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Twilio Inc., together with its subsidiaries, provides a cloud
communications platform that enables developers to build, scale, and

operate communications within software applications in the United
States and internationally. 

 
Its customer engagement platform provides a set of application

programming interfaces that handle the higher level communication
logic needed for nearly every type of customer engagement, as well as
enable developers to embed voice, messaging, and video capabilities

into their applications. 
 

The company was founded in 2008 and is headquartered in San
Francisco, California.
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Anonymous Communications -  Enabling users to have a trusted means
of communications where they prefer not to share private information
like their telephone number. Examples include conversations between
drivers and riders or texting after meeting through a dating website. 
Alerts and Notifications - Alerting a user that an event has occurred,
such as when a table is ready, a flight is delayed or a package is shipped. 
Contact Center - Improving customer support by powering customer
care teams with voice, messaging and video capabilities that integrate
with other systems to add context, such as a caller's support ticket
history or present location. 
Call Tracking - Using phone numbers to provide detailed analytics on
phone calls to measure the effectiveness of marketing campaigns or
lead generation activities in a manner similar to how web analytics track
and measure online activity. 
Marketing - Integrating messaging and email with marketing automation
technology, allowing organizations to deliver targeted and timely
contextualized communications to consumers.
User Security - Verifying user identity through two-factor authentication
prior to log-in or validating transactions within an application's
workflow. This adds an additional layer of security to any application.

Twilio (TWLO) is one of the more well-known software-as-a-service (SaaS)
companies on Wall Street. The company provides businesses with

Application Programming Interfaces, known as "APIs", that allow them to
better engage with their customers. Here are some examples:
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When users of the premium service call Hulu's toll free support
number (that is provisioned through Twilio), they are quickly

routed to an available customer support advocate. Because Hulu
has an in-house CRM integrated with Twilio's API, customer

support can immediately see all relevant user information in their
browser, allowing them to provide a highly customized support
experience. If all customer support agents are busy, estimated

wait times and queue positions are communicated to the caller via
TWLO's platform. Hulu's CRM will detect when an agent becomes

available, and then automatically dial back the caller. Twilio's
applications are also smart enough to play certain music from

popular shows so users are more satisfied while waiting for
customer support.

Twilio powers some of the largest companies in the world behind
the scenes. Here are some use cases to give you a better idea of

what they actually do.
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Lyft partnered with Twilio to send automated notifications for key points in
the customer’s journey, such as when a driver accepts a ride request, arrives
at a location, or when a ride is changed or cancelled. The technology used to
create that gave the organization the ability to automate its ‘Lost and Found’

functionality, which greatly reduced call volume and slashed ‘Lost-and-
Found’-related postage costs by 100%.
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Dell implemented Twilio SMS in mere weeks, enabling communication that
kept customers informed about order status at all times via text messaging.

Previously, when the order was flagged by the credit card company, Dell
would send an email to the customer within 24 hours, but it often ended up in
junk mail. After that, a customer care representative would call the customer,

frequently reaching voicemail. In too many cases, Dell was unable to reach
the customer and resolve the payment issue, which led to a highly unsatisfied

customer as well as a lost sale. Email and phone were no longer sufficient
means to communicate effectively with customers. The answer was SMS.

Based on research, 98% of all SMS messages are read in the first 4-6 minutes
of delivery, compared to 22% for email.



CPaaS Market Size in 2015 was worth $400M, $2B in 2017, and in 2019
it was worth $8.1B
The CPaaS market is forecasted to grow to $10.9B in 2022
IoT and 5G will be a strong tailwind as there are more than 23B
connected devices and that number will increase to 75B by 2025
Global voice and text messaging CPaaS market is expected to grow
from $867M in 2016 to $8.2B by 2021—growing nearly tenfold
About 71% of companies believe they will deploy more digital
engagement tools in the next 2-3 years

To be a little more specific, TWLO operates in the Communications
Platform as a Service (CPaaS) market. Here are some stats and figures

about this booming industry:
 
1.

2.
3.

4.

5.

