFO David Kreinberg, and 
Comverse GC William Sorin. Alexander, Kreinberg, and Sorin were the key executives 
implicated in the backdating scandal by the SEC.

-

http://www.washingtonpost.com/wp-dyn/articles/A44284-2004Sep23.html
https://www.marketwatch.com/story/judge-approves-nearly-800-mln-restitution-pact-with-ex-ca-ceo-kumar
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Management Falling Back Into The
Same Patterns?

Following the Comverse options backdating scandal, Verint – a Comverse subsidiary at the time – conducted an internal investigation into the 
Company’s accounting practices and associated business behavior. While no similar options backdating issues were identified, the Audit 

Committee found numerous instances of questionable business practices designed to improve Verint’s reported financial results. President and 
CEO Dan Bodner was specifically reprimanded for overseeing these behaviors. Spruce Point is concerned that significant parallels exist between 

the misconduct described by the Audit Committee ten years ago and business practices which we observe at Verint today.

Parallels Between Past And Present Business Practices at Verint

Audit Committee Observations Regarding Prior Business Practices Spruce Point Observations Regarding Current Business Practices

Revenue Recognition And 
Revenue Timing Management

• Structured customer agreements to accelerate or delay timing 
of product delivery to reduce quarter-to-quarter volatility in 
reported sales

• Verint completes (unannounced) acquisitions mid-quarter and 
subsequently announces earnings beats without disclosing 
inorganic revenue contributions

• Reports suggest that management is focused on hitting Wall 
Street expectations over the underlying health of the business. 
Could encourage aggressive business practices to meet investor 
expectations.

Business Practices Fitted To 
Accounting Standards

• “…delivery decisions [were] influenced by revenue recognition 
factors” in order to manage revenue volatility on a quarter-to-
quarter basis

• Management states that it changed its business practices “in 
anticipation, and as a result, of the new accounting guidance”

“Reserve” Management
• Accounting reserves intentionally overstated “to protect 

against unanticipated future expenses and to allow future 
flexibility”

• Management understates the likely inorganic revenue 
contributions of acquired businesses before issuing guidance 
raises in future quarters, likely aided by undisclosed inorganic 
revenue contributions

Questionable Conduct In 
Adoption Of New Accounting 
Standards Flatter Revenue

• “The investigation revealed no contemporaneously prepared 
documentation analyzing the adoption of SOP 97-2 and limited 
documentation analyzing periodic compliance with SOP 97-2.”

• Improper application of new accounting standards could have 
enabled management to continue to recognize revenue which, 
under new standards, should have been deferred “until all 
elements [of an arrangement] have been delivered”

• Relative lack of transparency regarding impact of ASC 606 on
revenue presents potentially false image of organic sales 
growth

• Adoption of ASC 606 permits up-front revenue recognition of 
elements of term-based software contracts. Improper 
allocations of term-based agreements to “Cloud Revenue” may 
have inflated cloud-related sales as reported
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VRNT Trading Near All-Time Highs

Despite its technology falling behind competitors, and despite most growth coming from low-quality M&A, VRNT shares are currently trading 
near their all-time highs, and well above its historical valuation range. We believe that the market is incorrectly interpreting reported top-line 
growth as a signal that the underlying business is healthy. The Company is set up to disappoint investors not only as its ASC 606 benefits 

lapse, but as continued M&A fails to support cash flow growth or even longer-term sales growth without further value-destroying M&A. With 
Verint more levered than the market believes, the Company has less capacity for continued acquisitions than investors perceive, and 

aggressive insider selling leaves management with increasingly less incentive to manage the Company in the interest of shareholders.
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Why invest in a company with poor underlying fundamentals at these multiples?

Take it from insiders: now seems to be the time to sell.
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VRNT Trading Like A High-Flying
Cloud Business

We note that NICE’s transformative acquisition of cloud infrastructure provider inContact (Nasdaq: SAAS) in May 2016 valued the business at 
3.8x sales. At the time, inContact sales were growing at 30% annually, and its acquisition by NICE was largely responsible for its own current 

strength in the cloud infrastructure space – a major reason that NICE’s organic sales are growing at a high-single digit rate despite the 
headwinds facing the broader BPO industry.

Why does slow-growing Verint – a company with demonstrated weaknesses in the cloud and a seeming inability to grow organically through the 
last three years – trade at effectively the same sales multiple?
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Revenue Growth: VRNT vs. NICE

VRNT - Organic Sales Growth (Spruce Point Est.) NICE - Sales Growth

Valuation: inContact vs. VRNT

($, Millions, Except Multiples) inContact VRNT

TTM Revenue1 $233.0 $1,229.7

Deal Valuation / Enterprise Value 877.1 4,794.7

EV / Sales 3.8x 3.9x

1. TTM Revenue as of deal date for inContact (source: Bloomberg). TTM Revenue as of today for VRNT.

NICE acquires 
inContact mid-year

inContact acquisition 
lapped mid-year

Why is slow-growing VRNT trading on par with the transaction multiple of inContact – a business which has fueled NICE’s recent organic sales 
growth of just under 10%?

Note also that inContact’s CEO chose to remain with the business following its acquisition by NICE – a vote of confidence in the future of the 
business and its continued growth as a part of NICE, in Spruce Point’s view. Meanwhile, what was supposed to be Verint’s transformative cloud-

oriented acquisition of KANA had already shown to be a flop just a year after it was completed.

Post-deal organic 
sales growth of ~8%

“This week we're celebrating three years since we announced the 
acquisition of inContact which was pivotal point for NICE and 
represented a seismic shift in the customer engagement market.
The acquisition and the ensuing delivery of CXone gave us the first and 
only true native cloud platform that seriously incorporates the 
marketing and routing, workforce optimization and analytics into a 
single platform for enterprises of all sizes. With all these assets 
combined together with substantial investment in R&D since the 
acquisition CXone has become the most complete platform in the market.

…It is clear that the execution of our strategy is working as reflected 
in our strong results, including in Q1, where we reported year-over-
year double-digit growth in all key metrics. This included a 12% 
increase in revenues to $378 million.”

NICE Q1 FY19 Earnings Call

https://seekingalpha.com/article/4264722-nice-limited-nice-ceo-barak-eilam-q1-2019-results-earnings-call-transcript
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Insider Ownership Near An All-Time Low 
Despite Management Pumping Cloud Growth
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Verint Insider Ownership

Even as management talks up its anticipated cloud growth to investors, insiders have sold aggressively through the last several years. 
Insider ownership is now near an all-time low. As management grows revenue and earnings through frequent acquisitions while cash flow 

remains effectively flat, hitting ever-larger compensation targets and talking up Verint’s stock price on low-quality guidance raises, it appears 
as though insiders are using Verint as a vehicle for self-enrichment while destroying shareholder value through ill-advised M&A.

Why should investors buy into the cloud growth strategy if insiders won’t? Recent trades by CEO Bodner suggest that he thinks the stock is 
getting frothy…

Source: Bloomberg

CEO Bodner Sells $8M+ Of VRNT Shares in Apr 2019, Near The Top
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Summary: Verint Just A Vehicle For
Self-Enrichment For Management?

Even as management has spent nearly $1B on acquisitions since FY15, revenue, Adj. EBITDA, operating cash flow, and free cash flow have 
remained largely flat, while free cash flow per share is down over the same period. Meanwhile, executives have aggressively sold shares 
while inflating non-GAAP metrics to meet their compensation targets. We have little confidence that the business is being run in the best 

interest of shareholders.

($, Millions, Except Share Data) FY15 FY16 FY17 FY18 FY19 CAGR

Revenue (GAAP) $1,128.4 $1,130.3 $1,062.1 $1,135.2 $1,229.7 1.9%

Growth - 0.2% -6.0% 6.9% 8.3% -

Adj. EBITDA $283.2 $268.4 $233.5 $2565.6 $296.7 1.0%

Margin 25.1% 23.7% 22.0% 22.6% 24.1% -

Cash Flow from Operations $193.7 $156.9 $172.4 $176.3 $215.3 2.4%

Less: Capex 23.1 25.3 27.5 35.5 31.7 -

Less: Capitalized Software 6.1 5.0 2.3 3.1 7.3

Less: Dividends Paid to NCI 4.2 3.2 2.4 3.3 4.4 -

Less: Payments of Contingent Consideration 10.4 7.2 4.1 7.5 11.1 -

FCF Available to Equity $149.9 $116.2 $136.1 $126.9 $160.7 1.6%

Diluted Shared Outstanding 59.4 62.9 62.6 63.6 66.5 2.5%

FCF / Share $2.52 $1.85 $2.17 $2.00 $2.42 -1.0%

Cash Paid for Acquisitions $605.3 $31.4 $141.8 $103.0 $90.0 -

CUMULATIVE $971.4…….. -

Insider Sales $12.6 $11.5 $4.8 $10.3 $14.71 -

Total Compensation (Management And Board) 20.1 21.9 14.7 16.4 17.3 -

1. Includes insider selling through Apr 2019



A Struggling Business Falling Behind 
Competitors
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The Business Process Outsourcing Industry Is 
Undergoing Powerful Technological Change

Through its core Customer Engagement Solutions segment, Verint provides workforce management and other business process solutions to 
customers across various industries. By Verint’s own admission, the world of business process outsourcing (BPO) is becoming increasingly 

complex, favoring players capable of providing more scalable and advanced cloud-based solutions. This industry-wide shift has put pressure on 
BPO companies to keep up with rapidly-advancing technology, and has created opportunities for tech-forward upstarts to threaten incumbents.

Whereas Verint and NICE Ltd., its major competitor, have historically been considered near-duopolists in the BPO software space, recent 
technological developments are forcing both players to invest in new capabilities to earn their respective spots atop the industry. They shared 
as much as ~60% market share between them until recently, but the space will become increasingly fragmented with the ongoing shift to the 

cloud and falling barriers to entry.
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Mentions of "Cloud" in Verint 10-K

Note that, even as both Verint and NICE increasingly embrace industry-wide technological shifts – specifically, the shift to the cloud – Nice 
continues to demonstrate a visibly stronger commitment to cloud technology.

Source: VRNT SEC Filings Source: NICE SEC Filings
Note: Verint’s fiscal year is 11 months ahead of Nice’s fiscal year

Sudden jump in “cloud” 
mentions coincides 
with NICE’s pivotal 

acquisition of inContact
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Verint Misses The Boat On The Shift To
The Cloud

Over the last five years, both Verint and NICE completed acquisitions which were pitched as transformative deals intended to align each 
Company with customers’ rising technological demands. In Jan 2014, Verint acquired KANA Software, Inc., a CRM software provider which was 
expected to bring a “multichannel customer experience solution” to Verint. It appears that management saw the $514M acquisition as, first and 

foremost, a chance to create cross-selling opportunities among customers of its various services. This approach failed to support lasting growth, 
and Verint sales growth turned negative as soon as the KANA acquisition lapsed in Q4 FY16.

Meanwhile, NICE acquired inContact (Nasdaq: SAAS) in May 2016 for $940M. In inContact, NICE acquired cloud infrastructure which has since 
allowed it to offer “a fully integrated cloud contact center” solution. This has given NICE a leg-up in the industry as customers increasingly shift 

to the cloud, and has allowed it to sustain YoY sales growth of 10-30% on a quarterly basis since 2016.

We believe that NICE’s acquisition of inContact put it in position to increase share as customers demanded broader cloud capabilities. 
Meanwhile, Verint’s acquisition of KANA simply expanded its suite of products without transforming its cloud capabilities. Accordingly, it did 

nothing to support sales growth above industry-wide levels once the acquisition lapsed.
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Revenue Growth - VRNT

KANA 
acquisition KANA 

acquisition 
lapses

inContact 
acquisition

inContact 
acquisition 

lapses

Strong organic growth continues even after inContact acquisition lapses Growth slows and goes negative after KANA acquisition lapses

Management increases 
spending on tuck-in 
acquisition strategy

http://blog.softwareinsider.org/2014/01/06/news-analysis-verint-announces-intent-to-acquire-kana-for-514m/
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Looking To Advance Technologically On The 
Back Of A Weak Business

It is also worth noting that, when KANA traded publicly in the mid-2000s, the company disclosed a number of material weaknesses related to its 
financial reporting, and was subsequently delisted from the NASDAQ. It was acquired by Accel-KKR in 2009 for just $41M (~0.9x sales) after its 
sales more than halved from $54M in 2006 to $26M in 2008. KKR subsequently acquired a number of other customer service software providers 
and bundled them into KANA before selling the business to Verint for $514M in 2014 (~3.5x sales). KANA itself was little more than a jumble of 

unrelated BPO software applications when it was acquired by Verint, accumulated over the course of ~4 years by a private equity owner. We are 
not surprised that this deal failed to support lasting organic growth for Verint.

Our independent registered public accounting firm has identified material weaknesses in our internal controls that, if not remediated, could 
affect our ability to prepare timely and accurate financial reports, which could cause investors to lose confidence in our reported financial information 
and have a negative effect on the trading price of our stock.

In the course of the audit of our consolidated financial statements for the year ended December 31, 2004, our former independent registered public 
accounting firm identified and reported material weaknesses in our internal control over financial reporting…. Soon thereafter, our former Chief 
Executive Officer and current Chief Financial Officer performed an evaluation of our disclosure controls and procedures and found that they were not 
effective. First, we had weaknesses in our general accounting processes related to insufficient documentation and analyses to support our 
consolidated financial statements, failure to properly evaluate estimates of royalties due and insufficient staffing in the accounting and 
reporting function, which was exacerbated by changes in management and accounting personnel and insufficient training of our accounting 
department. Second, there was no independent review of journal entries, and insufficient documentation or support for journal entries and 
consolidation entries. In a number of cases, these required adjustments to our consolidated financial statements for the year ended December 31, 
2004. Furthermore, during the first quarter of 2005, our Audit Committee completed an examination of certain of our internal controls relating 
to travel and entertainment expenses and determined that we had made erroneous expense reimbursements to our former Chief Executive 
Officer and certain other executive officers, primarily as a result of inconsistent travel and entertainment policies, inadequate review of expense 
reimbursement requests and carelessness….

Management, with the oversight of the Audit Committee of the Board of Directors, has addressed these material weaknesses and has implemented 
controls to remediate these internal control weaknesses. Management believes that it has corrected the material weakness relating to travel and 
entertainment expense reimbursement by the end of the first quarter of 2005. New processes and internal controls have been approved and 
implemented and management has concluded that as of December 31, 2006, these controls are operating effectively.

During the 2006 year-end close, however, we identified and reported a material weakness in our internal control over financial reporting related 
to stock-based compensation. A material weakness is a significant deficiency, or a combination of significant deficiencies, that results in more than 
a remote likelihood that a material misstatement of the financial statements will not be prevented or detected. This material weakness related to our 
failure to complete a proper analysis of historical stock option vesting data within our system. This resulted in a net overstatement of our 
stock-based compensation during the interim reporting periods of fiscal year 2006. As a result of this material weakness, quarterly results of 
operations have been restated, as provided in Note 14 of the accompanying consolidated financial statements, prior period pro-forma informational 
disclosure of expenses have also been restated as provided in Note 7 of the accompanying consolidated financial statements, and the Company 
was unable to conclude that our disclosure controls and procedures were effective as of December 31, 2006.

KANA 2006 10-K

https://www.accel-kkr.com/accel-kkr-closes-acquisition-of-kana-assets-and-liabilities/
https://www.sec.gov/Archives/edgar/data/1089907/000119312507071020/d10k.htm
https://www.sec.gov/Archives/edgar/data/1089907/000155278119000124/e19157_swkh-10k.htm
https://www.accel-kkr.com/kana-software-acquires-social-listening-company-overtone-inc/
https://www.pehub.com/2010/10/kana-software-buys-lagan-technologies/
https://www.destinationcrm.com/Articles/ReadArticle.aspx?ArticleID=83685
https://www.destinationcrm.com/Articles/CRM-News/Daily-News/Kana-Acquires-Cloud-Customer-Service-Company-Trinicom-82184.aspx
https://www.sec.gov/Archives/edgar/data/1089907/000119312507071020/d10k.htm
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Verint Is Falling Behind NICE In The Race To 
The Cloud

As strong cloud capabilities become increasingly critical to BPO providers, NICE has developed a material lead over Verint in its cloud 
technologies. With its 2016 acquisition of inContact – a cloud-oriented provider of BPO services – and subsequent launch of NICE inContact 

CXone in 2017, NICE established itself as the clear leader in cloud capabilities in the BPO space. It has been recognized as such by a number of 
market research and intelligence firms, which have rated NICE as a cloud leader not only in the workforce management space, but more broadly 

across contact center service providers. Verint, meanwhile, is not even mentioned as a serious cloud player by the same evaluators.

