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 New Rec: Blackbaud        (BLKB: $85.01)      November 25, 2019 
 
Position: Source of funds              Downside potential: 33%               
 

$MM Dec-19e Mar-20e Jun-20e Sep-20e F2019e F2020e F2021e 
Revenue 235 219 228 223 898 905 912 
Adj. EPS 0.50 0.47 0.59 0.52 2.23 2.09 2.17 
Y/Y Gr -23%       -8% -11%       -7% -14%      -6% 3% 
PE na na na na 38.1x 40.7x 39.2x 
Cons Rev 232 225 236 231 895 936 999 
Cons EPS 0.50 0.50 0.61 0.55 2.23 2.23 2.59 

 
Shares Out:    48.5M    Market Cap: $4.1B  FYE Dec 
 
For more information on this name, please email brian@offwallstreet.com, or call Brian Rogers at 617 868 7880. 
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Concept: 
1. BLKB investors have yet to fully appreciate the competitive threats from Salesforce, 
Microsoft and Facebook. 
2. BLKB’s expansion into “faith-based” nonprofit software seems likely to disappoint 
expectations, as this market appears to be mostly saturated. 
3. BLKB’s accounting seems aggressive, and the quality of many of the reported numbers is 
poor. ROIC has declined.   
 
Summary: Blackbaud (BLKB), founded in 1981 and headquartered in Charleston, 
SC, sells software to nonprofit organizations. Its core product category is CRM 
software for nonprofit fundraising (mostly through its well-known “Raiser’s Edge” 
product), but it also sells financial accounting, payment processing, and various 
other ancillary software products for fundraising and other nonprofit tasks, 
primarily on a SaaS basis.  
 
 “Recurring” revenues account for 92% of BLKB’s $886MM in TTM sales. 
Of this recurring amount, we estimate that ~80% consists of software subscription 
fees, while the remaining ~20% consists of payment processing fees (BLKB takes 
a 2.5%-3% cut of donations and other payments processed via its platform, of 
which it sends about ~2% to the underlying payments processor). The other 8% of 
total revenues consists mostly of one-time consulting fees, which are falling by 
~20% Y/Y as more customers transition to SaaS products.  
 
 At over 5x EV/sales and almost 40x (non-GAAP) earnings, BLKB trades at 
a hefty valuation for a business that is only growing its “recurring” revenues in the 
mid-single digits, and whose earnings have been flat for two years. It appears the 
primary holders of BLKB stock are growth-oriented mutual funds who, despite 
recent trends, view BLKB as a long-term growth story.  
 
 There appear to be two key assumptions underlying this growth story (and 
supporting BLKB’s lofty valuation multiple).  
 

First, bulls seem to think that BLKB has a highly-defensible competitive 
position. BLKB has dominated its vertical niche (i.e. software for nonprofits) for 
decades, and when asked about competition by investors and analysts, BLKB 
management seems to fall back on the argument that it understands and dominates 
this vertical niche better than anyone else, while large competitors provide mere 
“general purpose” software that is ill-suited for nonprofits.  
 
 Second, bullish investors seem to assume that the slowdown in BLKB’s 
“recurring” revenue growth (from low double-digits Y/Y organic several years 
ago, to only 5%-6% Y/Y organic this year), along with the compression of its 
operating margins (Adj. OPM peaked at 20.6% in 2017, and were most recently 
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17.9% on a TTM basis), are temporary speed bumps in BLKB’s long-term growth 
story, and are set to improve sharply into 2020-21.  
 

BLKB management has attributed the growth slowdown in recent years to 
BLKB’s transition to a cloud-based model. Management claims that BLKB has 
“reinvented” itself as a “cloud” business over the last several years, and is now set 
to reap the benefits of that transition.  

 
Accordingly, the “street” expects BLKB to re-accelerate organic growth in 

its “recurring” revenues to 8%-9% Y-Y, beginning in 2020, and to maintain this 
growth rate over the long term (total revenue growth is expected to be a few 
percentage points lower than this in 2019-20 as one-time consulting revenues fall 
to near zero). It also expects BLKB to re-expand operating margins, beginning in 
2020.  

 
As we discuss below, we think this is unlikely to materialize. Our research 

suggests that BLKB’s competitive position is eroding, and that investors’ hopes for 
a sustained improvement are probably misplaced.  
 

In addition to Salesforce.org, which was the focus of our 2016 report (it 
appears that investors are now more aware of the Salesforce threat, although bulls 
seem to dismiss it), our latest research indicates that BLKB also faces increasing 
competition from Microsoft (in its core CRM functionality) and Facebook (in 
donations and payments).  