 
 

“CPaaS uptake is benefitting from its ability to quickly add new
functionality, the ease with which it can be customized and the flexibility
of its pay-as-you-go service model,” said Jeremy Duke, Synergy Research
Group’s founder and Chief Analyst. “While Twilio is something of a poster
child for CPaaS and is the market leader in all major regions, most of the

leading vendors are enjoying strong revenue growth. Across all of the
major UC collaboration market segments, CPaaS now has the highest

growth rate.”
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CPaaS Market



Revenue Growth
Customer Growth + Net Dollar Based Retention Rate
Client Revenue Breakdown
Gross Margins
Cash Flow
Competitors

When CUBE analyzes companies there are always certain stats and figures
we are looking for but as it pertains to software companies, specifically,

these are the major areas we place more weight on:
 
 

1.
2.
3.
4.
5.
6.

We know profitability is important but we must keep in mind that these
companies are in different business cycles and are not focused on it right

now - growth is the name of the game. Later on we will discuss the
financials and valuation but as far as pure business metrics goes, this is
what CUBE is placing most weight on. As you know, CUBE is a big fan of

investments in tech and we want to make sure that the company has the
ability to grow, the ability to scale, the ability to turn cash flow and

profitability on at will, and the ability to get current customers to spend
more with them amongst other things. 

 
With this laid out, let's dive into each category one by one.
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Rev for the 12 months ending
March 31, 2020 was $1.266B,
a 67.91% increase Y/Y
Annual rev for 2019 was $1.134B,
a 74.52% increase from 2018.
Annual revenue for 2018
was $650M, a 62.92%
increase from 2017.
Annual rev for 2017 was $399M,
a 43.88% increase from 2016.

TWLO has been growing their
revenues at a remarkable pace. In

their most recent quarter, revenues
grew 57% Y/Y. This is wild for a

company with a revenue run rate
over $1B and has been in business
since 2008 - rev growth has been

increasing Y/Y off a larger base too. 
 

Revenue Growth

T W L O  |  E Q U I T Y  R E P O R T  



Client Growth + Net Expansion +
Breakdown
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Twilio has an impressive 190,000 active customer count, up from roughly 155K last year
which equates to 22.5% growth. Their top 10 customers make up about 15% of

revenues which is something to keep an eye on. It began to decrease but has been
steadily ticking upwards. Back in 2017, TWLO stock tanked when Uber decided they
would be transitioning away from their services and at the time Uber accounted for

12% revenue. Today, not one client makes up more than 10%, with the top 10
contributing 15%, collectively. TWLO has done an excellent job diversifying their

revenue since then. (CUBE did read in article that FB makes up 7% of revenue but was
unable to confirm on 10K or 10Q statements.)

 
In Q1 2020 and the years ended Dec. 31, 2019 and 2018, they derived 28%, 29%, and
25% of their revenue, respectively, from customer accounts located outside the U.S.



Twilio's 143% net dollar expansion rate is hands down the most impressive
stat we came across doing research.

 
This is the highest CUBE has seen especially with this level of sustainability.

What it means is that clients are spending much more with them as time
passes. This was not only 1% higher than last year but 18% higher Q/Q. At

one point back in Q4 2018, the company hit an insane 150% NDBER.

143% Net Dollar
Expansion Rate
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Why do gross margins matter? We want to make sure their platform is lean
and scalable and allows the company to invest for growth and eventually
draw a large profit. Generally speaking, CUBE considers the following for

software-as-a-service (SaaS) companies:

Gross Margins

T W L O  |  E Q U I T Y  R E P O R T  

60-69% Range = Decent
70-79% Range = Good
80-89% Range = Great
90%+ Range = Excellent

This is a weaker area for TWLO as it's because they are in the CPaaS industry.
Compared to peers categorized as SaaS, TWLO's gross margins of 53.4% are

towards the bottom of the barrel and have been trending downward. In Q1, cost of
revenue increased by $64.2M, or 60%, compared to the same period last year. The

increase in cost of revenue was primarily attributable to a $47.4M increase in
network service providers’ costs and a $5.0M increase in cloud infrastructure fees.

CUBE would like to see TWLO begin to grow these margins into the 60% range.



While we don't expect many of these high growth SaaS companies to be
generating much positive net income we do like to see them at least make up

for it via operating cash flow and, if possible, free cash flow (operating cash
flow less CapEx).