The Forrester Wave: Cloud Contact Centers, Q3 2018 2018 Ventana Contact Center in the Cloud Value Index

2019 Gartner Magic Quadrant for Workforce Engagement Management 2018 Gartner Magic Quadrant for Contact Center as a Service (Cloud)

Source Source

SourceSource

NICE recognized as #1 cloud 
contact center leader

Verint not recognized at all
NICE recognized as #1 cloud 

contact center leader
Verint not recognized at all

NICE is recognized as the #1 workforce 
engagement management leader by 

Gartner, with Verint only slightly 
behind…

…but NICE is recognized as the #1 
cloud contact center leader by 

Gartner, and Verint is not recognized 
at all

?

https://www.niceincontact.com/call-center-industry-news/incontact-to-be-acquired-by-nice-systems
https://www.nice.com/engage/press-releases/NICE-inContact-Introduces-CXone--the-Worlds-No-1-Cloud-Customer-Experience-Platform-515
http://get.niceincontact.com/Q418-Analysts-Bundle-Campaign.html
http://get.niceincontact.com/Q418-Analysts-Bundle-Campaign.html
https://www.genesys.com/resources/gartner-magic-quadrant-for-ccaas
https://www.calabrio.com/gartner-magic-quadrant-workforce-engagement-management/
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Competitors, Customers, And Other Industry 
Players Agree: Verint Is Falling Behind

In the course of our research, we spoke with numerous industry participants regarding the state of the industry and Verint’s relative positioning 
within it. The consensus among industry experts is clear: Verint is quickly falling behind as competitors leapfrog ahead in the cloud.

“[Verint] didn’t have a good feel for the rate or pace of change and 
how quickly, in the last 12-18 months, how the cloud has become 
ubiquitous. It’s not an ‘if’ question anymore, it’s how quickly can we 
migrate to the cloud. I think Verint has missed the signals there –
and, to be honest, inexplicably so.”

- Verint Customer

“Two to three years ago, I would have put [Verint] in a clear 
leading position. Now, I do not view them in a lead position, as I 
have them as one of three or one of four. They are going to play 
catch-up over the next two years. They should have had the 
foresight to lead the push into the cloud. And they missed that 
opportunity. Their market share will have declined from previous 
levels because of the fact that they missed the opportunity with 
the cloud.”

- Verint Customer
“Verint, in my opinion…I have worked with them for 18 years…. It’s 
a little bit of ‘shame on them’ that they have missed the cloud 
play.”

- Verint Customer
“There is still growth in the SMB space that I think NICE is better 
poised to take advantage of because of the inContact 
[acquisition] and transition to the cloud that Verint hasn’t been 
fully able to leverage.”

- Former Verint Employee

“I think Verint has dropped the ball completely in terms of cloud.”

- Verint Competitor

“[Verint] is behind the curve.”

- Verint Customer
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Well-Funded Tech-Forward Competitors Are 
Taking Share

Whereas the workforce engagement management space was once regarded as a near-duopoly between Verint and NICE, growing demand for 
cloud capabilities has created an opportunity for tech-focused upstarts to take share. In particular, Calabrio and Genesys both focus on 

providing cloud-based solutions, and have been recognized for their growing leadership in the space. Genesys, alongside NICE, was recognized 
as one of three leaders in “contact center as a service” by Gartner in 2018. While Calabrio was not recognized in this category, it was recognized 

by Gartner as a “visionary” in workforce engagement management, and our conversations with industry participants suggest that it is well-
regarded among customers. Importantly, both Calabrio (KKR) and Genesys (Hellman & Friedman) have support from deep-pocketed private 
equity shops, and Calabrio recently received a follow-on investment from KKR to “continue its rapid growth and shift to the cloud.” Verint’s 
balance sheet, meanwhile – saddled by $650M of net debt at 3x leverage, by our estimates – will likely restrict it from making similarly-sizable 

investments in cloud capabilities.

2019 Gartner Magic Quadrant for Workforce Engagement Management 2018 Gartner Magic Quadrant for Contact Center as a Service (Cloud)

SourceSource

Tech-focused Calabrio and Genesys 
quickly becoming respected players in 

the workforce engagement management 
space

Smaller player Genesys already 
considered a “leader” in Contact 

Center as a Service (Cloud), whereas 
Verint is not recognized at all

“Genesys, Aspect, Calabrio are now a year, a year and 
a half, two years – if not more – ahead of Verint.”

- Verint Customer

“The cloud gives more flexibility for the smaller 
entrants to come in and disrupt. The more cloud stuff 
there is, the easier it is to introduce new capabilities.”

- Former Verint Employee

“Our pricing model is really simple. When I am 
competing with [Verint or NICE], they are the ones 
that have to lower their pricing to match mine.”

- Verint Competitor

“Over 40% of my business is displacing Verint or 
NICE.”

- Verint Competitor

“[Over the last twelve months], I am seeing a 
doubling of the uptake in our cloud 
business.”

- Verint Competitor

https://www.genesys.com/resources/gartner-magic-quadrant-for-ccaas
https://www.calabrio.com/gartner-magic-quadrant-workforce-engagement-management/
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Employee Growth Stagnant, Per LinkedIn

Verint typically reports gradual YoY growth in its employee base every year. In FY19, it reported a strong 17% increase in its employee base. 
However, we suspect that much of this growth has come from acquisitions or the Company’s inclusion of “certain contractors” in its employee 

count. LinkedIn data reveals that growth in Verint’s employee base has remained steady at close to 0% for at least two years. While this confirms 
our belief that Verint currently sees little to no organic growth, we openly question management’s presentation of its employee data, and wonder 
why its reported growth in its employee base differs so markedly from LinkedIn data. Even if LinkedIn’s precise employee count is off, shouldn’t 

the growth rates shown by LinkedIn and presented by the Company be somewhat similar?
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https://www.linkedin.com/company/verint/insights/


29

Employees Recognize Management’s Lack Of 
Focus On New Technology

Management’s lack of focus on developing new technologies – cloud-oriented or otherwise – is not lost on employees. Former employees report 
that “Verint is stalling” and is “stuck in its old ways,” and that management has “no strategic vision or understanding of technology.” They also 
generally describe Verint as a poor place to work, with a “political” management team that tends to neglect lower-level employees. Tech-oriented 

employees reportedly go underappreciated compared to middle managers with stronger connections to upper management.

Is it any surprise that Verint – prioritizing middle and upper management over its tech workforce – is falling behind technologically?

Source

Source

Source

Source

“I think Verint is stalling. That is part 
of the reason I left to be perfectly 
honest. Verint got stuck in its old 
ways.”

- Former Verint Employee

“It feels like Verint is slowing down.”

- Former Verint Employee

“Verint’s culture is toxic.”

- Verint Competitor

“Verint has been complacent and I 
believe it has been a cultural 
challenge for them [in embracing 
the cloud].”

- Verint Competitor

https://www.glassdoor.com/Reviews/Employee-Review-Verint-Systems-RVW19393161.htm
https://www.glassdoor.com/Reviews/Employee-Review-Verint-Systems-RVW19805221.htm
https://www.glassdoor.com/Reviews/Employee-Review-Verint-Systems-RVW20702494.htm
https://www.glassdoor.com/Reviews/Employee-Review-Verint-Systems-RVW20915802.htm


Masking Poor Organic Growth With 
Aggressive M&A?
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Frequent M&A Masks Poor Organic Growth

Since FY15, Verint has spent ~$970M on acquisitions. Over the same time period, sales have grown by just ~$320M, and cash flow from 
operations by just ~$40M. Any reasonable estimate of Verint’s M&A sales contribution would suggest that the Company is experiencing 

dramatic organic top-line contraction – yet management almost never addresses organic growth on calls, nor is it asked about it by analysts. 
The few times that management has addressed underlying organic growth, it suggests that its “tuck-in acquisitions” are generally of “small 

companies with good products,” but which “typically do not make money,” thus downplaying their sales and earnings contributions. Are we to 
believe that recently-acquired businesses on which Verint has spent up to $30-60M have contributed effectively nothing to revenue or earnings?

($, Millions) FY15 FY16 FY17 FY18 FY19 TOTAL

Revenue $1,128 $1,130 $1,062 $1,135 $1,230 -

Incremental Revenue, 
YoY 221 2 (68) 73 95 323

Cash Flow from 
Operations $194 $157 $172 $176 $215 -

Incremental Operating 
Cash Flow, YoY 15 (37) 16 4 39 37

Cash Spent on 
Acquisitions $605 $31 $142 $103 $90 $971

“And just one for Doug, can you tell us what the revenue 
contribution in the quarter was from Contact Solutions and 
OpinionLab, as well as your expectation for that business 
in 2018 please, or fiscal 2018? Thanks.”

- Alex Hue – Credit Suisse

“The Contact Solutions was a tuck-in acquisition we did earlier in the year. OpinionLab is 
another company we did in Q4, I believe in November. And you know, our M&A strategy has 
been since we – the last deal, relatively big deal we did was over three years ago with Kana. 
Since then our strategy is to do tuck-in acquisitions, basically buy small companies with 
good products. Those companies typically do not make money and they need to scale, 
and when we bring the product to our large sales force and large customer base, we have an 
opportunity over time to scale the business and make it profitable.”

- Doug Robinson – CFO, Verint

VRNT Q4 FY17 Earnings Call
Source: VRNT SEC Filings

https://seekingalpha.com/article/4058685-verint-systems-vrnt-ceo-dan-bodner-q4-2017-results-earnings-call-transcript
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Where’s The Growth?

Despite spending just under $1B on acquisitions since FY15, sales have grown by just ~$320M for a 6% CAGR, and operating cash flow by 
~$40M for a 4% CAGR. Note that ~$220M of this ~$320 growth in sales occurred in FY15 alone, following Verint’s $605M acquisition of Kana. 

Since then, management has spent an additional $366M on M&A to generate just ~$100M in incremental sales and ~$20M in incremental 
operating cash flow. This strongly suggests that organic growth since FY15 has been flat at best, and severely negative at worst. Management’s 

lack of clarity regarding underlying organic sales growth is suspicious to us in this context.

Source: VRNT SEC Filings
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All Quarters Since KANA (Completed Q1 FY15)

Tuck-In Acquisition Spend Ramps Up Just As 
Sales Growth Appears To Stall

Beginning in FY17 – just as Verint was experiencing its first revenue contraction since the financial crisis – the Company began to ramp up its 
spending on what management deems “tuck-in acquisitions,” most of which it does not discuss on calls or identify in SEC filings. While some 
of these undisclosed businesses were acquired for very small sums (<$10M), some were acquired for prices comparable to those which Verint 

paid on its disclosed acquisitions ($30M+). Why does management avoid discussing these acquisitions, to say nothing of their possible 
inorganic revenue contributions?

Spending on “tuck-in acquisitions” 
accelerates beginning in Q1 FY17

“One more for Doug, can you tell us the -- what was the 
revenue contribution in the quarter from Contact Solutions 
and Intelligent and what are your expectations for each for 
the year?”

- Kyle Chen – Credit Suisse

“Yeah, well, Intelligent we did last year, it's small more just product oriented and Contact Solutions similar 
small maybe a few in the quarter, but really small contribution. So to just clarify that we see a part of 
our land and expense strategy. We're expanding our portfolio and when we see opportunities for tuck-in 
acquisitions that can provide us capabilities obviously that supports our overall strategy intelligent products 
communities and contact solutions bring to us the contextual self service capabilities. And in terms of 
providing some match mix regarding companies that the tuck-in acquisitions we do, we generally just 
focus on the technology and how to bring this technology into our portfolio and of course when we do a 
larger acquisitions then we provide a complete breakdown of revenue and gross margin and profit, but it’s 
really not applicable in this case.”

- Doug Robinson – CFO, Verint

VRNT Q1 FY17 Earnings Call
Source: VRNT SEC Filings

https://seekingalpha.com/article/3980594-verint-systems-vrnt-ceo-dan-bodner-q1-2017-results-earnings-call-transcript
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Former Employees Confirm: Management Focused 
On The Numbers At The Expense Of Product Quality

Former employees report that Verint management is hyper-focused on meeting Wall Street expectations and satisfying investors over ensuring 
customer and employee satisfaction. They suggest that management has little cohesive vision for the business aside from emphasizing its SaaS 

orientation to attract new investors. In light of this intel, it is little surprise to us that the core business is organically flat or shrinking, and that 
management is so keen on characterizing acquisition-driven growth as organic growth. These employee reviews also come as little surprise to 

us given management’s history of structuring business practices around hitting financial targets.

Source

Source

Source

Source

Even employees who have worked at 
Verint for 10+ years and who 

generally enjoy working there see that 
the Company is too focused on M&A

https://www.glassdoor.com/Reviews/Employee-Review-Verint-Systems-RVW17185888.htm
https://www.glassdoor.com/Reviews/Employee-Review-Verint-Systems-RVW17904658.htm
https://www.glassdoor.com/Reviews/Employee-Review-Verint-Systems-RVW21948379.htm
https://www.glassdoor.com/Reviews/Employee-Review-Verint-Systems-RVW16941691.htm
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Stock-Based Comp Allocation Shifting Away From 
R&D, Service & Support To SG&A

SG&A R&D, Net COGS - Service & Support COGS - Product

Declining Equity Alignment With Service & Support 
And R&D Suggests Shift In Management Focus

Spruce Point believes that management’s increasing focus on hitting financial targets over the health of the business is reflected in recent shifts 
in Verint’s bonus structure. While Verint’s total stock-based compensation has generally remained steady through the last three years, it has 

increasingly been allocated to SG&A at the expense of service & support COGS, as well as R&D. 

VRNT FY19 10-K: R&D Bonus Reallocated to SG&A

Research & Development Expenses

Selling, General and Administrative 
Expenses

Source: VRNT SEC Filings

Given Verint’s prioritization of management and 
sales over internal investment in R&D, employee 

reviews which suggest internal conflict and 
declining workplace morale do not surprise us

https://www.sec.gov/Archives/edgar/data/1166388/000116638819000013/vrnt-20190131xform10xk.htm
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Building A Cohesive Company,
Or Buying Growth?

In light of former employee complaints regarding the disjointed nature of the Company, we wonder just how much effort management puts into 
integrating acquired businesses. In particular, we note that many of the businesses and services acquired by Verint continue to maintain their 
own websites, which look almost unchanged following their acquisition by Verint. Is management trying to build a cohesive business services 

company, or simply conducting M&A to acquire growth? Is the only real “synergy” in these acquisitions a new cross-selling opportunity?

Businesses acquired by Verint continue to maintain separate websites once acquired.

If these “Verint companies” remain largely autonomous, do Verint’s acquisitions really create material shareholder value?

Separate websites

Separate brands

Separate operating silos?
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Stock Price Growth Historically Follows Sizable Acquisitions

Quarterly Non-GAAP Sales Growth (YoY) VRNT Price per Share

An Unflattering M&A Track Record

Prior to its most recent round of adding “tuck-in acquisitions,” management’s last large deal involved the acquisition of KANA Software, Inc. 
from Accel-KKR for $514M in Jan 2014 – just four years after Accel-KKR purchased the business for only $41M. Verint sales growth quickly 

turned negative with the lapping of the KANA acquisition in Q1 FY16 as management reported slow uptake of its new services among existing 
customers. We believe that management’s primary goal in acquiring KANA – gaining cross-selling opportunities – is little different from its 

current goal in conducting M&A, and that its acquisitions have few real synergies and create limited shareholder value at best.

“And the strategy was land and expand, we discussed the fact that we have a very broad portfolio of better-breed solutions, and we also 
have a large customer base. We acquired KANA and we got their customer base. So we saw a great opportunity to land and 
expand within the customer base and as well as new customers. And it actually worked very well for us last year where we achieved 
double-digit organic growth as we were executing on this land-and-expand strategy last year….

…What became clear to us now after a couple of quarters of looking at the trends is that while our customers are very interested in working 
with vendors that have a broad portfolio and moving faster towards transformation, the approval cycle does take longer, and when they 
approach management, they need to go back and defend the proposal and go through a long explanation and so forth.”
- Dan Bodner – CEO, Verint

VRNT Q3 FY16 Earnings Call

Translation: “We 
acquired KANA for 
the cross-selling 

opportunities, and we 
couldn’t cross-sell.”

Did the stock run up starting in Jan 2014 because 
investors assumed that the initial post-acquisition 

sales growth was mostly organic?

Are investors making the same mistake today?

Is Verint setting itself up to disappoint investors again 
once the M&A-fueled (and ASC 606-fueled) growth 

lapses?

Source: VRNT SEC Filings, Bloomberg

Jan 2014:
KANA 

acquisition

Dec 2018:
ForeSee 

acquisition

Stock price collapses as low-
quality KANA acquisition 

lapses and fails to support 
organic growth thereafter

https://seekingalpha.com/article/3729156-verint-systems-vrnt-ceo-dan-bodner-q3-2016-results-earnings-call-transcript
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Transparency Into M&A Declines Just As 
Spending On Acquisitions Accelerates

Since management ramped up its spending on tuck-in acquisitions after FY16, Verint has spent $340M on M&A and close to $80M on 
undisclosed acquisitions alone. Yet, over the same time period, the Company has generated just $100M in incremental sales and $60M in 
incremental cash flow from operations. We are concerned that management’s increasing spending on tuck-in acquisitions and declining 

transparency into its M&A activity may be protecting the company from having to reveal extremely disappointing organic growth.

Verint Acquisitions Since FY17

($, Millions) Acquisition Date Cash Consideration

ForeSee Results, Inc. 12/19/18 $64.9

Undisclosed1 11/09/18
3.84

Undisclosed1 11/08/18

Undisclosed2 07/18/18 27.4

Undisclosed2 12/21/17 10.7

Next IT 12/19/17 30.0

Undisclosed (EG Solutions)3 11/03/17 34.2

Undisclosed2 10/03/17 11.2

Undisclosed2 07/01/17 2.9

Undisclosed1 03/20/17
14.0

Undisclosed1 02/01/17

Undisclosed2 Q4 FY17 4.55

OpinionLab, Inc. 11/16/16 65.0

Undisclosed2 04/30/16 2.55

Contact Solutions, LLC 02/19/16 69.8

Why has Verint become less transparent into its M&A activity 
just as it ramps up its spending on “tuck-in acquisitions”?