 
The MSFT case is particularly interesting, because it appears that investors 

(encouraged by BLKB management) view MSFT as a partner/ally to BLKB and 
expect it to help drive BLKB sales. We have a variant view. Based on our 
discussions with industry participants, and based on our analysis of MSFT’s public 
actions, we think that MSFT is beginning to follow the same strategic playbook as 
Salesforce. Our view is that MSFT is currently more of a “frenemy” to BLKB than 
an ally, and that MSFT is swiftly moving toward the “enemy” camp. We discuss 
this more, below.  

 
It does not appear that either MSFT or FB is currently on investors’ “radar 

screens” as potential threats to BLKB, so we think growing recognition of these 
players as competitors could surprise investors.   

 
Stepping back, BLKB seems to face a major long-term problem. At OWS, 

we have followed and researched this company for many years. In the years before 
the industry transitioned to a SaaS model, our research indicated that BLKB 
seemed to be deeply entrenched and almost immune to competition, as nonprofit 
customers’ IT staffs developed back-office expertise in BLKB’s systems and were 
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extremely reluctant to switch to anything else (nonprofit IT staff used to tout 
“Blackbaud” as a key capability on their CVs, the same way IT workers used to 
specify their expertise in the Windows Server environment, for instance).  

 
With the transition to a SaaS-based world, however, BLKB’s entrenched 

competitive position appears to have changed. As noted, BLKB used to be the 
standard “platform” in the nonprofit IT world. However, as we discussed in our 
2016 report and re-examine now, BLKB faces increasing competition from 
software giants who are intent on perpetuating their own “platforms,” and are 
expanding into the nonprofit vertical to do so, at BLKB’s expense.  

 
With office workers already familiar with platforms like Salesforce, 

Microsoft, and Facebook, and with their hardware and back office functions now 
removed to some remote “cloud” location (nullifying the “IT guy” stickiness that 
BLKB used to enjoy), switching costs for nonprofits appear to be much lower.   

 
We think the erosion in BLKB’s competitive position is the most likely 

explanation for the slowdown in revenue growth in recent years. This problem is 
likely to worsen over time.  

 
BLKB management seems intent on drawing investors’ attention to potential 

long-term growth opportunities from expansion into new, adjacent verticals. We 
think these initiatives are unlikely to move the needle by much, and don’t really 
address the core problem articulated above.  

 
For example, BLKB management has been touting its move into “faith 

based” software, but our research indicates this market is mostly saturated, and that 
BLKB is likely to have difficulty breaking in because the existing software 
providers are viewed by (church) customers as being “in the faith,” something a 
publicly-traded corporation might struggle to match. We think the “faith based” 
software story is mostly a sideshow. We discuss our research in more detail, 
below.  

 
After posting worse-than-expected organic growth in 4Q18 (+0.4% Y/Y), 

BLKB management may have been under some pressure to show investors that 
revenue growth is accelerating.  

 
To this end, it appears that BLKB may have moved certain one-time 

consulting revenues into the “recurring” bucket beginning in 1Q19, boosting the 
much-scrutinized “recurring” organic growth number. It also appears that, in 
response to political pressure in the UK, BLKB made some changes to the revenue 
model at its JustGiving business, which appear to have boosted “recurring” Y-Y 
revenue growth starting in 2Q19, but which may not be sustainable.  
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We think these two items may have accounted for most of the perceived 

“rebound” in organic “recurring” revenue growth in 2019. It appears that both will 
anniversary in 1H20.  

 
More broadly, it appears that BLKB’s quality of reported earnings is 

deteriorating as its competitive position erodes.  For example, the company 
capitalized its software expenses, and appears to be lengthening the amortization 
period for these capitalized costs on the P&L (from 4 years to 7+ years as of the 
most recent quarter). We estimate that this boosted TTM reported EPS by 14%. 

 
BLKB also appears to be an increasingly aggressive user of RSUs to pay its 

employees. While this might boost reported CFFO (because the expense falls 
under stock-based compensation), BLKB incurs a real cash outflow to cover the 
tax expense from issuing these RSUs, which is reported under CFFF. If we adjust 
for this cash outflow, BLKB’s real FCF is ~20% lower than reported.  
 

If the perceived “rebound” in BLKB’s “recurring” organic revenue growth 
turns out to be short-lived, as we expect, we think investors would likely re-
evaluate BLKB’s long-term growth prospects, much as they did in 4Q18. Investors 
may also begin to look with a more skeptical eye on BLKB’s reported earnings 
quality. Should our thesis play out, we think BLKB shares could return to the mid-
$50s.  
 

Our $57 fair value estimate (-33% from current) represents 27x our 2020 
Adj. EPS projection of $2.09. To put this in context, when BLKB’s stock price 
collapsed into the mid-50s in late 2018 (following the abrupt slowdown in revenue 
growth), the shares traded at only 23x the “street’s” forward earnings projection.  
 