 
Twilio is not yet generating meaningful cash flow from their business which is

why they are still reliant on issuing debt/equity to sustain themselves. 
 

On revenues of $365M in Q1 2020, TWLO was able to generate $15.5M in
operating free cash flow, or roughly 4.2%. Granted, this is better than 2019's

-$9M in operating cash flow but alongside TWLO's gross margins, is
something they need to work on.

Cash Flow
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If we zoom out and look at the last few years, we see TWLO is far from free cash
flow positive (operating cash flow - CapEx). Hopefully this something we see
turn around in 2020 and beyond, but for now investors are only focusing on

how much faster TWLO can grow. More on the cash flow section down below.



Competition

TWLO does have some competition with the most direct form being
Nexmo, owned by Vonage, and Plivo. The others are more
fragmented and do bits and peices of what TWLO offers.
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Ticker: BAND

Ticker: RNG

Private

Private



When comparing pricing, Plivo and Nexmo (TWLO's more direct
competitors) are actually cheaper. As we see below in regards to

SMS vs. Plivo, TWLO charges $0.0075 to receive texts while Plivo is
free. To send texts, Plivo charges $0.0050 vs. TWLO at $0.0075. On
short code and toll-free the same applies where Plivo is cheaper.
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Twilio SMS Cost

Plivo SMS Cost



Nexmo, which is owned by Vonage, also beats Twilio on every single
metric with cheaper pricing. Reviews CUBE has seen said TWLO's

platform is easy to deploy and has better UI/UX but we understand
that can be subjective. Pricing on the other hand is objective and
from this standpoint, Plivo and Nexmo are cheaper for the end

user. If Twilio wants to beat them in this category as well, they will
either have to lower their pricing or provide more for their fees,

which would impact their margins further.
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Insider Selling
CUBE always likes to take a look at what management is doing with
their shares as a decent guide for where the company is at. Safe to

say, TWLO insiders have been selling boatloads of stock.

Insiders sold $29M in May
and $3M in April for a

combined $32M in selling
to kick off Q2. Aside from a
purchase of 8,500 shares

back in June of 2019, it has
been nothing but selling

from TWLO insiders. Since
Jan 2019, TWLO insider

have sold roughly $151M
worth of stock while

purchasing only $1M worth
for a net $150M in selling.



CUBE'S TOP
PROS FOR 
TWLO

 

REVENUE &
CLIENT GROWTH

CPAAS MARKET
BOOMING DRIVEN
BY IOT/5G + COVID

NET DOLLAR
EXPANSION
RATE
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CUBE'S TOP
CONS FOR 
TWLO

INSIDER 
SELLING

PRICING VS.
COMPETITION

WEAKER GROSS 
MARGINS FOR
SAAS INDUSTRY
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GLOBAL GEOMETRY YEAR 2018

FINANCIAL

STATEMENTS

 

 CUBEWEALTHTWLO REPORT

BALANCE SHEET



Twilio's balance sheet is actually very solid. The company is sitting
on about $1.8B in cash with only around $500M in long-term
debt. Their assets outweigh their liabilities by a whopping 5x

which is something you don't see too often. 
 

If we look at the current and quick ratios for liquidity below, they
are exceptionally high, perhaps too high actually. The company is

well positioned to make some investments and sitting on this
much cash could be costly as it could be creating additional

shareholder value and we don't mean via share buybacks and
dividends. The company is not in a position to do that because
they lack the cash flow but they are in a position to make some
strategic moves given their balance sheet structure that could

equate to additional revenue and profits and potentially bolster
their margins due to economies of scale. Their biggest purchase
was back in 2018 when they acquired SendGrid for $3B, perhaps

another one is in the works?
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Q1 total revenue increased by $131.7M, or 57%, compared to the same
period last year. This jump was due to a an increase in programmable

messaging products and programmable voice products, and the adoption
of additional products by their existing customers as seen by their net

dollar expansion rates. 
 

In addition, the current period included a full three months of revenue
from their Twilio SendGrid business, while the prior period included that

business only for the period from February 1, 2019, (the acquisition closing
date) through March 31, 2019. SendGrid is an email communication

platform similar to that of Mailchimp. 
 