Why does management fail to disclose organic revenue growth 
and consistently balk at analyst questions regarding the 
inorganic sales contributions of acquired businesses?

“The legacy biz is either slowing or in decline, so you need to 
offset that with different things.”

- Former Verint Employee

“One topic to be concerned of would be if you continue to see small 
acquisitions [by Verint]…. That would indicate that [those 
acquisitions] are used to cover up gaps in growth as opposed to 
a [well thought-out] growth strategy.”

- Former Verint Employee

Verint Acquisitions Since FY17: Totals

($, Millions) Total Spend

Total Acquisition Spend $340.9

Total Spend on Undisclosed Acquisitions 77.0

Three-Year Incremental Sales $99.5

Three-Year Incremental OCF 58.3

1. Reported jointly on SEC filing. Payment for individual acquisitions not disclosed.
2. Source: VRNT SEC Filings
3. Source: VRNT SEC Filings. Identity of Nov 3, 2017 acquisition not disclosed by Verint, but was confirmed to be EG Solutions, which traded publicly on the London Stock Exchange at the time of the acquisition.
4. Derived from cash flow statement after deducting cash spent for ForeSee in FY19.
5. Derived from cash flow statement after deducting cash spent for OpinionLab and Contact Solutions in FY17.
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Quietly Adding Revenue Through Acquiring 
Majority Interest?

In Q4 FY19, Verint quietly acquired a majority interest in NowForce, a business of which it had been a minority stakeholder since FY16. Our 
diligence suggests that this transaction was completed on Dec 26, 2018 – yet management issued no press release disclosing the deal, nor did it 

mention the deal in its subsequent 10-K. We also note that it appears that management did not include this transaction among its unnamed 
“other business contributions” in its 10-K, as this section of its 10-K cites no transactions completed on Dec 26. Accordingly, we find no 

evidence that this transaction was ever disclosed to investors.

In Jun 2018, Velpic Limited – another minority stakeholder of NowForce – valued the business at ~$20M. Accordingly, we believe that NowForce 
could generate $10-20M in annual sales – an inorganic source of revenue of which investors were never informed.

Verint Acquires Minority 
Stake in NowForce

Dec 17, 2015

NowForce Wholly-Owned 
Subsidiary of Verint

Dec 26, 2018

Source

Source

Acquisition of Majority Stake In NowForce Not Disclosed in FY19 10-K

No mention of transaction completed on Dec 26, 2018

NowForce Sales Contribution Estimate

(Millions) Value

Value of Velpic Stake AUD 1.3

Stake (%) 4.8%

Implied NowForce Valuation AUD 26.6

Implied NowForce Valuation (USD) USD 19.7

Acquisition Multiple Annual Sales Est.

1.0x $19.7M

1.5x 13.1M

2.0x 9.9M

Valuation of 
NowForce by 
Velpic Limited 

(Minority 
Stakeholder)

Source

https://finance.yahoo.com/news/nowforce-raises-4-5m-series-140000521.html
https://www.bloomberg.com/research/stocks/private/snapshot.asp?privcapid=142468132
https://www.sec.gov/Archives/edgar/data/1166388/000116638819000013/vrnt-20190131xform10xk.htm
https://www.valuewalk.com/2019/01/verint-systems-acquires-smart-city-company-nowforce-sponsor/
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Another Undisclosed Acquisition About To Hit 
The Books

Spruce Point has discovered yet another acquisition completed by Verint in the current quarter which was never announced by management. 
The founder and CEO of Monet Software, Inc. announced on Feb 20 of this year that Monet had been acquired by Verint. Indeed, per Monet’s 
website and LinkedIn page, the business now goes by “Verint Monet.” Crunchbase estimates that Monet does ~$12.5M in sales per year. Why 

does management believe that the acquisition of ~$12.5M in inorganic sales is not sufficiently material to announce to investors? Does 
management plan on disclosing Verint’s organic sales and organic growth ex-Monet through the coming quarters?

Source

Source

Source

https://www.linkedin.com/pulse/new-year-beginning-monet-chuck-ciarlo-1c/
https://monetsoftware.com/
https://www.linkedin.com/company/monet-software/
https://www.crunchbase.com/organization/monet-software
https://www.linkedin.com/pulse/new-year-beginning-monet-chuck-ciarlo-1c/
https://www.linkedin.com/company/monet-software/
https://monetsoftware.com/
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Historical Revenue Of Acquired Businesses Far 
Greater Than Total Verint Sales Growth

Based on public data and informed estimates of sales generated by businesses acquired by Verint, Spruce Point estimates that businesses 
acquired or consolidated by Verint since FY17 collectively generated $225-$380M in revenue in the twelve months prior to their acquisition. As 

we show in subsequent slides, we believe that, with the Company having increased sales by just $100M over the same three years, Verint’s 
organic revenue growth was likely materially negative over this time period.

($, Millions)
Acquisition 

Date
Cash 

Consideration
Sales Multiple: 
Low Estimate

Sales Multiple: 
Mid Est. / Known

Sales Multiple: 
High Estimate

LTM Revenue: 
High Estimate

LTM Revenue: 
Mid Estimate

LTM Revenue: 
Low Estimate

Monet Software1 02/??/19 ?? - - - $20.0 $12.5 $10.0

NowForce2 12/26/18 - - - - 19.7 13.1 9.9

ForeSee Results, Inc.3 12/19/18 $64.9 0.5x 0.6x 0.8x 130.0 105.0 80.0

Undisclosed 11/09/18
3.8 1.0x 1.5x 2.0x 3.8 2.5 1.9

Undisclosed 11/08/18

Undisclosed 07/18/18 27.4 1.0x 1.5x 2.0x 27.4 18.3 13.7

Undisclosed 12/21/17 10.7 1.0x 1.5x 2.0x 10.7 7.1 5.4

Next IT4 12/19/17 30.0 1.2x 1.4x 1.6x 24.6 21.5 18.4

Undisclosed (EG Solutions)5 11/03/17 34.2 - 2.3x - 14.6 14.6 14.6

Undisclosed 10/03/17 11.2 1.0x 1.5x 2.0x 11.2 7.5 5.6

Undisclosed 07/01/17 2.9 1.0x 1.5x 2.0x 2.9 1.9 1.5

Undisclosed 03/20/17
14.0 1.0x 1.5x 2.0x 14.0 9.3 7.0

Undisclosed 02/01/17

Undisclosed Q4 FY17 4.5 1.0x 1.5x 2.0x 4.5 3.0 2.3

OpinionLab, Inc.6 11/16/16 65.0 2.7x 2.9x 3.2x 24.0 22.1 20.2

Undisclosed 04/30/16 2.5 1.0x 1.5x 2.0x 2.5 1.7 1.3

Contact Solutions, LLC7 02/19/16 69.8 1.0x 1.5x 2.0x 69.8 46.5 34.9

TOTALS / AVG - $340.9 0.9x 1.2x 1.5x $379.7 $286.7 $226.5

1. Source. 2. See Slide. 3. See Slide. 4. See Slide. 5. Derived from 2016 annual report and 2017 interim results. 6. Source. High estimates assumes constant annual growth. Low estimate assumes flat. 
7. $52.5M in 2013 revenue per Inc.com. Used purchase multiple to estimate sales due to dated source.

https://www.crunchbase.com/organization/monet-software
https://www.dropbox.com/s/huqqir9d8ambkkc/2017_01_31%20--%20EG%20Solutions%20--%20Annual.pdf?dl=0
https://www.dropbox.com/s/afadrqvqqb442t7/2017_09_20%20--%20EGS%20--%201H18%20results.JPG?dl=0
https://www.inc.com/profile/opinionlab
https://www.inc.com/profile/contact-solutions
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Material Inorganic Revenue Contributions On 
A Quarterly Basis

Spruce Point believes that acquisitions have brought between $10-25M in incremental inorganic sales per quarter to Verint through the last three 
years. Acquisitions could generate another $125M in inorganic sales through FY20 even if management conducts no further M&A during FY20.

($, Millions) FY17 Q1 FY17 Q2 FY17 Q3 FY17 Q4 FY18 Q1 FY18 Q2 FY18 Q3 FY18 Q4 FY19 Q1 FY19 Q2 FY19 Q3 FY19 Q4 FY20 Q1 FY20 Q2 FY20 Q3 FY20 Q4

Monet Software - - - - - - - - - - - - $2.4 $3.1 $3.1 $3.1

NowForce - - - - - - - - - - - 1.3 3.3 3.3 3.3 2.0

ForeSee Results, Inc. - - - - - - - - - - - 12.8 26.3 26.3 26.3 13.4

Undisclosed
- - - - - - - - - - - 0.6 0.6 0.6 0.6 0.1

Undisclosed

Undisclosed - - - - - - - - - 0.6 4.6 4.6 4.6 3.9 - -

Undisclosed - - - - - - - 0.8 1.8 1.8 1.8 1.0 - - - -

Next IT - - - - - - - 2.5 5.4 5.4 5.4 2.9 - - - -

Undisclosed
(EG Solutions) - - - - - - - 3.5 3.7 3.7 3.7 0.1 - - - -

Undisclosed - - - - - - 0.6 1.9 1.9 1.9 1.3 - - - - -

Undisclosed - - - - - 0.2 0.5 0.5 0.5 0.3 - - - - - -

Undisclosed
- - - - 1.7 2.3 2.3 2.3 0.6 - - - - - - -

Undisclosed

Undisclosed - - - 0.4 0.8 0.8 0.8 0.4 - - - - - - - -

OpinionLab, Inc. - - - 4.6 5.5 5.5 5.5 1.0 - - - - - - - -

Undisclosed - 0.4 0.4 0.4 0.4 - - - - - - - - - - -

Contact Solutions 9.2 11.6 11.6 11.6 2.5 - - - - - - - - - - -

[Prior Acquisitions] 5.1 3.3 0.9 - - - - - - - - - - - - -

TOTAL $14.2 $15.3 $12.9 $17.0 $10.8 $8.8 $9.7 $12.9 $13.8 $13.6 $16.7 $23.2 $37.1 $37.2 $33.3 $18.6

Note: First and last quarters adjusted for acquisition date. Assumes no seasonality.
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Management Overstating Revenue Growth By 
Not Disclosing Inorganic Sales Contributions

Verint reported GAAP sales growth in the high single digits in both FY18 and FY19. However, Spruce Point estimates that underlying organic 
sales growth was in the low single digits in FY18 and was negative in FY19. We strongly believe that management should be more transparent 

about the contribution of acquired businesses to sales to give investors a clearer view into Company performance.

($, Millions) FY17 FY18 FY19

Revenue (GAAP) $1,062.1 $1,135.2 $1,229.7

Incremental Revenue, Reported (YoY) (68.2) 73.1 94.5

Less: Inorganic Sales Contribution (Spruce Point Est.) 59.4 42.1 67.3

Less: ASC 606 Impact (See later slides) - - 47.8

Less: FX Impact (10.2) 4.8 (0.7)

Organic Incremental Sales (Spruce Point Est.) ($117.4) $26.2 ($19.9)

Organic Revenue $1,012.9 $1,088.3 $1,115.3

Reported Sales Growth (YoY) -6.0% 6.9% 8.3%

Organic Sales Growth (Spruce Point Est.) -10.4% 2.5% -1.8%

-15.0%

-10.0%

-5.0%

0.0%

5.0%

10.0%

FY2017 FY2018 FY2019

Annual Revenue Growth, Actual vs. Organic (Est.)

Reported Sales Growth (GAAP) Organic Sales Growth (GAAP)

Absent M&A, FX impacts, and the beneficial 
effects of ASC 606 (discussed later), Spruce Point 

estimates that Verint would have seen top-line 
contraction, as opposed to the high-single-digit 

top-line growth reported by management

Source: VRNT SEC Filings



44

Acquisitions Creating Cookie Jar For
Guidance Raises: ForeSee

Verint acquired ForeSee Results, Inc., a customer experience analytics business, on Dec 13, 2018 for just under $66M in cash. In the subsequent 
8-K, management increased its FY20 non-GAAP revenue guidance by $20M, citing the acquisition. However, in court documents filed in 

conjunction with the 2017 bankruptcy of Answers Corp. – ForeSee’s previous parent – ForeSee was disclosed as having generated $80M in sales 
in 2015 and $85M in sales in 2016, and was projected to see revenue grow to $130M by 2019, driven by multi-year contracts with relatively high 
forward visibility. Even a conservative estimate of ForeSee’s inorganic revenue contribution to Verint would be far greater than the mere $20M 

insinuated by management.

On the subsequent earnings call (Q4 FY19), management raised FY20 sales guidance by another $25M, citing business “momentum.” Was this 
raise really a product of organic momentum, or was it a “draw-down” on expected ForeSee sales which hadn’t yet been baked into guidance?

“As our momentum continues, we are raising guidance once 
again for the current year. Our guidance for the non-GAAP 
revenue is increasing by $25 million to $1.37 billion representing 
10% growth and acceleration from the prior year.”

- Dan Bodner – CEO, Verint

($, Millions) Date
FY20 Sales 
Guidance

(Midpoint)

Guidance 
Change

Growth vs. 
FY19 ($)

Growth vs. 
FY19 (%)

Q3 FY19 Earnings Call 12/06/18 $1,325.0 - $80.0 6.4%

ForeSee Acquisition 12/17/18 1,345.0 $20.0 100.0 8.0%

Q4 FY19 Earnings Call 03/27/19 1,370.0 25.0 125.0 10.0%

ForeSee Sales Contribution vs. Guidance Low High

ForeSee Full-Year Sales Estimate $80.0 $130.0

ForeSee FY20 Inorganic Sales Contribution Estimate 70.2 114.1

Total Post-Acquisition Guidance Raises (Verint) 45.0

Remaining “Revenue Guidance Reserve” from ForeSee Acquisition 25.2 69.1

VRNT Q4 FY19 Earnings Call

Why did management raise revenue guidance by only $20M 
following the ForeSee acquisition?

Why did management attribute the subsequent guidance raise 
to organic “momentum”?

Will future “momentum”-driven guidance raises really be 
attributable to genuinely organic growth prospects?

Source Source: Answers Corp. Bankruptcy Court Filing, Pg. 252

ForeSee Sales, Per Answers Corp. Bankruptcy Filings

https://seekingalpha.com/article/4251450-verint-systems-inc-vrnt-ceo-dan-bodner-q4-2018-results-earnings-call-transcript
https://www.sec.gov/Archives/edgar/data/1166388/000116638818000132/vrnt-dec1720188xkxprojectf.htm
https://www.dropbox.com/s/79kww5o9rgql524/2017_03_03%20--%20document%2016%20--%20Disclosure%20Statement.pdf?dl=0
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Lack Of Transparency Gives Potentially 
Misleading Signals To Sell Side

When management announced the ForeSee deal, it increased non-GAAP revenue guidance by $20M “subject to closing the acquisition” –
strongly suggesting, but not stating explicitly, that it expected ForeSee to contribute $20M in annual sales. While management may have been 

careful in its choice of words, the sell-side nonetheless takes its insinuations as given, and management gives no clarity into underlying organic 
growth to correct analyst assumptions. Management appears to have no problem leading the sell-side on, even if not explicitly.

Answers Corp. Bankruptcy Court Filings

Source: Answers Corp. Bankruptcy Court Filing, Pg. 252

Oppenheimer VRNT Report: Dec 17, 2018
Assumes $20M ForeSee Revenue Contribution

Verint Press Release on ForeSee Acquisition

?



~3.25x multiple derived from 
~$65M total purchase price and 

$20M estimated sales contribution

https://www.dropbox.com/s/79kww5o9rgql524/2017_03_03%20--%20document%2016%20--%20Disclosure%20Statement.pdf?dl=0
https://www.sec.gov/Archives/edgar/data/1166388/000116638818000132/vrnt-dec1720188xkxprojectf.htm
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Acquisitions Creating Cookie Jar For
Guidance Raises: Next IT

We note that Verint seems to have followed a similar pattern of behavior following its acquisition of Next IT in Dec 2017. Management increased 
FY19 sales guidance by $10M after completing the deal. However, as of Sep 30, 2017, Next IT had trailing twelve-months sales of $18.4M, and 

YoY sales growth of 24% in Q3 CY17. We estimate that Next IT would have generated $18.4-24.6M over the course of a full year at the time of the 
acquisition (on YoY sales growth between 0-24%), implying an inorganic FY19 sales contribution to Verint of $16-22M, taking the mid-December 
timing of the deal into account. Given these assumptions, Verint’s $10M post-acquisition revenue guidance raise was $6-12M short of Next IT’s 

realistic FY19 inorganic sales contribution.

Interestingly, on the following earnings call, management would go on to raise FY19 revenue guidance by $5M – an amount similar to our 
estimated guidance adjustment shortfall. Did this $5M raise simply represent the remainder of the anticipated inorganic Next IT sales 

contribution not included in the initial guidance adjustment?

