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Company Overview: 
ServiceNow develops and sells a hosted, subscription-based suite of services designed to automate various IT department functions, 
such as help desk, operations management, and change/release management. The company also sells several applications that automate 
various self-service-related applications outside of the IT department, such as HR onboarding, facilities requests and governance, risk, 
and compliance. 
 
 
 
Highlights:  
We believe ServiceNow deserves an elite valuation based on its rare blend of high growth (20%+) and free cash flow margin, especially 
considering the rarity of this balance at scale and the durability of trends it is innovating. The company has continued to execute under 
the leadership of Bill McDermott  
 
Bull Case: 

• From ITSM to Workflows - ServiceNow has evolved its core IT Service Management (ITSM) offering into a broader enterprise 
workflow platform. As global enterprises and governments commit to Digital Transformation, ServiceNow is well-positioned 
to capture share from legacy vendors. The company has previously noted that IT spend is ~25% penetrated, so there remains 
a lot of opportunity to expand.  

• Extensible Platform - ServiceNow operates a single extensible platform. This platform powers the company's organic growth 
engine, mitigating the need for risky M&A. It has also enabled innovation, opening up new TAM within the enterprise.  

• Land and Expand Strategy - ServiceNow’s go-to-market strategy involves initially targeting one department to land, which is 
commonly the IT Department with its ITSM product portfolio. The goal is to secure the center of the IT department, control 
the data associated with Help Desk, and then expand out in concentric circles. The next goal is to drive usage of the Platform 
to automate email or Lotus Notes-based processes within the IT Department. The longer-term goal is to continue to expand 
Platform usage outward, eventually moving beyond the IT Department into adjacent lines of business (Facilities, HR, Field 
Service, Marketing, Legal, Customer Service, and Security). 
 

Bear Case: 
• Execution Outside of ITSM - To date, ServiceNow's execution outside of its core ITSM market has been phenomenal and we 

believe the company will continue to look for opportunities to expand outside of the core, which could introduce some 
execution risk.  

• PLG Competition - ServiceNow faces competition from larger incumbents such as BMC Remedy, but also from smaller product-
led-growth players such as Atlassian. We believe that the PLG motion makes it easier for some customers to adopt initial usage.  

• Large Deals Can Be Lumpy - ServiceNow predominantly services some of the largest enterprises in the world. The software 
deals are large and can create quarterly lumpiness, which is not always easy to predict.  

• M&A Capital Allocation - ServiceNow is differentiated from most of its large application software peers with its extensible 
platform. This gives NOW an edge in innovation, implementation, and cross-platform user experience. Under the leadership 
of Chairman/CEO Bill McDermott, the company has eschewed M&A, which according to McDermott can create "tech debt." 
Any change in that approach would potentially introduce risk 

 
Overview:  
Our thesis attempts to balance our positive long-term view on the business with the acknowledgement that near-term valuation is 
challenging. We see the relative valuation multiple holding as growth durability and incremental margin improvement from monetizing 
and deploying AI and total company growth in the 20% range should power the stock to outperform if this holds true. For longer-term 
investors, we believe that you can overlay ServiceNow vs. other iconic software businesses (MSFT, CRM, ADBE, etc.) at this stage in time 
($10B + revenue), and following a similar path should result in relative outperformance in future years. 
 
We believe ServiceNow has a substantial GenAI monetization opportunity, from the low hundreds of millions to multi-billions. We see 
ServiceNow’s advantages to drive GenAI/Pro Plus adoption lying in being the incumbent with a critical foothold in daily operations, being 
able to invest heavily in innovation with its balance sheet/cash flow/R&D team (and building on existing capabilities). 
 
Overall, we believe that ServiceNow is the bellwether in the space and is a long-term cornerstone position in a growth strategy.  
 
 
 
 
 

Name Ticker Yield Growth D + G
ServiceNow, Inc. NOW 0.00% 20.00% 20.00%
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Disclosures 
 
Past performance is not indicative of future results.  Investing involves risk including the potential loss of principal. This material is not 
financial advice or an offer to sell any product. The actual characteristics with respect to any particular client account will vary based on 
a number of factors including but not limited to: (i) the size of the account; (ii) investment restrictions applicable to the account, if any; 
and (iii) market exigencies at the time of investment. Aptus Capital Advisors, Inc. reserves the right to modify its current investment 
strategies and techniques based on changing market dynamics or client needs. Forward looking statements cannot be guaranteed. This 
is not a recommendation to buy or sell a particular security. There is no assurance that any securities discussed herein will remain in an 
account's portfolio at the time you receive this report or that securities sold have not been repurchased. The securities discussed may 
not represent an account's entire portfolio and in the aggregate may represent only a small percentage of an account's portfolio holdings. 
It should not be assumed that any of the securities transactions, holdings or sectors discussed were or will prove to be profitable, or that 
the investment recommendations or decisions we make in the future will be profitable or will equal the investment performance of the 
securities discussed herein. Information was obtained from third party sources which we believe to be reliable but are not guaranteed 
as to their accuracy or completeness. 
 
This commentary offers generalized research, not personalized investment advice. It is for informational purposes only and does not 
constitute a complete description of our investment services or performance. Nothing in this commentary should be interpreted to 
state or imply that past results are an indication of future investment returns. All investments involve risk and unless otherwise stated, 
are not guaranteed. Be sure to consult with an investment & tax professional before implementing any investment strategy. Investing 
involves risk. Principal loss is possible. 

The content and/or when a page is marked “Advisor Use Only” or “For Institutional Use”, the content is only intended for financial 
advisors, consultants, or existing and prospective institutional investors of Aptus. These materials have not been written or approved 
for a retail audience or use in mind and should not be distributed to retail investors.  Any distribution to retail investors by a registered 
investment adviser may violate the new Marketing Rule under the Investment Advisers Act.  If you choose to utilize or cite material we 
recommend the citation, be presented in context, with similar footnotes in the material and appropriate sourcing to Aptus and/or any 
other author or source references. This is notwithstanding any considerations or customizations with regards to your operations, based 
on your own compliance process, and compliance review with the marketing rule effective November 4, 2022. 

Advisory services are offered through Aptus Capital Advisors, LLC, a Registered Investment Adviser registered with the Securities and 
Exchange Commission. Registration does not imply a certain level or skill or training. More information about the advisor, its investment 
strategies and objectives, is included in the firm’s Form ADV Part 2, which can be obtained, at no charge, by calling (251) 517-7198. Aptus 
Capital Advisors, LLC is headquartered in Fairhope, Alabama. ACA-2501-32. 
 
 