While revenue grew 57%, their cost of revenues grew 60% as previously
stated. On a slightly better note, their operating expenses only grew 37%.

This is pretty much because the company is able to better scale their
general and administrative costs but they have not slowed down on R&D
or Sales & Marketing as both of those costs have increased by 47% and

63%, respectively.
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As far as profitability goes on a GAAP basis, that is nonexistent at TWLO.
Losses for the quarter came in at $94.7M, or -$0.68 per share vs. -$0.31 in Q1

2019. In all of 2019, TWLO lost -$2.36 per share. If we look at non-GAAP,
which excludes one-time expenses and the like, diluted net income EPS was

$0.06 vs. $0.05 for Q1 2019. On a dollar basis this was Non-GAAP income
from operations of $6.1M.



Looking ahead to Q2, this what TWLO expects:
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The company sees revenue growth of 33-35% Y/Y with non-GAAP EPS
losses of -$0.11-0.08 which is a considerable improvement sequentially
Q/Q. The one downside to this is that while revenue growth does look

solid on a Y/Y standpoint, the growth is virtually flat Q/Q. 
 

In Q1 2019, TWLO generated revenue of $233M and then brought in an
additional $42M Q/Q to arrive at $275M in rev in Q2 2019.

 
With TWLO's guidance the company expects $10-15M in additional

revenue in Q2 vs. Q1 which is growth of 3.4% Q/Q - nothing too crazy.
While COVID19 does play a role in this, the CPaaS space should be

seeing a boost with the current stay at home measures that have been
in place.

 
All in all, CUBE expects TWLO to generate revenue growth of around 
35-40% in 2020 with continued GAAP losses and slight profitability on

non-GAAP. As the business continues to naturally slowdown, it's
imperative that TWLO starts to focus on net income and cash flow

generation.
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CASH FLOW

TWLO REPORT



As we have already touched on earlier, TWLO's strong suit is not
cash flow at this point in time. In Q1, the company created

$15.5M in operating cash flow. They are able to arrive at this
figure because of their $94M in losses, $69M was in stock-based

compensation, which is not a cash outlay, as well as another
$32M in depreciation. After we take into account capital

expenditures, free cash flow was just about flat for the quarter.
 

This isn't a bad thing as it beats burning cash but when a
company is generating over $1B in annual revenue, it would be

nice to see some kind of free cash flow.
 

On the plus side, this is the third straight quarter of positive
operating cash flow and CUBE expects better cash flow as the

year progresses, especially in 2021.
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TWLO
FUNDAMENTALS

 

We are going to compare TWLO to other SaaS names like that of Alteryx
(AYX), Okta (OKTA), MongoDB (MDB), Atlassian (TEAM), and RingCentral

(RNG). As mentioned already, there won't be too much from a
fundamental basis that we can examine as many companies in this space

don't generate EBITDA let alone net income and positive EPS.
 

Over the last twelve months, TWLO has earned $1.27B in revenues. This
trumps many of its SaaS peers including that of RNG which is the most like

TWLO out the group.



TWLO
FUNDAMENTALS

 

When we look at enterprise value to sales over the last twelve months
and the next 12 months based on analysts' estimates we see that

TWLO is actually the cheapest on a forward looking basis of 16.5x and
20.9x on the backwards looking standpoint. What's also interesting is

that TWLO is much cheaper than RNG on both valuations.
 

OKTA and MDB are the top at astronomical valuations of 37.4x and
32.0x, respectively. As many know, CUBE's personal limit is to not pay

more than 15x forward sales for a company. This is something we
personally abide by as one of our rules in investing.



TWLO
FUNDAMENTALS

 

Gross margins, as already stated, are not the best feature of TWLO.
They stand at the bottom of the bunch with gross margins of 53.4% over

the last twelve months. As we know, in the most recent quarter this
ticked down to 53.0%. RNG boasts far greater margins at 73.8% while
other SaaS companies like AYX and TEAM are much higher given their

differences in businesses.