($, Millions) Date
FY19 Sales 
Guidance 

(Midpoint)

Guidance 
Change

Growth vs. 
FY18 ($)

Growth vs. 
FY18 (%)

Q3 FY18 Earnings Call 12/06/17 $1,215.0 - $65.0 5.2%

Next IT Acquisition 12/19/17 1,225.0 $10.0 75.0 6.0%

Q4 FY18 Earnings Call 03/28/18 1,230.0 5.0 80.0 6.4%

Source

Next IT Sales Contribution vs. Guidance Low High

Next IT Full-Year Sales Estimate $18.4 $24.6

Next IT FY19 Inorganic Sales Contribution Estimate 16.1 21.5

Total Post-Acquisition Guidance Raises (Verint) 15.0

Why did management not increase revenue guidance by Next IT’s full likely FY19 sales contribution following the acquisition?

https://verintsystems.gcs-web.com/node/13826/html
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Q4 Acquisition Timing Creates Year-End 
Revenue Boost

(10.0)

(5.0)

0.0

5.0

10.0

15.0

FY17 FY18 FY19

$,
 M
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n

Actual Q4 Revenue Beat vs. Organic Q4 Revenue Beat (Est.)

Revenue Beat/Miss into Q4, Actual Organic Revenue Beat/Miss Into Q4 (Spruce Point Estimate)

Through the last three fiscal years, Verint has spent at least ~$65M on new acquisitions in fiscal Q4. As management does not break out 
inorganic revenue contributions of acquired businesses, this has created a revenue tailwind for Verint going into Q4 earnings. Is management 

purposely loading up on M&A in Q4 to ensure that it matches or beats Q4 and full-year revenue guidance?

Without the assistance of revenue acquired in Q4, we estimate that 
Verint would have missed its Q4 revenue guidance for FY19 (as of Q3) 

by a significant $9.6M (-2.9%)

Instead, it comfortably beat guidance by $5.1M (1.5%)

Though this “beat” appears to be entirely manufactured by Q4 M&A, 
management gave no indication that the beat was aided by acquisitions. 

We believe that this “beat” was entirely superficial.

($, Millions) FY17 FY18 FY19

(A) Full-Year Non-GAAP Revenue Guidance As Of Q3 $1,075.0 $1,140.0 $1,240.0

(B) Non-GAAP Revenue Through Q3 773.2 827.7 908.4

(C) Implied Q4 Non-GAAP Revenue Guidance ((A) - (B)) $301.8 $312.3 $331.6

(D) Q4 Non-GAAP Revenue, Reported $299.5 $322.7 $336.7

(E) Q4 Non-GAAP Revenue Beat (Miss) ((D) - (C)) (2.3) 10.5 5.1

Q4 Non-GAAP Revenue Beat / Miss, % ((E) / (C) - 1) -0.8% 3.3% 1.5%

(F) Est. Inorganic Sales Contribution From Businesses Acquired In Q4 (Spruce Point) $4.9 $6.8 $14.7

(G) Q4 Non-GAAP Revenue, Less Q4 Acquisition Tailwind ((D) - (F)) 294.6 315.9 322.0

(H) Q4 Non-GAAP Revenue Beat (Miss) On Organic Sales ((G) - (C)) (7.2) 3.6 (9.6)

Q4 Non-GAAP Revenue Beat / Miss On Organic Sales, % ((H) / (C) - 1) -2.4% 1.2% -2.9%

Source: VRNT SEC Filings, Press Releases
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Contingent Consideration Reversals Expose 
Acquisition Underperformance (Or Worse)?

Buried in the notes to Verint’s financial statements are details regarding the fair value of contingent considerations related to M&A. Startlingly, we 
note that management has begun to apply increasingly sizeable quarterly write-downs to its outstanding contingent consideration liability. These 
reversals reveal that management is rolling back its earnings projections for its recent acquisitions. At best, this suggests that Verint acquisitions 
consistently underperform management’s expectations. However, we also note – troublingly – that contingent consideration write-downs flatter 

executive performance metrics by boosting earnings, giving management an incentive to acquire even underperforming businesses.

Annual Contingent Consideration Reconciliation

($, Millions) FY15 FY16 FY17 FY18 FY19

Fair Value of Contingent Consideration, Beginning of Period $17.3 $14.5 $22.4 $52.7 $62.8

Additions (from Acquisitions) 8.3 16.2 26.4 27.6 15.9

Changes in Fair Value, Recorded in Operating Expenses 0.9 (0.9) 7.3 (8.3) (3.6)

Payments of Contingent Consideration (12.0) (7.4) (3.3) (9.4) (13.6)

FX Translation and Other (0.1) - - 0.2 (0.3)

Fair Value of Contingent Consideration, End of Period $14.5 $22.4 $52.7 $62.8 $61.3
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Change in Fair Value of Contingent Consideration

Verint reporting increasingly large negative revaluations 
of M&A-related contingent considerations

Source: VRNT SEC Filings



Proxy Fight With Neuberger Berman 
Unearths Troubling Behavior By 
Management
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Neuberger Highlights Poor Performance And 
Governance Concerns

Neuberger Berman, a 2.6% owner of Verint stock and a shareholder since 2006, filed proxy materials earlier this year in an attempt to push the 
company to refocus its growth efforts on cloud applications. The filing highlights what Neuberger sees as poor M&A, lack of a detailed cloud 

strategy, a Board of Directors with limited cloud experience, and general long-term underperformance versus NICE. Neuberger’s concerns echo 
many of our own: management has little vision for the future of its business and is carelessly pursuing a strategy of M&A which has burned 

cash while creating little to no shareholder value.

Neuberger Berman Proxy Filing

Source

https://verintsystems.gcs-web.com/static-files/6159cf93-eb6d-4c41-8d7f-869c2ef9f239
https://verintsystems.gcs-web.com/static-files/6159cf93-eb6d-4c41-8d7f-869c2ef9f239
https://www.sec.gov/Archives/edgar/data/1166388/000089534519000206/wddfan14a-verint_neuberger.htm&sa=D&source=hangouts&ust=1557868007292000&usg=AFQjCNEQKwG2rt7Sz1E_VXqqsEcbzc7XzQ
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Proxy Fight Reveals Evasiveness And 
Mismanagement

Neuberger’s most recent filings in relation to the proxy fight recount an almost comical back-and-forth with Verint management through which 
management has consistently ignored Neuberger’s requests or treated them with a startling degree of dismissiveness. After repeatedly delaying 
interviews with Neuberger’s Board nominees, and then having them interview with HR (and not with senior management), management rejected 

the nominees and proposed a bizarre set of compromise measures which included “provid[ing] Neuberger Berman with a preview of the 
Company's upcoming guidance….” We find management’s unwillingness to entertain Neuberger’s recommendations in a good-faith manner 
concerning. We have little confidence that Verint executives will change their ineffective growth strategy so long as they can help it, and their 

behavior throughout the proxy fight makes us question their commitment to defending the interests of shareholders.

Source

https://verintsystems.gcs-web.com/static-files/6159cf93-eb6d-4c41-8d7f-869c2ef9f239
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Firing Over The Bow Of Neuberger?

As the proxy fight has dragged on, management has increasingly highlighted its focus on the cloud, despite continuing to acquire businesses 
with at best limited cloud orientations (per industry experts), and despite privately telling Neuberger that “Verint’s customers do not want to 
transition to the cloud, and that Verint had no intention to pursue a cloud-centric strategy….” This double-speak gives the appearance that 

Verint management is firing shots in the direction of Neuberger during earnings calls, or that it’s hoping to prove them wrong on its commitment 
to the cloud and convince them to end the proxy fight. Whatever the case may be, management’s contradictory statements effectively leave us 
unable to put any faith in its comments regarding its strategy going forward, as it relates to the cloud or otherwise. We believe that investors 

should think long and hard about whether they can feel comfortable investing in such a management team.

Neuberger Berman Proxy Filing

VRNT Q4 FY19 Earnings Call

“As we’ve discussed [on] prior calls, enterprise customers have been interested in a move to the 
cloud and what we’ve seen lately is that they’ve accelerated the cloud adoption and cloud 
purchases. So what we expect this year, $250 million in cloud revenue is predominantly from new 
deployments, so either new customers or deployments to existing customers. But the main is 
conversion, basically has not started yet. We have a handful of customers that converted maintenance 
revenue into cloud. And we expect our maintenance revenue grew last year, we actually expect 
maintenance revenue to grow this year as well, but we think that the conversion is about to begin.”

- Dan Bodner – CEO, Verint

Do you really feel comfortable investing with a management team that tells a major shareholder one thing, and all other investors another?

Why is management saying publicly that 
customers do want to move to the cloud 

when it privately tells Neuberger that 
customers do not want to move to the 

cloud?

https://verintsystems.gcs-web.com/static-files/6159cf93-eb6d-4c41-8d7f-869c2ef9f239
https://verintsystems.gcs-web.com/static-files/6159cf93-eb6d-4c41-8d7f-869c2ef9f239
https://seekingalpha.com/article/4251450-verint-systems-inc-vrnt-ceo-dan-bodner-q4-2018-results-earnings-call-transcript
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Management Implicitly Projecting Zero Or 
Negative Organic Cloud Growth For FY20

Verint states in its recent investor presentations that it anticipates cloud-related revenue to grow by $85M in FY20 to $250M, up from $165M in 
FY19. However, we expect ForeSee alone to contribute ~$90M in inorganic sales in FY20, on top of other (most likely cloud-related) sources of 

inorganic sales of ~$35M from other acquisitions. Is Verint’s “cloud” business growing organically at all?

Source: Verint Apr 2019 Investor Presentation

($, Millions)

FY20 Projected Inorganic Contribution 
To “Cloud Revenue”

Minimum Maximum

ForeSee $92.2 $92.2

NowForce 11.8 11.8

Monet Software 11.8 11.8

Undisclosed1 - 8.5

Undisclosed1 - 2.0

Inorganic Cloud Revenue, FY20 (Est.) $115.8 $126.2

Even under more conservative estimates regarding the inorganic sales 
contributions of recently-acquired businesses, management is guiding to 

very limited organic cloud revenue growth at best

($, Millions)

FY20 Projected Organic “Cloud 
Revenue” Growth

Minimum Maximum

Inorganic Cloud Revenue, FY20 $126.2 $115.8

Incremental Cloud Revenue, Per Guidance, FY20 85.0 85.0

Organic Incremental Cloud Revenue, FY20 (Est.) (41.2) (30.8)

FY19 Cloud Revenue $165.4 $165.4

FY20 Cloud Revenue Ex-Inorganic Contributions (Est.) 124.2 134.6

Cloud Revenue Growth, YoY -24.9% -18.6%

1. Minimum contribution to cloud revenue estimated at zero, since unannounced acquisitions may not be cloud businesses

Management Guidance:
$85M Incremental Cloud Revenue

($250M - $165M = $85M)

https://www.verint.com/investor-relations/investor-relations-presentation/
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Implied Three-Year Target For Organic Cloud 
Revenue Growth Far Below Stated Targets

Verint recently announced a target three-year cloud revenue CAGR of 30-40%. This implies that management is targeting FY22 cloud revenue of 
~$360-450M. However, with recent acquisitions poised to contribute $115-125M in cloud revenue by our estimates, we believe that this leaves 

targeted cloud revenue growth at a three-year CAGR of just 13-27% excluding outstanding sources of inorganic cloud revenue.

Note that this includes contributions of recent acquisitions only through their respective one-year lap dates, ignoring further contributions 
which will continue to support a meaningful share of Verint’s cloud revenue going forward. This also ignores inorganic contributions from future 

M&A, which we fully expect to be material given Verint’s stagnant organic growth and highly optimistic long-term revenue targets.

($, Millions)

Estimated Remaining Inorganic 
Sources Of “Cloud Revenue”

Minimum Maximum

ForeSee $92.2 $92.2

NowForce 11.8 11.8

Monet Software1 12.5 12.5

Undisclosed2 - 8.5

Undisclosed2 - 2.0

Inorganic Cloud Revenue, FY20 (Est.) $116.5 $126.9

($, Millions) FY19

FY22 Projected Cloud 
Revenue, Management

Minimum Maximum

Cloud Revenue $165.4 $362.5 $452.8

Three-Year CAGR - 30.0% 40.0%

Three-Year Incremental Cloud Revenue - $197.5 $287.8

Estimated Remaining Inorganic Cloud Revenue - 126.9 116.5

Three-Year Organic Incremental Cloud Revenue - $70.6 $171.3

Cloud Revenue, Ex-Remaining Inorganic Sales - $235.6 $336.3

Three-Year CAGR, Ex-Remaining Inorg. Sales - 12.6% 26.8%

1. Includes anticipated inorganic contribution in FY21 
2. Minimum contribution to cloud revenue estimated at zero, since unannounced acquisitions may not be cloud businesses

https://www.sec.gov/Archives/edgar/data/1166388/000116638819000076/analystdaycloudandautoma018.jpg
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What Exactly Is “Cloud Revenue”?

In SEC filings and press releases, management has begun to provide a number of proprietary metrics which it uses to measure cloud-related 
revenue – specifically, “cloud revenue,” “recurring revenue,” “cloud annualized recurring revenue (ARR),” and, most recently, “SaaS revenue.” 
We find it concerning that management’s definition of “cloud revenue” is not consistent between its press releases and financial statements, 

with its SEC filings noting that cloud revenue includes “term-based licenses, which are recognized at a point in time.” Why is this not disclosed 
in press releases?

Further, management makes no mention in its SEC filings of the “cloud ARR” metric discussed in press releases. Is this a more liberal or 
aggressive proprietary metric which management wants to keep from closer SEC scrutiny?

VRNT Q4 FY19 Earnings Press Release VRNT FY19 10-K

Recurring Revenue

“Recurring revenue, on both a GAAP and non-GAAP 
basis, is the portion of our revenue that we believe is likely 
to be renewed in the future, and primarily consists of initial 
and renewal post contract support, SaaS subscription 
licenses, and managed services, which are recognized 
over time.”

“Recurring revenue is the portion of our revenue that we 
believe is likely to be renewed in the future, and primarily 
consists of initial and renewal PCS, SaaS, term-based 
licenses, managed services, sales-and-usage based 
royalties, and subscription licenses recognized over time. 
The recurrence of these revenue streams in future periods 
depends on a number of factors including contractual 
periods and customers' renewal decisions.”

“Cloud revenue, on both a GAAP and non-GAAP basis, 
primarily consists of SaaS subscription licenses and 
managed services, which are recognized over time.”

“Cloud revenue primarily consists of SaaS and managed 
services revenue recognized over time and term-based 
licenses, which are recognized at a point in time.”

“Cloud annualized recurring revenue ("ARR") is 
calculated using GAAP and non-GAAP cloud revenue 
excluding term-based license revenue recognized in our 
most recently completed three-month period on an 
annualized basis, plus term-based license GAAP and 
non-GAAP revenue recognized during the most recent 
trailing 12-month period.”

Omitted from 10-K

“We believe that recurring revenue, cloud revenue, and 
cloud annualized recurring revenue provide investors with 
useful insight into the nature and sustainability of our 
revenue streams.”

Omitted from 10-K

Cloud Revenue

Cloud Annualized Recurring 
Revenue (“ARR”)

Commentary on Recurring 
Revenue Streams

https://www.verint.com/wp-content/uploads/January-31-2019-Earnings-Press-Release-Exhibit-99.1-Final-circulated-03.27.19.pdf
https://www.sec.gov/Archives/edgar/data/1166388/000116638819000013/vrnt-20190131xform10xk.htm
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Refusal To Adopt Industry-Standard Performance 
Metrics Complicates Investor Analysis

As Neuberger notes in its proxy filings, Verint’s relative lack of transparency makes it difficult for investors to evaluate the performance of the 
business. In particular, Neuberger emphasizes that all of Verint’s most comparable cloud-oriented software companies disclose both organic 
sales growth and the gross margin generated by their respective cloud businesses. Why is Verint management reluctant to adopt the same 

performance metrics as its peer group?

Neuberger Berman Proxy Filing

https://verintsystems.gcs-web.com/static-files/6159cf93-eb6d-4c41-8d7f-869c2ef9f239
https://www.sec.gov/Archives/edgar/data/1166388/000089534519000206/wddfan14a-verint_neuberger.htm&sa=D&source=hangouts&ust=1557868007292000&usg=AFQjCNEQKwG2rt7Sz1E_VXqqsEcbzc7XzQ
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Is This Really Even “Cloud” Revenue?

As is the case for most SaaS companies, the tacit benefit of “cloud” revenue for Verint is that it is in some sense recurring. However, we note 
that, per its 10-K, Verint includes in its definition of “cloud revenue” revenue from “term-based licenses” – i.e. revenue from contracts with fixed 
durations (typically three years for Verint). Many industry experts with whom we spoke do not consider such revenue to be “recurring” as it is 
generally understood with respect to cloud revenue, where “recurring” is generally used to describe subscription-type arrangements with no 

fixed life. Even further, many of these same experts do not even regard Verint as a true “cloud” company, as its “hybrid” cloud solutions are not 
truly versionable cloud-based SaaS services, but are better described as “off-premise.”

Is management being aggressive in its accounting definition of “cloud revenue ” to inflate what investors would believe to be true “cloud-based” 
revenue?

VRNT Q4 FY19 Earnings Press Release

VRNT FY19 10-K

“Cloud revenue primarily consists of SaaS and managed services revenue recognized over time and term-
based licenses, which are recognized at a point in time.

https://info.iointegration.com/blog/saas-vs-on-premise-vs-off-premise
https://www.verint.com/wp-content/uploads/January-31-2019-Earnings-Press-Release-Exhibit-99.1-Final-circulated-03.27.19.pdf
https://www.sec.gov/Archives/edgar/data/1166388/000116638819000013/vrnt-20190131xform10xk.htm
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Inflating Reported SaaS Revenue With 
Revenue From Term Licenses?

In its presentation to sell-side analysts earlier this week, Verint management defined yet another new cloud revenue metric: SaaS revenue. Per 
the presentation, cloud revenue can be broken into “SaaS” and “Managed Services,” with SaaS including “primarily subscription licenses 

bundled with managed services, as well as, some term licenses with managed services sold separately.” Regardless of whether management 
believes that this term-based revenue properly belongs within “cloud revenue,” we certainly do not believe that term-based revenue should be 

included in “SaaS revenue,” which, to us, now presents a misleading representation of recurring revenue to investors.

Term license revenue is not SaaS revenue, and should not be reported as such

Source

https://www.sec.gov/Archives/edgar/data/1166388/000116638819000076/analystdaycloudandautoma.htm
https://www.sec.gov/Archives/edgar/data/1166388/000116638819000076/analystdaycloudandautoma018.jpg
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Accounting Implications Of ARR Definition: 
Booking “Cloud” Revenue Up Front?

By including within its definitions of “cloud revenue” and “cloud ARR” a term-based source of revenue, management also exposes these 
metrics to the effects of revenue recognition policy changes imposed by ASC 606. Under ASC 606, software licensees are “recognized at the 
point in time when control transfers.” By including term-based revenue within “cloud revenue,” is management inflating its apparent “cloud-

based” revenue and booking ~3 years’ worth of revenue up-front? Is “cloud ARR” really a meaningful representation of “recurring revenue” if it 
includes revenue “pulled forward” from future years of term-based contracts, perhaps rendering this metric naturally lumpy and creating 

difficult comps in future years?

Ernst & Young: How The New Revenue Recognition Standard 
Affects Technology Entities

Is our concern regarding pulled-forward revenue 
confirmed by the fact that, following Verint’s 

adoption of ASC 606, accounts receivable and 
contract assts increased significantly?

VRNT FY19 10-K

Strategic Finance Magazine: Recognizing Software Revenue

https://www.sec.gov/Archives/edgar/data/1166388/000116638819000013/vrnt-20190131xform10xk.htm
https://sfmagazine.com/post-entry/february-2016-recognizing-software-revenue/
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Management Quietly Admits That ASC 606 
Adoption Accelerates Revenue Recognition

Management did in fact acknowledge in its FY18 10-K that its adoption of ASC 606 could accelerate the recognition of revenue tied to term 
licenses. However, it was ambiguous about the potential magnitude of the revenue impact, stating that it was “still in the process of quantifying 

the impact of the new standard,” but that it “[did] not expect the new standard to materially impact the amount or timing of the majority of 
revenue recognized in our consolidated financial statements.” Perhaps its adoption of ASC 606 wouldn’t affect the timing of “the majority” of 
revenue – i.e. more than 50% of revenue – but this still leaves open the possibility that it could affect a very significant share of sales. We find 

management’s word choice interesting given its demonstrated history of picking its words carefully.

VRNT FY18 10-K

https://www.sec.gov/Archives/edgar/data/1166388/000116638818000013/vrnt-20180131xform10xk.htm


Perverse Benefits From Adoption Of 
ASC 606 Accounting Standards
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Double-Counting Revenue?

With its adoption of new revenue recognition standards in FY19, management stated that, in FY19, it recognized revenue “which had been 
previously recognized under prior revenue recognition accounting standards.” We have never come across such an egregious revenue

recognition maneuver throughout our extensive history of investigating accounting frauds and aggressive accounting methods. This level of 
aggressiveness raises questions regarding not only the validity of Verint’s reported FY19 revenue, but of the entirety of the Company’s results 

as reported.

VRNT FY19 10-K

https://www.sec.gov/Archives/edgar/data/1166388/000116638819000013/vrnt-20190131xform10xk.htm


63

Changing Business Practices To Accommodate 
Changes To Accounting Guidance?

In its FY19 10-K, management reports that it made “changes…to our business practices” in response to impending changes to revenue 
recognition guidance. Why would a company choose to conduct its business differently in response to new revenue recognition rules? We find 

it suspicious that management would allow accounting standards to dictate its business practices. This confirms our understanding that 
management is hyper-focused on meeting Wall Street estimates, perhaps at the expense of the health of the business itself.

VRNT FY19 10-K

https://www.sec.gov/Archives/edgar/data/1166388/000116638819000013/vrnt-20190131xform10xk.htm
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Adoption of ASC 606 Revenue Recognition 
Standards Provide Powerful Revenue Tailwind

When transitioning accounting standards to ASC 606, management chose to use the “modified retrospective method,” under which it did not 
restate prior period results as they would have appeared under ASC 606. This gave Verint a ~$50M revenue tailwind in FY19 on our organic sales 

estimate of $1.1B, thus boosting reported sales by 4%. Earnings, meanwhile, grew by a full 73%! Management claimed that “business practice 
changes” undertaken in advance of adopting new revenue recognition standards – not the accounting change itself – were responsible for the 

large delta, and, therefore, that the FY19 results reported under ASC 606 could be compared to prior periods on an apples-to-apples basis. 
Spruce Point finds this defense extremely suspect, and believes that the impact of ASC 606 should be deducted from sales when calculating 

Verint’s organic growth.

VRNT FY19 10-K

$51.5M earnings benefit 
(73% change!!!) 

“But at the end of the day, I think 
it's quite immaterial whether it 
was Topic 605 and now Topic 

606 [ASU No. 2014-09], and 
actually we believe that had we 

stayed under the Topic 605 
revenue guidelines, our results 

will be quite similar.”

VRNT Q2 FY19 Earnings Call

$47.8M revenue benefit 
(4% change)

? ?

https://www.sec.gov/Archives/edgar/data/1166388/000116638819000013/vrnt-20190131xform10xk.htm
https://seekingalpha.com/article/4204373-verint-systems-inc-vrnt-ceo-daniel-bodner-q2-2019-results-earnings-call-transcript
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ASC 606 Reporting Standards, And Impact On 
Financial Results, Not In Line With Peers

NICE, Verint’s most direct comp and competitor, also suggested that adoption of ASC 606 would not materially impact stated results. However, 
unlike Verint, Nice issued FY18 guidance under ASC 605 standards to provide “better transparency and comparability to 2017 financial data,”

and its FY18 results confirm that its adoption of ASC 606 had little effect on its financials. Furthermore – and importantly – NICE took a revenue 
penalty from the change, and saw earnings grow by just 2% (versus 73% for Verint!). Why did the adoption of ASC 606 have such a significant 

positive impact on Verint, whose accounting should be extremely similar to NICE’s accounting?

VRNT FY19 10-K

NICE FY18 20-F

$47.8M revenue benefit 
(4% change)

$51.5M earnings benefit 
(73% change!!!) 

$9.2M revenue penalty 
(1% change)

$3.9M earnings benefit 
(2% change)

https://www.sec.gov/Archives/edgar/data/1166388/000116638819000013/vrnt-20190131xform10xk.htm
https://www.sec.gov/Archives/edgar/data/1003935/000117891319001056/zk1922874.htm
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NICE Far More Transparent On Effects Of 
Change In Accounting Standards

Since NICE adopted ASC 606 accounting standards at the beginning of its FY18, its management team has been significantly more transparent 
on the impact of the change than Verint. NICE’s press releases, for example, disclosed results under both ASC 605 and ASC 606 standards 

throughout the course of the year. Further, and importantly, NICE provided an apples-to-apples comparison of current and historical financial 
results under ASC 605 standards, thus giving investors a clear view into organic changes in the business. It also provided FY18 guidance under 
ASC 605 standards for the same reason. VRNT’s reported results, meanwhile, did not provide a similar apple-to-apples comparison, as current 

results were reported exclusively under ASC 606 standards, against historical results reported under ASC 605. 

“With regard to the new 606 revenue accounting pronouncement, 
which is effective for us at the beginning of the current year, we 
do not see an overall material impact to our results, and our 
guidance already reflects the changes required under 606.”

VRNT Q4 FY18 Earnings Call

“Before I speak about guidance, a few words on the adoption of ASC 606…. at this 
point, we don't expect a material impact. In that regard, while we will be providing 
2018 financial data in both ASC 606 and ASC 605, we elected to provide guidance 
for Q1 2018 and the full-year 2018 using the accounting standard ASC 605. We 
chose to do this to provide better transparency and comparability to 2017 
financial data, which was reported in ASC 605.”

NICE Q4 FY17 Earnings Call

VRNT vs. NICE: Summary of Communication With Investors About Topic 606

VRNT NICE
Press Release Discosure (yes / no)
Impact from Topic 606 disclosed in press release No Yes

Comparitive Period Disclosure (yes / no)
Provides "apples-to-apples" comparison under Topic 605 for current results No Yes

Non-GAAP Results Revenue Recongnition (606 /605)
Current Period 606 605
Historical Period 605 605

Current Fiscal Year Guidance (606 / 605)
Issues Guidance under 605 for first year of 606 adoption to improve comparability 606 605

https://seekingalpha.com/article/4159759-verint-systems-vrnt-ceo-dan-bodner-q4-2018-results-earnings-call-transcript
https://seekingalpha.com/article/4147492-nice-systems-nice-ceo-barak-eilam-q4-2017-results-earnings-call-transcript


Aggressive And Liberal Accounting 
Around Management 
Compensation Targets
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Aggressive Accounting And M&A Allow 
Management To Achieve Performance Targets

We note that management beat its one-year and multi-year revenue targets by only 2% each in FY19. As we show on subsequent slides, we do 
not believe that management would have hit its targets after Verint results are adjusted for inorganic sources of revenue, income, and cash flow.

We also note that management uses an adjusted measure of revenue, operating income, and operating cash flow when setting compensation 
targets in its proxy statement, and that management would have failed to meet each of its targets except sales had it been measured against 

GAAP metrics.

VRNT FY19 Proxy Statement

Is stock-based compensation 
not a real expense?

Of what, exactly, is this 
composed?

Why should Verint add back 
acquisition-related sales 

which, per GAAP rules, it will 
never see?

Why is interest expense 
added back to operating

cash flow?

Forced to offer 
compensation 
in the form of 

stock with 
cash trapped 

in foreign 
markets?

https://verintsystems.gcs-web.com/static-files/154f4742-dcda-4979-83db-6d551a0e84ed
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Pulling Cash Flow Adjustments Out Of A
Magic Hat

Where is management getting its adjustments from? We can identify two “non-recurring payments” which management could have added back 
to operating cash flow totaling $14.8M, $7M less than the $21.8M of “non-recurring payments” which management added back to operating cash 

flow in its proxy statement. And why on earth are they adding interest expense back to operating cash flow?

Nowhere else in Verint’s SEC filings is this definition of operating cash flow used. Why should management use it to determine whether it met 
its compensation targets?

Unjustified Operating Cash Flow Adjustments

($, Millions) FY18 FY19

Non-Recurring Payments $25.9 $21.8

Less: Acquisition Expenses, Net 1.6 9.9

Less: Restructuring Expenses 13.5 4.9

Unidentifiable Non-Recurring  Payments $10.8 $6.9

Plus: Net Interest Expense 23.3 16.8

Total Unjustified Cash Flow Adjustments $34.1 $23.7

VRNT FY19 Proxy Statement VRNT FY19 10-K

?

Non-GAAP adjustments to Operating Cash Flow were 
conveniently just enough to push Non-GAAP Operating Cash 
Flow beyond management’s comp target threshold of $230M

(which it did not meet on a GAAP basis)

https://verintsystems.gcs-web.com/static-files/154f4742-dcda-4979-83db-6d551a0e84ed
https://www.sec.gov/Archives/edgar/data/1166388/000116638819000013/vrnt-20190131xform10xk.htm
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Management Compensating Itself For
Poor M&A?

As noted earlier, management has been taking large write-downs of contingent consideration liabilities related to M&A. This reveals that 
acquisitions have underperformed against initial expectations, and suggests that the deals were perhaps ill-advised. Yet, because contingent 

consideration write-downs translate to reductions of SG&A on the income statement, these write-downs are a benefit to operating income, and 
therefore increase management’s performance metrics against compensation targets. Why should management get credit for the 

underperformance of its acquisitions? Why are contingent consideration reversals not adjusted out of operating income for compensation 
determination purposes?

Annual Contingent Consideration Reconciliation

($, Millions) FY18 FY19

Non-GAAP EBITDA $256.6 $296.7

Less: Reversals to Contingent Consideration (8.3) (3.6)

Non-GAAP EBITDA Less Contingent Consideration Reversal $248.3 $293.1

Non-GAAP EPS $2.81 $3.23

Reversals to Contingent Consideration (8.3) (3.6)

Non-GAAP Tax Rate 11.7% 11.2%

Reversals to Contingent Consideration, Tax-Adjusted (7.3) (3.2)

Less: Per-Share Reversals to Contingent Consideration, Tax-Adjusted (0.11) (0.15)

Non-GAAP EPS Adjusted for Contingent Consideration Reversal $2.70 $3.18

How convenient that management writes down contingent consideration liabilities as though it overestimated the performance of its 
acquisitions, while at the same time demonstrably underrepresenting their likely revenue contributions…
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Aggressive Accounting And M&A Allow 
Management To Achieve Performance Targets

After applying our adjustments to the metrics used to measure executive performance, management goes from meeting five of six targets to 
zero of six targets over the course of the past two fiscal years.

1. Remaining 20% in FY18 attributed to MBO

Management Compensation Target Analysis: FY18 Management Compensation Target Analysis: FY19

($, Millions, Except Where Noted) Revenue Target Operating Income 
Target

Operating Cash 
Flow Target Revenue Target Operating Income 

Target
Operating Cash 

Flow Target

Weighting1 30% 30% 20% 35% 35% 30%

Verint Result $1,150.0 $226.0 $222.0 $1,245.0 $267.0 $250.9

Target 1,138.0 222.0 240.0 1,225.0 252.0 230.0

Target Met?      

Verint Result $1,150.0 $226.0 $222.0 $1,245.0 $267.0 $250.9

Less: Acquisition Adjustment 40.3 7.8 - 64.6 14.0 -

Less: ASC 606 Adjustment N/A N/A N/A 47.8 57.2 -

Less: Contingent Consideration Write-Downs - 8.3 - - 3.6 -

Less: Other Unjustified Add-Backs - - 34.1 - - 23.7

Spruce Point Adj. Result $1,109.7 $209.9 $187.9 $1,132.6 $192.2 $227.2

Target 1,138.0 222.0 240.0 1,225.0 252.0 230.0

Target Met w/ Spruce Point Adjustments?      
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Management Incentivized To Grow The Business, 
Not To Create Value For Shareholders

Spruce Point believes that management teams of acquisitive companies should be evaluated on the basis of return on capital deployed: 
measures such as ROIC should be used in place of revenue, EBITDA, and other metrics which incentivize growing the business over creating 

shareholder value. In fact, shareholders have petitioned Verint management to adopt ROI and ROIC as long-term performance measurements in 
place of revenue and TSR in each of the last two years – and, in both years, management refused.

“We recognize that ROIC has a good correlation to share price in many industries, however we do not 
currently use ROIC as an internal performance measurement and we believe that, where possible, 
compensation metrics should match the day to day metrics used to run the business. We also note 
that return on investment metrics like ROIC are not common in the technology industry where it is 
critical to continuously reinvest for growth and to maintain leading edge products. We continue to 
believe that revenue growth is the most significant driver of our business performance and we 
pair revenue metrics with profitability metrics to ensure that management is focused not only 
on growth, but on profitable growth.”

- Management Response, FY19 Proxy

“Consider using return on invested capital (“ROIC”) as a long- term performance 
metric instead of revenue or relative TSR.”

- Shareholder Request, FY19 Proxy

“Consider using return on investment (“ROI”) or return on invested capital (“ROIC”) 
as a long-term performance metric instead of revenue or relative TSR.”

- Shareholder Request, FY19 Proxy

Why is revenue growth “the most significant driver of business performance” when ill-advised M&A could destroy (and has destroyed) 
significant shareholder value?
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Management Cherry-Picking Flattering Metrics To 
Justify Compensation And Defend Board Members

In response to Neuberger’s proxy filings, Verint submitted filings arguing that its “board-led strategy is delivering strong operational 
performance, financial results and stock price appreciation.” In defense of the latter, management posted returns on VRNT shares through the 

past one, two, and three years, over which VRNT has outperformed the major indices. We note, however, that this outperformance is erased 
when looking back over a longer timespan. Management’s strategy has changed little over the past decade – why should we evaluate

management and the Board on shareholder returns over the last three years alone?

We also believe that VRNT is more appropriately benchmarked against the software sector index, against which it has fared far worse.