TWLO
FUNDAMENTALS

 

Much of the reason some of these companies trade at higher valuations
is because they have superior margins when compared to TWLO. RNG,

for example, has higher gross margins and much higher EBITDA
margins of -0.4% compared to TWLO's -21.2%. If TWLO can begin to
send more of that revenue to the bottom line, they could see some

serious multiple expansion on their revenues.



TWLO
TECH ANALYSIS

 



TECH ANALYSIS 

SUMMARY

Looking at the charts, TWLO has broken
past every single resistance level as their
recent quarterly report blew away
expectations. CUBE now expects shares
to trade sideways for a bit in order for
RSI, MFI, and W%R to cool off, before
moving higher. 
 
In the event shares do pullback, there is
support at the 20DMA of $174.75, which
will also creep up steadily by the day.
Pending any sharp downward move,
CUBE expects the 20DMA to end up
somewhere in the low $180s which will
serve as solid support for the stock.
 
CUBE expects shares to trade sideways
for a bit before making a move to the
$211 range that was previously tested as
that also happens to be the R5 resistance
level.



BULLISH OR

BEARISH?

VS.

MORE BULLISH
(POSITIVE)

MORE BEARISH
(NEGATIVE)



Overall, CUBE teeters towards more bullish on Twilio. We like the fact

that they can give a portfolio some great exposure to the blossoming

CPaaS market, boast a 143% net dollar expansion rate, and have been

growing revenues at a higher pace sequentially over the last 3 years.

With that being said, TWLO does have lower gross margins and we'd like

to see the company make a considerable move towards higher cash flow

generation and at least positive EBITDA over the next 12 months,

especially as revenues begin to mature.

 

From a valuation perspective, TWLO isn't the most expensive but this is

also because of those weaker gross margins they have. We think shares

are valued pretty fairly here and think the risk/reward is neutral. For

CUBE, personally, it is above our 15x forward EV/Sales threshold so we

would not add it to the portfolio at these price but is something we

would consider on a pullback. The company should also continue to grow

over the years as 5G and IoT begin to hit their stride in 2H2020 and

beyond. 

 

The one thing that's most concerning aside from their margins and lack

of profitability is the amount of insider selling that has been taking

place over the company's latest run in stock price. If they are starting to

take some off the table then we can wait to enter as well.

TWLO
CONCLUSION



NOTHING IN THIS DOCUMENT, OR ANY DOCUMENTS FOR THAT
MATTER, SHOULD BE USED OR CONSTRUED AS AN OFFER TO SELL, A

SOLICITATION OF AN OFFER TO BUY, OR A RECOMMENDATION FOR ANY
SECURITY. NOR IS IT INTENDED AS INVESTMENT, TAX, FINANCIAL OR

LEGAL ADVICE. INVESTORS SHOULD SEEK SUCH PROFESSIONAL ADVICE
FOR THEIR PARTICULAR SITUATION. CUBE DOES NOT MAKE ANY

GUARANTEE OR OTHER PROMISE AS TO ANY RESULTS THAT MAY BE
OBTAINED FROM USING OUR CONTENT. NO ONE SHOULD MAKE ANY

INVESTMENT DECISION WITHOUT FIRST CONSULTING HIS OR HER OWN
FINANCIAL ADVISOR AND CONDUCTING HIS OR HER OWN RESEARCH
AND DUE DILIGENCE. TO THE MAXIMUM EXTENT PERMITTED BY LAW,

CUBE DISCLAIMS ANY AND ALL LIABILITY IN THE EVENT ANY
INFORMATION, COMMENTARY, ANALYSIS, OPINIONS, ADVICE AND/OR

RECOMMENDATIONS PROVE TO BE INACCURATE, INCOMPLETE OR
UNRELIABLE, OR RESULT IN ANY INVESTMENT OR OTHER LOSSES.

CONTENT CONTAINED ON OR MADE AVAILABLE IS NOT INTENDED TO
AND DOES NOT CONSTITUTE LEGAL ADVICE OR INVESTMENT ADVICE
AND NO ATTORNEY-CLIENT RELATIONSHIP IS FORMED. YOUR USE OF

THE INFORMATION IS AT YOUR OWN RISK. THIS CONTENT IS
CONFIDENTIAL AND MUST NOT BE DISTRIBUTED

DISCLAIMER