VRNT Stockholder Returns through May 7, 2019

($, Millions) 1 Year 2 Year 3 Year 4 Year 5 Year

VRNT 49.5% 57.8% 90.1% -1.3% 47.2%

NASDAQ 10.8% 33.5% 74.1% 68.9% 108.2%

Russell 2000 1.6% 16.3% 47.8% 36.4% 52.8%

S&P 500 10.1% 25.0% 48.9% 49.9% 70.1%

Source

Source: Bloomberg, TRA function (TRA = “Total Return Analysis”). Index performance calculated at closest available intervals to May 7 anniversary date. Assumes dividends are reinvested in index.

https://www.businesswire.com/news/home/20190508005942/en/
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Verint Stock Also Severely Underperforming 
Sector Peers

Even more relevant is the fact that Verint shares have severely underperformed the tech / software sector over the last five years.

The IGV tech-software sector ETF has far outpaced VRNT shares over this period – a fact ignored by management, unsurprisingly.

Source: Bloomberg
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Executive Compensation Far Out Of Line
With Its Closest Peer

Although NICE is larger than Verint on most metrics (revenue, EBITDA, EBIT) and more efficient (revenue per employee, EBIT per employee), 
average compensation per insider at Verint is over 3x that at NICE, and Verint insiders take home a far greater percentage of EBIT in 

compensation than do NICE insiders. This despite the fact that NICE shares have outperformed VRNT shares by a substantial margin through 
the past several years.

($, Millions) Verint NICE

Dan Bodner – CEO $8.8 -

Douglas Robinson – CFO 2.1 -

Elan Moriah – President, Customer Engagement Solutions 2.6 -

Peter Fante – Chief Administrative Officer 2.0 -

Directors 1.8 -

Management and Board Compensation, Total $17.2 $9.7

Number of Executives 4 11

Number of Directors 7 8

Total Number of Insiders 11 19

Average Compensation per Insider $1.6 $0.5

($, Millions) Verint NICE

Total Number of Insiders 11 19

Total Employees 6,100 5,504

Revenue (LTM) $1,229.7 $1,444.5

EBITDA (LTM) 232.8 $361.0

Less: D&A 88.9 157.1

EBIT $143.9 $203.9

Revenue per Employee ($) $201,590 $262,445

EBIT per Employee ($) $23,590 $37,046

Insider Compensation / EBIT 12.0% 4.8%

-50%

0%

50%

100%

150%

200%

250%

300%

1 Year 2 Year 3 Year 4 Year 5 Year 6 Year

Stock Performance: VRNT vs. NICE

VRNT NICE



Dubious Accounting Decisions And 
Non-GAAP Adjustments Flatter 
Adjusted Earnings
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EBITDA Growth Driven By Cost Capitalization?

In FY19, Verint began to capitalize costs associated with commissions paid to its internal sales force, which are now recorded under “deferred 
commissions” within “other assets” and discussed as “costs to obtain and fulfill contracts” in Verint’s statements. Concerningly, Verint notes 

that it may amortize deferred commissions “over the expected benefit period,” giving management a great deal of discretion over the speed with 
which commissions are amortized. Spruce Point believes that shifting commissions to the balance sheet understates expenses and overstates 

earnings, and that Verint earnings should be adjusted downward to reflect this cost.

VRNT FY18 10-K

Adj. EBITDA and Non-GAAP Net Income Adjusted for Capitalized Commissions

($, Millions) FY18 Q1 FY19 Q2 FY19 Q3 FY19 Q4 FY19 FY19 YoY Growth

Capitalized Commissions in Prepaid Expenses - $5.5 $5.5 $5.1 $6.5 $6.5 -

Capitalized Commissions in Other Assets - 18.1 20.7 24.0 29.8 29.8 -

Total Capitalized Costs to Obtain Contracts - $23.6 $26.2 $29.1 $36.3 $36.3 -

Capitalized Commissions for the Period - 23.6 2.6 2.9 7.2 36.3 -

Adj. EBITDA, Reported $256.6 $54.3 $70.7 $76.3 $95.4 $296.7 15.6%

Capitalized Commissions for the Period - (23.6) (2.6) (2.9) (7.2) (36.3) -

Adj. EBITDA, Less Capitalized Commissions $256.6 $30.7 $68.1 $73.4 $88.2 $260.4 1.5%

Non-GAAP Net Income, Reported $180.9 $34.5 $50.1 $56.4 $71.7 $212.7 17.5%

Capitalized Commissions for the Period (Tax-Adj.) - (21.0) (2.3) (2.6) (6.3) (32.2) -

Non-GAAP Net Income, Less Capitalized Commissions $180.9 $13.5 $47.8 $53.8 $63.5 $180.4 -0.3%

Sources: VRNT SEC Filings, Earnings Press Releases. Tax adjustments assume Non-GAAP tax rate provided by management.

https://www.sec.gov/Archives/edgar/data/1166388/000116638818000013/vrnt-20180131xform10xk.htm
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Adjusting For Cost Capitalization Reduces 
Reported Results Significantly

Adjusting for capitalized commissions reduces reported FY19 Adj. EBITDA by 12% and FY19 Non-GAAP Net Income by 17%.

Sources: VRNT SEC Filings
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Non-GAAP Net Income Growth Almost Entirely Attributable To 
Commission Capitalization
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Adj. EBITDA Growth Almost Entirely Attributable To 
Commission Capitalization

Adj. EBITDA, Reported Adj. EBITDA, Less Capitalized Commissions

Non-GAAP Earnings Growth Driven Entirely By 
Cost Capitalization?

As discussed, effectively all growth in Adj. EBITDA and Non-GAAP Net Income in FY19 can be attributed to management’s decision to capitalize 
commissions starting last year. When capitalized commissions are deducted from both Adj. EBITDA and Non-GAAP Net Income in FY19, growth 

in both metrics is cut from mid-teens levels to close to (or below) zero.

Sources: VRNT SEC Filings
15.6% reported 

growth
1.5% adjusted 

growth
17.5% reported 

growth
-0.3% adjusted 

growth

VRNT FY19 10-KVRNT FY18 10-K

“We capitalize commissions paid to internal sales personnel and agent 
commissions that are incremental to obtaining customer contracts. We have 
determined that these commissions are in fact incremental and would not 
have occurred absent the customer contract.”

Language omitted from 10-K

https://www.sec.gov/Archives/edgar/data/1166388/000116638819000013/vrnt-20190131xform10xk.htm
https://www.sec.gov/Archives/edgar/data/1166388/000116638818000013/vrnt-20180131xform10xk.htm


80

Widening Spread Between GAAP And Non-
GAAP Net Income

As is the case with many companies investigated by Spruce Point, Verint shows an increasingly large spread between GAAP and Non-GAAP 
income. In fact, in FY17 and FY18, Non-GAAP adjustments were responsible for over 100% of Non-GAAP net income. We believe that GAAP 

income is a far better measure of Verint’s economic reality than a Non-GAAP measure of income with ~$150M worth of management add-backs.

$26 $37 
$54 $54 

$31 
$18 

($29)
($7)

$66 

$132 $124 $136 
$153 

$199 $191 

$159 
$181 

$213 

-$100

-$50

$0

$50

$100

$150

$200

2011 2012 2013 2014 2015 2016 2017 2018 2019

GAAP Net Income Non-GAAP Net Income

Net Income: GAAP vs. Non-GAAP

Recall that Verint’s adoption of ASC 606 was a 
$51.5M benefit to net income in FY19. The recent 

increase in Non-GAAP Net Income does not 
reflect organic profit growth.

$, Millions

Sources: VRNT SEC Filings, Earnings Press Releases
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Acquisition-Related EBITDA Add-Backs
Are Unjustified

On a quarterly basis, management recognizes significant EBITDA add-backs tied to acquisitions – specifically, “revenue adjustments related to 
acquisitions” and “acquisition expenses.” Spruce Point believes that, for a serial acquirer, acquisition expenses are an important cost of 
carrying out the company’s strategy and, as such, should not be added back to EBITDA. Meanwhile, the “revenue adjustments” represent 
prepaid services which an acquired business would be able to recognize over time, but which GAAP standards preclude an acquirer from 

recognizing following a deal. Therefore, not only do these added-back revenue adjustments represent inorganic sales which Verint will never 
see, but they represent added-back sales at an assumed margin of 100%. Spruce Point finds this maneuver particularly aggressive and gives the 

Company no credit for its “revenue adjustments.”

Reconciliation: GAAP Net Income to Adjusted EBITDA

($, Millions) FY17 FY18 FY19

As a % 
of FY19 

Adj. 
EBITDA

GAAP Net Income ($29.4) ($6.6) $66.0 22.2%

Net Income Attributable to NCI 3.1 3.2 4.2 1.4%

Provision for Income Taxes 2.8 22.4 7.5 2.5%

Other Expense, Net 40.8 29.7 36.5 12.3%

D&A 111.0 102.9 86.2 29.1%

Revenue Adjustments Related to Acquisitions 10.6 15.2 15.4 5.2%

Stock-Based Compensation 65.6 69.4 66.7 22.5%

Acquisition Expenses 12.9 1.6 9.9 3.3%

Restructuring 15.0 13.5 4.9 1.7%

Impairment Charge - 3.3 - -

Other Adjustments 1.0 2.1 (0.6) -0.2%

Adjusted EBITDA $233.5 $256.6 $296.7 100.0%

Reconciliation: GAAP Net Income to Non-GAAP Net Income

($, Millions) FY17 FY18 FY19

As a % 
of FY19 

Adj.  
Income

GAAP Net Income ($29.4) ($6.6) $66.0 31.0%

Revenue Adjustments Related to Acquisitions 10.6 15.2 15.4 7.2%

Amortization of Acquired Tech & Backlog 37.4 38.2 25.4 11.9%

Amortization of Other Acquired Intangibles 44.1 34.2 31.0 14.6%

Stock-Based Compensation 65.6 69.4 66.7 31.3%

Other Adjustments 1.0 2.1 (0.6) -0.3%

Unrealized Losses (Gains) on Derivatives, Net 0.6 (3.2) 1.1 0.5%

Amortization of Convertible Note Discount 10.7 11.2 11.9 5.6%

Acquisition Expenses 12.8 2.5 10.3 4.8%

Restructuring Expenses 16.0 13.7 4.9 2.3%

Non-Cash Tax Adjustments (12.9) (1.6) (19.3) -9.1%

Loss on Extinguishment of Debt - 2.7 - -

Impairments of Goodwill 2.4 3.3 - -

Non-GAAP Net Income $158.7 $180.9 $212.7 100.0%

Sources: VRNT Earnings Press Releases
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Revenue Adjustment Add-Back Out Of Line 
With Peers

While NICE also recognizes an acquisition-related revenue adjustment add-back in its calculation of Non-GAAP earnings, it offsets this add-back 
with a corresponding adjustment for the value of deferred costs associated with acquisitions. That is to say, NICE does not recognize its 

acquisition-related revenue adjustments at a 100% margin. Why doesn’t Verint do the same?

Verint Reconciliation: GAAP Net Income to Non-GAAP Net Income

($, Millions) FY17 FY18 FY19

GAAP Net Income ($29.4) ($6.6) $66.0

Revenue Adjustments Related to Acquisitions 10.6 15.2 15.4

COGS Adjustments (NONE) N/A N/A N/A

[All Other Adjustments] 177.5 172.3 131.1

Non-GAAP Net Income $158.7 $180.9 $212.7

Verint Reconciliation: GAAP Revenue to Non-GAAP Revenue

($, Millions) FY17 FY18 FY19

GAAP Revenue $1,062.1 $1,135.2 $1,229.7

Revenue Adjustments 10.6 15.2 15.4

ASC Adjustments (NONE) N/A N/A N/A

Non-GAAP Revenue $1,072.7 $1,150.5 $1,245.1

NICE Reconciliation: GAAP Net Income to Non-GAAP Net Income

($, Millions) FY16 FY17 FY18

GAAP Net Income $123.1 $143.3 $159.3

Valuation Adjustment On Acquired Deferred Revenue 14.8 13.7 8.9

Valuation Adjustment On Acquired Deferred COGS (0.2) (1.5) (2.2)

[All Other Adjustments] 83.0 99.0 130.6

Non-GAAP Net Income $220.6 $254.5 $296.7

NICE Reconciliation: GAAP Revenue to Non-GAAP Revenue

($, Millions) FY16 FY17 FY18

GAAP Revenue $1,015.5 $1,332.2 $1,444.5

Valuation Adjustment On Acquired Deferred Revenue 14.8 13.7 8.9

ASC 606 to ASC 605 Revenue Adjustment - - 9.2

Non-GAAP Revenue $1,030.3 $1,345.9 $1,462.7

Sources: VRNT Earnings Press Releases, NICE Earnings Press Releases

Even if you were to give management credit for the revenue adjustment for its representation of run-rate sales, it would be entirely inappropriate 
to give it credit for this as an EBITDA or net income add-back, since the revenue adjustment is a non-cash add-back and, at 100% assumed 

margin, is not representative of underlying earnings or cash flow from associated acquisitions.

Any investor using Verint’s Non-GAAP EBITDA or Non-GAAP net income to value the business – probably most of them – are capturing very 
low-quality components of Company-defined earnings.
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Significant Share Of Non-GAAP Earnings 
Metrics Driven By Unusual Add-Backs

We also take issue with Verint’s restructuring add-back, NCI add-back, and “other adjustment” add-back. These represent add-backs of items 
which are consistent drags on earnings and, in the case of the NCI add-back, which are not available to VRNT shareholders.

In total, we believe that at least 11.4% of Adj. EBITDA are attributable to unusual and unjustified add-backs.

Reconciliation: GAAP Net Income to Adjusted EBITDA

($, Millions) FY17 FY18 FY19

As a % 
of FY19 

Adj. 
EBITDA

GAAP Net Income ($29.4) ($6.6) $66.0 22.2%

Net Income Attributable to NCI 3.1 3.2 4.2 1.4%

Provision for Income Taxes 2.8 22.4 7.5 2.5%

Other Expense, Net 40.8 29.7 36.5 12.3%

D&A 111.0 102.9 86.2 29.1%

Revenue Adjustments Related to Acquisitions 10.6 15.2 15.4 5.2%

Stock-Based Compensation 65.6 69.4 66.7 22.5%

Acquisition Expenses 12.9 1.6 9.9 3.3%

Restructuring Expenses 15.0 13.5 4.9 1.7%

Impairment Charge - 3.3 - -

Other Adjustments 1.0 2.1 (0.6) -0.2%

Adjusted EBITDA $233.5 $256.6 $296.7 100.0%

Reconciliation: GAAP Net Income to Non-GAAP Net Income

($, Millions) FY17 FY18 FY19

As a % 
of FY19 

Adj.  
Income

GAAP Net Income ($29.4) ($6.6) $66.0 31.0%

Revenue Adjustments Related to Acquisitions 10.6 15.2 15.4 7.2%

Amortization of Acquired Tech & Backlog 37.4 38.2 25.4 11.9%

Amortization of Other Acquired Intangibles 44.1 34.2 31.0 14.6%

Stock-Based Compensation 65.6 69.4 66.7 31.3%

Other Adjustments 1.0 2.1 (0.6) -0.3%

Unrealized Losses (Gains) on Derivatives, Net 0.6 (3.2) 1.1 0.5%

Amortization of Convertible Note Discount 10.7 11.2 11.9 5.6%

Acquisition Expenses 12.8 2.5 10.3 4.8%

Restructuring Expenses 16.0 13.7 4.9 2.3%

Non-Cash Tax Adjustments (12.9) (1.6) (19.3) -9.1%

Loss on Extinguishment of Debt - 2.7 - -

Impairments of Goodwill 2.4 3.3 - -

Non-GAAP Net Income $158.7 $180.9 $212.7 100.0%

Sources: VRNT Earnings Press Releases
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Where Is The Restructuring?

Verint’s restructuring charge add-back appears particularly suspicious to us. We note that management has never announced a formal 
restructuring program; rather, it defines “restructuring costs” as “employee termination costs, facility exit costs, certain professional fees, asset 

impairment charges, and other costs directly associated with resource realignments incurred in reaction to changing strategies or business 
conditions.” If Verint’s “restructuring” charge represents a recurring cost needed to adjust to “changing…business conditions,” why should it 

be added back as though it were a one-time charge? Is management trying to pass off a recurring expense as a one-time charge by naming it as 
such? Why is this item disclosed only in Verint’s press releases and investor presentations, and not in its SEC filings?

And why is the gap between restructuring charges and severance payments (disclosed in SEC filings) so large and inconsistent? Why did it 
suddenly decline just as severance costs jumped (and surpassed it)? Where is the restructuring charge coming from?

Sources: VRNT SEC Filings, Earnings Press Releases
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SEC Questions Management’s Add-Backs

We aren’t the only ones who find management’s add-backs questionable. In Sep 2016, Verint received a letter from the SEC questioning its large 
“other adjustments” add-back in its reconciliation between GAAP Net Income and Adj. EBITDA. At the time, this item included Verint’s 
acquisition expenses and restructuring expenses, both of which were broken out in documents filed following the inquiry into “other 

adjustments” at the behest of the SEC. Spruce Point believes that these items are no more transparent, explicable, or justifiable than they were 
when bundled under “other adjustments.”

Reconciliation: GAAP Net Income to Adjusted EBITDA

($, Millions) FY16 FY17 FY18 FY19

GAAP Net Income $17.6 ($29.4) ($6.6) $66.0

Net Income Attributable to NCI 4.6 3.1 3.2 4.2

Provision for Income Taxes 1.0 2.8 22.4 7.5

Other Expense, Net 44.7 40.8 29.7 36.5

D&A 103.2 111.0 102.9 86.2

Revenue Adjustments Related to Acquisitions 4.4 10.6 15.2 15.4

Stock-Based Compensation 64.5 65.6 69.4 66.7

Acquisition Expenses - 12.9 1.6 9.9

Restructuring - 15.0 13.5 4.9

Impairment Charge - - 3.3 -

Other Adjustments 28.4 1.0 2.1 (0.6)

Adjusted EBITDA $268.4 $233.5 $256.6 $296.7

Sources: VRNT Earnings Press Releases, SEC Correspondence

“We note that the “other adjustments” line item is a significant adjustment in your 
reconciliation of GAAP to non-GAAP Results, particularly for the year ended January 31, 
2016 and 2015. Please tell us the nature of the items included within these “other 
adjustments” as well as your consideration for further breaking out these items in more detail 
in your reconciliations. Similar concerns apply to the Form 8-K filed September 7, 2016.”

- SEC

“The “other adjustments” line item within our “Reconciliation of GAAP to non-GAAP Results” 
includes restructuring expenses, acquisition-related expenses (including integration costs), 
changes in the fair values of contingent consideration obligations associated with business 
acquisitions, asset impairment charges other than those associated with restructuring or 
acquisition activity, rent expenses for redundant facilities, and gains or losses on sales of 
property. Detailed descriptions of these items, as well as the reasons why we believe these 
non-GAAP measures provide useful information to investors, appear within the 
“Supplemental Information About Non-GAAP Financial Measures” included within our 
quarterly earnings press releases and within presentations that we provide to investors. 
Please note that we reorganized and expanded the descriptions of the measures included 
within "other adjustments" in our most recent earnings press release, for the three and six 
months ended July 31, 2016, which was furnished on Form 8-K on September 7, 2016.

In recent reporting periods, approximately 80% of our total GAAP to non-GAAP adjustments 
have been comprised of amortization of acquired intangible assets and stock-based 
compensation expenses. Therefore, because the “other adjustments” comprise a lesser 
portion of our aggregate GAAP to non-GAAP adjustments, and because of the variety 
of different adjustments included within that line item, we have chosen to present 
those adjustments as a single line item in our reconciliation tables. We believe that 
breaking out the individual items comprising the “other adjustments” line item could 
unnecessarily clutter the reconciliation tables while only providing marginal benefit.
However, it’s important to note that, while we have not had the cause to do so in recent 
reporting periods, to the extent that the amounts presented on the “other adjustments” line 
item show unusual trends or variations between comparable periods, we would provide 
additional details to explain the trends or variations, through either footnote disclosures to 
the reconciliation, or by breaking out additional line items as appropriate.”

- Verint Response

Why didn’t management think investors would be interested 
in seeing acquisition-related expenses broken out for a 

serially-acquisitive company? Aren’t acquisition costs core 
to its business strategy?

https://www.sec.gov/Archives/edgar/data/1166388/000116638816000243/filename1.htm
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Amortization Add-Backs To Net Income?

We also question why management chooses to add amortization of operating items – specifically, amortization of acquired technology, backlog, 
and other acquired intangibles – back to net income to arrive at its calculation of Non-GAAP Net Income. Why should these items not be 
reflected in net income just because they are associated with acquisitions? Do they not represent amortization for which the Company is 
responsible, like any other amortization borne by the Company (which is, of course, reflected in both GAAP and Non-GAAP net income)?

And why add back amortization of its convertible note discount when this represents a real cost of financing which the Company will ultimately 
have to bear?

Spruce Point believes that at least 45% of Verint’s Non-GAAP Net Income is attributed to unjustified add-backs.

Reconciliation: GAAP Net Income to Non-GAAP Net Income

($, Millions) FY17 FY18 FY19

As a % 
of FY19 

Adj.  
Income

GAAP Net Income ($29.4) ($6.6) $66.0 31.0%

Revenue Adjustments Related to Acquisitions 10.6 15.2 15.4 7.2%

Amortization of Acquired Tech & Backlog 37.4 38.2 25.4 11.9%

Amortization of Other Acquired Intangibles 44.1 34.2 31.0 14.6%

Stock-Based Compensation 65.6 69.4 66.7 31.3%

Other Adjustments 1.0 2.1 (0.6) -0.3%

Unrealized Losses (Gains) on Derivatives, Net 0.6 (3.2) 1.1 0.5%

Amortization of Convertible Note Discount 10.7 11.2 11.9 5.6%

Acquisition Expenses 12.8 2.5 10.3 4.8%

Restructuring Expenses 16.0 13.7 4.9 2.3%

Non-Cash Tax Adjustments (12.9) (1.6) (19.3) -9.1%

Loss on Extinguishment of Debt - 2.7 - -

Impairments of Goodwill 2.4 3.3 - -

Non-GAAP Net Income $158.7 $180.9 $212.7 100.0%
Sources: VRNT Earnings Press Releases
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Adj. EBITDA: Reported vs. Spruce Point

Adj. EBITDA - Reported Adj. EBITDA - Spruce Point

Company-Reported Earnings Figures Significantly 
Overstated By Aggressive Add-Backs

After adjusting for improper add-backs, contingent consideration write-downs, and capitalized commissions (on a tax-adjusted basis for Non-
GAAP Net Income), Spruce Point believes that FY19 Adj. EBITDA should be at least ~25% lower than Company-reported Adj. EBITDA, and FY19 

Non-GAAP Net Income should be at least ~65% lower than Company-reported Non-GAAP Net Income.



Who Are The Decision-Makers 
Behind These Accounting Choices?
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Deep Ties To Comverse And Convicted 
Fraudster Kobi Alexander

Verint was born in 1994 as “Interactive Information Systems Corporation,” then a subsidiary of Comverse Technology, Inc., and was known as 
“Comverse Infosys, Inc.” from Jan 1999 through Jan 2002. Comverse was infamously involved in an options backdating scandal in which 

founder and CEO Jacob “Kobi” Alexander and other senior executives were convicted with conspiracy and fraud. Alexander promptly fled to 
Namibia, where he remained at large until 2016. Comverse was subsequently delisted from Nasdaq and removed from the S&P 500, and

struggled to recover from the scandal until it was broken up in 2012-13.

Importantly, Dan Bodner has served in his current capacity as President and CEO of Verint since the Company’s inception in 1994, and, 
accordingly, had close ties to Alexander. Alexander served as Verint’s Chairman since it went public in 2002 until he fled the country. Comverse 

CFO David Kreinberg and GC William Sorin also served on Verint’s Board, while Bodner himself served on Comverse’s Board in the period 
during which the scheme was alleged to have taken place.

VRNT S-1 - Feb 7, 2002

VRNT FY03 Proxy

When Verint first went public in 2002, its Executive 
Committee and Compensation Committee consisted of 
Bodner and the three key executives who plead guilty 

to fraud in the Comverse scandal: Alexander, 
Kreinberg, and Sorin.

Source Source

Source

Source

https://verintsystems.gcs-web.com/static-files/0f58b6c9-46bf-41a5-83b8-ba751584c1c6
https://verintsystems.gcs-web.com/static-files/e17a34cf-bdcc-4a87-90a4-945570122ae8
https://www.sec.gov/litigation/complaints/2006/comp19796.pdf
https://www.sec.gov/news/press/2007/2007-4.htm
https://www.sec.gov/news/press/2006/2006-180.htm
https://www.sec.gov/news/press/2010/2010-232.htm
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Verint’s Long-Time CFO: Comverse’s CFO 
During The Backdating Scheme

We also note that Igal Nissim, who served as Bodner’s CFO at Verint beginning in 1999, was previously CFO of Comverse from 1993-98 – the 
same period during which Comverse was found to have engaged in options backdating. Mere days after the SEC formally filed charges against 

Comverse executives for the options backdating scheme, Verint announced a “CFO successor plan” in which it was announced that Nissim 
would be reassigned to an unidentified role – but not terminated. In fact, the press release announcing the change suggested that it was Nissim 

who requested the reassignment. Only after an independent investigation found Nissim culpable of overstating reserves and overseeing 
severely deficient reporting practices was Nissim let go. Why did Bodner go so far out of his way to protect Nissim?

VRNT FY03 Proxy

Source

Sounds like a cop-out…

Source

https://verintsystems.gcs-web.com/static-files/e17a34cf-bdcc-4a87-90a4-945570122ae8
https://www.sec.gov/news/press/2006/2006-137.htm
https://www.businesswire.com/news/home/20060814005307/en/Verint-Announces-Chief-Financial-Officer-Successor-Plan
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Bodner And Nissim Close To The
Backdating Scheme?

How close were Bodner and Nissim to the backdating scheme? We note that both were named in lawsuits filed against Comverse in the fallout of 
the scandal, alleging that both personally profited from the scheme “while in possession of materially adverse information,” and that Bodner 

“participated in the issuance of false and/or misleading statements, including the approval of the false and/or misleading press releases and SEC 
filings.” These suits were ultimately settled after Alexander, Kreinberg, and Sorin together paid close to $70M (not including another $9.35M paid 

by Comverse itself to cover plaintiffs’ attorneys’ fees).
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Delisting Following SEC Filing Delays

In the fallout of the Comverse scandal, frequent delays in its submission of SEC filings resulted in Verint’s delisting from the Nasdaq exchange.

We remind investors that all of this occurred under President and CEO Dan Bodner, who remains President and CEO (and Chairman) today.

Source

https://verintsystems.gcs-web.com/static-files/773870e1-c918-4f9f-b2a0-13ea186e6d66
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Dubious Business Practices Under Bodner

While an internal investigation conducted from 2006-08 concluded that Verint had not engaged in behavior similar to Comverse’s option 
backdating, the Audit Committee found that management had employed highly questionable business practices in the interest of flattering 

Company results. In particular, management purportedly attempted to structure customer agreements to permit earlier or later receipt of product 
by the customer “to avoid overshooting revenue targets.” It also found that, as did Comverse before it, Verint overstated reserves “to protect 

against unanticipated future expenses and to allow future flexibility,” and misclassified certain fees which should have been in COGS as SG&A or 
R&D – perhaps, as with Comverse, “to ensure that [its] expenses would appear to grow in a measured and consistent manner.” The Committee 

reprimanded Bodner for Verint’s business practices and recommended that Nissim, his long-time CFO, finally be terminated.

VRNT 03/20/08 8-K - Results of Audit Committee Investigation

“Verint learned that former Comverse Chief Financial Officer, David Kreinberg, 
had alleged, among other things, that Comverse reserves were manipulated to 
achieve desired earnings per share. Mr. Kreinberg further alleged that as part of 
the consolidation process, after receiving the reserve numbers from Comverse 
subsidiaries, he would speak with the subsidiaries’ controllers or chief 
financial officers to see if they could come up with increased reserves. Each 
subsidiary would, on occasion, resubmit the numbers to Mr. Kreinberg with 
greater reserves. According to Mr. Kreinberg, this practice was discontinued in 
the 2002 to 2003 time period.
These allegations potentially implicated Verint in three ways. First, because 
Comverse financial statements are prepared on a consolidated basis, Verint’s 
operating results and reserves are embedded in those financial statements. 
Second, Mr. Kreinberg alleged that he communicated with pertinent 
personnel at the subsidiaries, including Verint. Finally, Mr. Kreinberg also 
indicated that the practice of manipulating reserves pre-dated his tenure as 
Chief Financial Officer. The Comverse Chief Financial Officer prior to Mr. 
Kreinberg was Igal Nissim, who served as Verint’s Chief Financial Officer 
from 1999- 2006.”

“The Audit Committee concluded that Dan Bodner, Verint’s Chief Executive 
Officer, or any other current executive officer of the Company, did not participate 
in unlawful activities or wrongful conduct. Nevertheless, the Audit Committee did 
note that the product revenue management practices described above, 
while not unlawful or violative of accounting principles, were not best 
business practice and should be remedied.”

“The Audit Committee determined that the Company’s personnel, including sales 
teams and senior executives, were focused on the Company’s budget and the 
need to meet or exceed budgeted revenue projections on a quarterly basis.
In that regard, the Audit Committee found evidence of the practice of seeking 
customer agreement to receive product either earlier or later than scheduled 
delivery dates depending on the Company’s budget needs in a particular 
quarter.
…the Audit Committee concluded that these practices allowed the Company, 
among other things, to avoid overshooting revenue targets, which may have 
signified unwanted volatility. That is, the Audit Committee found that it was not 
best business practice to have delivery decisions influenced by revenue 
recognition factors.”

“The Audit Committee found that, prior to the fiscal year 2002, which ended 
January 31, 2003, the accounting reserves were intentionally overstated 
during the covered period but not for the purpose of managing earnings…. the 
intent in overstating reserves was to build a conservative reserve to protect 
against unanticipated future expenses and to allow future flexibility.”

https://verintsystems.gcs-web.com/static-files/43422e5e-7479-4d7d-ab93-4f62b8b77fa0
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“Not Best Business Practice” Seems Like An 
Understatement

To us, the Audit Committee’s characterization of Verint’s and Bodner’s actions as “not best business practice” is a gross understatement. Under 
no circumstances would we be comfortable investing in a company and management team which has structured customer agreements to 

manufacture more gradual sales growth and which has purposefully inflated accounting reserves. In the Audit Committee’s judgment, Bodner 
and the Company “did not participate in unlawful activities or wrongful conduct,” but, given the nature of the claims, we wonder just close they 

came to breaking the law.

Is this really a company and CEO with whom you want to invest?

VRNT 03/20/08 8-K - Results of Audit Committee Investigation

https://verintsystems.gcs-web.com/static-files/43422e5e-7479-4d7d-ab93-4f62b8b77fa0
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Management Falling Back Into The
Same Patterns?

Spruce Point finds it concerning that much of the behavior outlined in the Audit Committee investigation parallels behaviors which we observe at 
Verint today.

Parallels Between Past And Present Business Practices at Verint

Audit Committee Observations Regarding Prior Business Practices Spruce Point Observations Regarding Current Business Practices

Revenue Recognition And 
Revenue Timing Management

• Structured customer agreements to accelerate or delay timing 
of product delivery to reduce quarter-to-quarter volatility in 
reported sales

• Verint completes (unannounced) acquisitions mid-quarter and 
subsequently announces earnings beats without disclosing 
inorganic revenue contributions

• Reports suggest that management is focused on hitting Wall 
Street expectations over the underlying health of the business. 
Could encourage aggressive business practices to meet investor 
expectations.

Business Practices Fitted To 
Accounting Standards

• “…delivery decisions [were] influenced by revenue recognition 
factors” in order to manage revenue volatility on a quarter-to-
quarter basis

• Management states that it changed its business practices “in 
anticipation, and as a result, of the new accounting guidance”

“Reserve” Management
• Accounting reserves intentionally overstated “to protect 

against unanticipated future expenses and to allow future 
flexibility”

• Management understates the likely inorganic revenue 
contributions of acquired businesses before issuing guidance 
raises in future quarters, likely aided by undisclosed inorganic 
revenue contributions

Questionable Conduct In 
Adoption Of New Accounting 
Standards Flatter Revenue

• “The investigation revealed no contemporaneously prepared 
documentation analyzing the adoption of SOP 97-2 and limited 
documentation analyzing periodic compliance with SOP 97-2.”

• Improper application of new accounting standards could have 
enabled management to continue to recognize revenue which, 
under new standards, should have been deferred “until all 
elements [of an arrangement] have been delivered”

• Relative lack of transparency regarding impact of ASC 606 on
revenue presents potentially false image of organic sales 
growth

• Adoption of ASC 606 permits up-front revenue recognition of 
elements of term-based software contracts. Improper 
allocations of term-based agreements to “Cloud Revenue” may 
have inflated cloud-related sales as reported
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Current CFO Groomed At Another Legendary
Accounting Fraud

Douglas Robinson – Nissim’s replacement and Verint’s current CFO – came to Verint from Computer Associates (CA), where he had spent 17 
years in various finance-related and other positions. CA was found to have engaged in significant accounting fraud during his tenure at the 

company. In particular, the finance department was found to have participated in the process of “extending quarters,” recognizing revenue in 
periods prior to those in which products were actually delivered. Prematurely-recognized revenue amounted to $2.2B in FY00 and FY01 alone.1
While Robinson was not implicated in this scandal, which resulted in the company paying $225M in restitution to shareholders2 (in addition to 

$800M to be paid by CEO Sanjay Kumar4) and Kumar being sentenced to 12 years in prison,4 we find it concerning that Robinson spent so much 
time in a finance department which was shown to have cultivated a culture of fraud, serving in roles including Senior Vice President of Finance, 

Corporate Controller, CFO of one of CA’s subsidiaries, and Vice President in charge of internal audits (not specified on his Company bio).

VRNT FY19 Proxy

Source

Source

Robinson’s Extensive Financial Roles At CA

1. Source
2. Source
3. Source
4. Source

https://verintsystems.gcs-web.com/static-files/70701deb-b7cf-401a-a679-084b17ad0c0f
https://www.nytimes.com/1990/09/23/magazine/computers-selling-software-the-hard-way.html
https://www.sec.gov/litigation/complaints/comp18891-cai.pdf
https://www.sec.gov/news/press/2004-134.htm
https://www.nytimes.com/2004/09/23/business/exchief-of-computer-associates-is-indicted-on-fraud-charges.html
https://www.marketwatch.com/story/judge-approves-nearly-800-mln-restitution-pact-with-ex-ca-ceo-kumar
https://www.nytimes.com/2007/01/17/business/17compute.html?_r=0


Valuation And Downside Case
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A Valuation On Shaky Foundations

Trading at 15.4x TTM EV/EBITDA, VRNT shares appear to be valued at a ~35% discount to the space on a TTM EV/EBTIDA basis, against the 
peer median of 23.6x. However, we believe that this valuation is misinformed due to the inorganic sources of revenue and aggressive add-

backs supporting management’s reported Adj. EBITDA, in addition to a broad misunderstanding of the Company’s true leverage.

Source: Bloomberg consensus and company financials

$M, except per share figures

Stock Adj 2019E 2019E '19E-'20E Enterprise Value
Price Ent. EBITDA FCF Sales EPS P/E EBITDA Sales OCF Price/

Name (Ticker) 5/22/2019 Value Margin Margin Growth Growth 2019E 2020E 2019E 2020E 2019E 2020E 2019E Book

NICE Ltd (NICE) $141.59 $8,532 32.9% 27.5% 8.3% 9.7% 27.3x 24.8x 16.4x 15.9x 5.4x 5.0x 19.7x 4.2x

Nuance Comm (NUAN) $17.99 $6,953 30.1% 21.8% 3.4% 3.0% 15.3x 14.8x 12.3x 11.1x 3.7x 3.6x 17.0x 2.6x

ACI Worldwide (ACIW) $32.02 $4,290 27.7% 19.7% 13.4% 20.9% 18.6x 15.4x 11.7x 10.0x 3.3x 2.9x 16.5x 3.6x

Netscout Systems (NTCT) $25.85 $2,095 13.8% 20.3% 3.0% 20.8% 18.3x 15.1x 16.8x 16.3x 2.3x 2.3x 11.4x 1.0x

CommVault (CVLT) $48.31 $1,841 15.6% 15.7% 6.4% 20.6% 27.4x 22.8x 16.3x 12.8x 2.5x 2.4x 16.1x 5.9x

Microstrategy (MSTR) $136.27 $979 4.2% 13.4% 8.0% NM 90.8x 33.8x 47.0x 18.4x 2.0x 1.8x 14.6x 3.3x

Max 32.9% 27.5% 13.4% 20.9% 90.8x 33.8x 47.0x 18.4x 5.4x 5.0x 19.7x 5.9x
Average 20.7% 19.7% 7.1% 15.0% 33.0x 21.1x 20.1x 14.1x 3.2x 3.0x 15.9x 3.4x
Min 4.2% 13.4% 3.0% 3.0% 15.3x 14.8x 11.7x 10.0x 2.0x 1.8x 11.4x 1.0x

Verint (VRNT) - Street $61.17 $4,444 24.1% 20.7% 9.3% 12.4% 16.9x 15.1x 13.5x 12.0x 3.3x 3.0x 14.0x 3.2x
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Potentially Misleading Presentation
Of Liquidity

In Company presentations, management deducts four line items from gross debt to arrive at net debt: “Cash and cash equivalents,”
“Restricted cash and cash equivalents, and restricted time deposits,” “Short-term investments,” and “Long-term restricted cash, cash 

equivalents, time deposits and investments.” We believe that its reported liquidity of $445M and reported net debt of $350M as presented on 
its investor presentation are not representative of Verint’s true leverage. Firstly, we note that the two “restricted cash” items included in 

management’s calculation of net debt were explicitly said to be “not available for general operating use” in Verint’s 10-K. Why is management 
including these items in its presentation of Company liquidity?

($, Millions) FY18 FY19

(A) Restricted Cash and Cash Equivalents, and 
Restricted Time Deposits $33.3 $42.3

(B) Long-Term Restricted Cash, Cash Equivalents, 
Time Deposits, and Investments 28.4 23.1

Total1 $61.7 $65.5

VRNT FY19 10-K

Source

1. Sprue Point believes that Verint’s restricted cash may be related to its $97.4M of outstanding letters of credit and surety bonds which back financial performance guarantees provided to customers, per its 10-K.

https://www.sec.gov/Archives/edgar/data/1166388/000116638819000013/vrnt-20190131xform10xk.htm
https://www.sec.gov/Archives/edgar/data/1166388/000116638819000016/vrntapr2019irpres4119fin.htm
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“Other Assets” Should Not Be Included In 
Calculations Of Liquidity

Management doesn’t even include (B) “Long-Term Restricted Cash, Cash Equivalents, Time Deposits, and Investments” from the previous 
slide under the cash section of its balance sheet, nor in the restricted cash reconciliation section of its cash flow statement. Rather, it 
includes this item under “Other Assets” (see page 99 of the FY19 10-K to confirm). Why should investors include it as a component of 

liquidity when management won’t even represent it as a component of restricted cash, to say nothing of unrestricted cash?

VRNT FY19 10-K

Source

https://www.sec.gov/Archives/edgar/data/1166388/000116638819000013/vrnt-20190131xform10xk.htm
https://www.sec.gov/Archives/edgar/data/1166388/000116638819000016/vrntapr2019irpres4119fin.htm
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Adjusting Cash Abroad For Repatriation Taxes

We also observe that, per management, $399.4M of its “cash, cash equivalents, short-term investments, and restricted cash, cash 
equivalents, and bank time deposits (excluding any long-term portions)” are held outside of the U.S. While the non-restricted portion of this 
cash should be included in liquidity, it should be adjusted by the 15.5% cash repatriation tax enforced by the Tax Cuts and Jobs Act. After 

estimating the amount of non-restricted cash and short-term investments held abroad, and making the above adjustment, Spruce Point 
estimates Verint’s liquidity at $345M, and net debt at just over $650M.

($, Millions) FY18 FY19

(A) Cash and Cash Equivalents $337.9 $370.0

(B) Restricted Cash and Cash Equivalents, and Restricted Time 
Deposits 33.3 42.3

(C) Short-Term Investments 6.6 32.3

TOTAL $337.8 $444.6

Less: Of Which Held Outside the U.S. 346.2 399.4

Total Held In U.S. $31.6 $45.2

(X) % Held in U.S. 8.4% 10.2%

(Y) % Held Abroad 91.6% 89.8%

(D) Estimated Cash and Cash Equivalents Held in U.S. [(A) x (X)] 28.3 37.6

(E) Estimated Cash and Cash Equivalents Held Abroad [(A) x (Y)] 309.6 332.4

(F) Estimated STI Held in U.S. [(C) x (X)] 0.6 3.3

(G) Estimated STI Held Abroad [(C) x (Y)] 6.0 29.0

(H) Estimated Liquidity Held Abroad [(E) + (G)] 315.7 361.4

(Z) Repatriation Tax 15.5% 15.5%

Estimated Tax-Adjusted Liquidity Held Abroad [(H) x (1 - Z)] 266.8 305.4

Estimated Liquidity Held in U.S. [(D) + (G)] 28.8 40.9

TOTAL LIQUIDITY (Spruce Point Estimate) $295.6 $346.3

Net Debt Calculation (FY19)

($, Millions) Street Spruce Point

1.5% Convertible Senior Notes $400.0 $400.0

4.5% Term Loan 417.6 417.6

Capital Leases 4.6 4.6

Present Value of Operating Leases 0.0 116.3

Fair Value of Contingent Earnout Payments 0.0 61.3

Total Debt Outstanding $822.2 $999.8

Less: Total Liquidity 467.7 346.3

Net Debt $354.5 $653.5

Adj. EBITDA $296.7 $226.6

Net Debt / Adj. EBITDA 1.2x 2.9x
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VRNT Trading More In Line With Peers Than 
The Street Believes

The Street believes that VRNT shares trade at a ~35% discount to SaaS peers. However, we estimate that VRNT trades just above the industry 
median, despite its chronically low organic growth, destructive acquisitions, and inability to generate cash flow growth despite frequent M&A 

– a stark contrast to the many fast-growing and highly-profitable true cloud businesses which occupy the space.

Enterprise Value and Trading Multiple Calculation

($, Millions, Except Per Share Data) Street Spruce Point

Stock Price $61.17 $61.17

Diluted Shares Outstanding 67.7 67.7

Market Capitalization $4,141.2 $4,141.2

Plus: Net Debt 354.5 653.5

Enterprise Value $4,495.7 $4,794.7

Adj. EBITDA $292.51 $226.6

EV/EBITDA (LTM) 15.4x 21.2x

1. Excludes Net Income Attributable to NCI ($4.2M) from Company-reported Adj. EBITDA ($296.7) for appropriate valuation against Enterprise Value excluding NCI
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VRNT Trading Like A High-Flying
Cloud Business

We note that NICE’s transformative acquisition of cloud infrastructure provider inContact (Nasdaq: SAAS) in May 2016 valued the business at 
3.8x sales. At the time, inContact sales were growing at 30% annually, and its acquisition by NICE was largely responsible for its own current 

strength in the cloud infrastructure space – a major reason that NICE’s organic sales are growing at a high-single digit rate despite the 
headwinds facing the broader BPO industry.

Why does slow-growing Verint – a company with demonstrated weaknesses in the cloud and a seeming inability to grow organically through the 
last three years – trade at effectively the same sales multiple?
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Valuation: inContact vs. VRNT

($, Millions, Except Multiples) inContact VRNT

TTM Revenue1 $233.0 $1,229.7

Deal Valuation / Enterprise Value 877.1 4,794.7

EV / Sales 3.8x 3.9x

1. TTM Revenue as of deal date for inContact (source: Bloomberg). TTM Revenue as of today for VRNT.

NICE acquires 
inContact mid-year

inContact acquisition 
lapped mid-year

Why is slow-growing VRNT trading on par with the transaction multiple of inContact – a business which has fueled NICE’s recent organic sales 
growth of just under 10%?

Note also that inContact’s CEO chose to remain with the business following its acquisition by NICE – a vote of confidence in the future of the 
business and its continued growth as a part of NICE, in Spruce Point’s view. Meanwhile, what was supposed to be Verint’s transformative cloud-

oriented acquisition of KANA had already shown to be a flop just a year after it was completed.

Post-deal organic 
sales growth of ~8%

“This week we're celebrating three years since we announced the 
acquisition of inContact which was pivotal point for NICE and 
represented a seismic shift in the customer engagement market.
The acquisition and the ensuing delivery of CXone gave us the first and 
only true native cloud platform that seriously incorporates the 
marketing and routing, workforce optimization and analytics into a 
single platform for enterprises of all sizes. With all these assets 
combined together with substantial investment in R&D since the 
acquisition CXone has become the most complete platform in the market.

…It is clear that the execution of our strategy is working as reflected 
in our strong results, including in Q1, where we reported year-over-
year double-digit growth in all key metrics. This included a 12% 
increase in revenues to $378 million.”

NICE Q1 FY19 Earnings Call

https://seekingalpha.com/article/4264722-nice-limited-nice-ceo-barak-eilam-q1-2019-results-earnings-call-transcript
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Why Does Struggling Verint Trade Comparably 
To Strong Cloud Businesses?

Verint also currently trades in a EV/Sales range similar to that at which Cisco acquired cloud-based communications software provider 
BroadSoft in 2017-18. At the time, BroadSoft sales had been growing at a rate of 20-30% per year for three years running. Why does Verint –

whose sales, per our estimates, contracted in FY19 – trade at a sales multiple similar to that for which BroadSoft sold?

Valuation: BroadSoft vs. VRNT

($, Millions, Except Multiples) BroadSoft VRNT

TTM Revenue1 $362.0 $1,229.7

Deal Valuation / Enterprise Value 1,545.9 4,794.7

EV / Sales 4.3x 3.9x

1. TTM Revenue as of deal date for BroadSoft (source: Bloomberg). TTM Revenue as of today for VRNT.
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https://www.sec.gov/Archives/edgar/data/1086909/000108690917000006/bsft-20161231x10k.htm
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VRNT Trading Near All-Time Highs

Despite its technology falling behind competitors, and despite most growth coming from low-quality M&A, VRNT shares are currently trading 
near their all-time highs, and well above its historical valuation range. We believe that the market is incorrectly interpreting reported top-line 
growth as a signal that the underlying business is healthy. The Company is set up to disappoint investors not only as its ASC 606 benefits 

lapse, but as continued M&A fails to support cash flow growth or even longer-term sales growth without further value-destroying M&A. With 
Verint more levered than the market believes, the Company has less capacity for continued acquisitions than investors perceive, and 

aggressive insider selling leaves management with increasingly less incentive to manage the Company in the interest of shareholders.
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Why invest in a company with poor underlying fundamentals at these multiples?

Take it from insiders: now seems to be the time to sell.
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Find Me A “SaaS” Company The Sell Side 
Doesn’t Like

The sell-side can see no evil in Verint: many of the same analysts who rated the stock a “buy” before its FY15 share price collapse from $66 
to $30 continue to cover the Company today – and, of course, they rate it as a “buy,” even with just 8% upside on the average analyst price 
target. This despite the fact that the same playbook is at play: buy poor BPO businesses to cover up slow to negative organic growth, and 
encourage cross-selling if possible (which it rarely is). The market’s ever-sanguine view of SaaS companies offers management a powerful 

incentive to boost reported cloud revenue, whether it’s really “cloud” revenue or not.

The sell side values VRNT on a P/E basis against Non-GAAP EPS. This approach fails to take into account Verint’s poor organic growth, the 
widening disparity between GAAP EPS and (low-quality) Non-GAAP EPS, and the Company’s failure to grow cash flow despite a flood of  M&A.

Current Price Targets

Broker Rating Price 
Target

Oppenheimer Overweight $75

Jefferies Buy 72

J.P. Morgan Overweight 72

Wedbush (Formerly FBR) Outperform 70

RBC Outperform 65

Imperial Capital Outperform 58

Morningstar Sell 52

Average Price Target $66

% Upside 8%

Stock Performance over Next Twelve Months ??

Sell-Side Price Targets As Of May 1, 2015

Broker Rating Price 
Target

J.P. Morgan Buy $70

Oppenheimer Buy 70

Credit Suisse Buy 70

Goldman Sachs Buy 70

FBR Buy 68

RBC Buy 66

Average Price Target $69

% Upside 12%

Stock Performance over Next Twelve Months -45%

“Verint has done a great job getting their house in order, achieving solid growth 
in a tough IT spending environment. And now they do what I would view as a 
Picasso-like acquisition.”

- Daniel Ives (FBR Capital Markets) on KANA acquisition Source

“The acquisition is expected to create a comprehensive omni-channel cloud 
VoC portfolio by adding ForeSee’s causal modeling, predictive analytics, and 
benchmarking to Verint’s domain expertise in automation and analytics. We 
view the acquisition's rationale and valuation favorably and believe it adds to 
VRNT's recent solid fundamental performance.”

- Shaul Eyal (Oppenheimer & Co.) on ForeSee acquisition

Sell Side Drinking The Kool-Aid On The KANA Acquisition Sell Side Drinking The Kool-Aid Again?

Source: 
Analyst report

https://www.newsday.com/long-island/suffolk/verint-to-acquire-kana-software-for-514-million-1.6740860
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Insider Ownership Near An All-Time Low 
Despite Management Pumping Cloud Growth
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Verint Insider Ownership

Even as management talks up its anticipated cloud growth to investors, insiders have sold aggressively through the last several years. 
Insider ownership is now near an all-time low. As management grows revenue and earnings through frequent acquisitions while cash flow 

remains effectively flat, hitting ever-larger compensation targets and talking up Verint’s stock price on low-quality guidance raises, it appears 
as though insiders are using Verint as a vehicle for self-enrichment while destroying shareholder value through ill-advised M&A.

Why should investors buy into the cloud growth strategy if insiders won’t? 
Recent trades by CEO Bodner suggest that he thinks the stock is getting frothy…

Source: Bloomberg

CEO Bodner Sells $8M+ Of VRNT Shares in Apr 2019, Near The Top
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Spruce Point Sees 60-70% Downside To
$17-25 Per Share

Even if the market simply applies its existing 15.4x EV/EBITDA multiple to our more realistic view of Adj. EBITDA and adopts our calculation of 
net debt, the stock could have 30% downside. However, with Verint not growing organically, we value VRNT on the basis of a forward-year 

EV/EBITDA multiple, but on trailing Adj. EBITDA. With faster-growing and higher-quality industry peers trading at 10-11x forward-year EBITDA 
multiple, we believe that VRNT should trade at 8-10x forward EBITDA, implying a share price of $17-25 for 60-70% downside.

VRNT Valuation

$M unless noted
Current Multiple 

(Spruce Point 
Est.)

Street 
Perception 

Multiple

No Growth 
Multiple:

High Estimate

No Growth 
Multiple:

High Estimate

Spruce Point Adj. EBITDA $226.6 $226.6 $226.6 $226.6

Multiple 21.2x 15.4x 10.0x 8.0x

Enterprise Value $4,794.7 $3,489.6 $2,266.0 $1,812.8

Less: Net Debt 653.5 653.5 653.5 653.5

Equity Value $4,141.2 $2,836.1 $1,612.5 $1,159.3

Diluted Shares Outstanding 67.7 67.7 67.7 67.7

Share Price $61.17 $41.89 $23.82 $17.12

Downside1 - -31.5% -61.1% -72.0%

1. Based on $61.17 per share
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