Borrow information: BLKB 
Supply quantity  Short interest  Avail. to borrow  Date  
 18.2M    3.5M   15.0M    11.25.2019 
 
Background: 
 
 BLKB was founded in 1981 and completed an IPO in 2005. The company 
develops software for nonprofits, including arts organizations, charities, churches, 
K-12 schools, foundations and universities.   
 
 BLKB’s core product category is customer relationship management 
(CRM). Within this category, its key products are “Raiser’s Edge,” which is a 
high-end CRM for larger nonprofits (and historically BLKB’s flagship product), 
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“eTapestry CRM”, which is geared toward smaller customers, and “Blackbaud 
CRM,” which is for large, enterprise-level nonprofits.   
 

BLKB also sells software for financial accounting (“Financial Edge”), grant-
making (“DonorCentral”), tuition invoice and collection (“SmartTuition”), and a 
wide variety of other ancillary products for marketing, analytics, resource 
management, etc.  

 
BLKB also has a payment processing business called “Blackbaud Merchant 

Services,” which is embedded in its other products. BLKB takes a 2.5%-3% cut of 
donations and other payments processed via its platform, as a processing fee. 
These fees are recorded on the revenue line. Of the 2.5%-3% fee it collects, we 
estimate that BLKB then sends about ~2% (i.e. roughly 60% of the amount 
collected) to the underlying payments processor. This amount is recorded on the 
COGS line.  

 
BLKB reports its sales in two categories. “Recurring” revenues accounted 

for 92% of BLKB’s $886MM in TTM sales. Of this recurring amount, we estimate 
that ~80% consists of software subscription fees (for the products described 
above), while the remaining ~20% consists of payment processing fees (i.e. 
BLKB’s 2.5%-3% cut).  

 
Note that the payment processing business is seasonal, with approximately 

~33% of volumes hitting in 4Q (due largely to “Giving Tuesday” and other 
charitable events associated with the holidays).      

 
The other 8% of total revenues consists mostly of one-time consulting fees, 

along with miscellaneous fees for analytics, licensing, etc. These are declining by 
~20% Y/Y as customers transition to the SaaS product and require fewer 
consulting and implementation services.  

 
We discuss BLKB’s apparent reclassification of revenues from this one-time 

bucket to “recurring,” and its potential impact on reported “recurring” revenue 
growth, in more detail, below.  

 
BLKB’s subscriptions are typically 3-year contracts with 1-year renewals, 

and revenues are recognized on a straight-line basis over the subscription period. 
Contracts are billed 1 year in advance, with revenues deferred on the balance sheet.  

 
According to BLKB’s disclosures, 14% of company revenues (~$125MM) 

are generated outside the US. Based on the company’s disclosures, we estimate 
that $40MM-$50MM is attributable to JustGiving, an online fundraising platform 
in the UK. We discuss BLKB’s changes to the JustGiving revenue model and their 
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potential impact on reported “recurring” organic revenue growth later in this 
report.  

 
BLKB continues to add to its ancillary product portfolio via acquisition. 

Most recently, the company acquired YourCause, a product for managing / 
matching employee charitable donations, for $157MM on 2-Jan-2019.  

 
As a result of its acquisition strategy, BLKB had a negative TBV of  

-$670MM and net debt of $474MM on its balance sheet as of the most recent 
quarter (Sep-30).  

 
The debt represents 3.2x the company’s TTM Adj. EBITDA – CapEx (we 

think EBITDA-CapEx is the appropriate measure, because BLKB is spending 
$57MM, or a full 6.4% of TTM sales, on CapEx and capitalized software 
expenses).  

 
If we adjust BLKB’s EBITDA to include the cash that BLKB is spending to 

cover the tax on employees’ RSU awards ($21MM over the TTM period), its 
leverage ratio rises to 3.9x. We discuss the cash expenses associated with RSUs, 
and its impact on BLKB’s reported numbers, below.  
 
Recent developments / idea setup 
 

We first recommended the sale of BLKB to clients in July 2016 at 
$71/share. At that time, the “street” expected BLKB to produce organic revenue 
growth exceeding 10% p.a. over the long term. Citing the emerging competitive 
threat from Salesforce.org (which at that time, few investors appeared to 
recognize), we thought these expectations were too high, and indeed, total organic 
revenue growth has decelerated steadily since we wrote our report, troughing at 
only +0.4% Y/Y in 4Q18 before rebounding slightly this year (we discuss some 
accounting-related issues contributing to this rebound, below).   
 
 Despite the revenue slowdown, BLKB’s share price rose to $115 in July 
2018. Tax reform certainly helped: BLKB’s non-GAAP tax rate dropped from 
32% to 20% in 2017, which increased non-GAAP EPS by 18%. More generally, 
however, software multiples expanded, and, despite BLKB’s weakening revenue 
growth, investors seemed sanguine that BLKB was competitively secure and that, 
via the transition to “cloud,” BLKB management was laying the groundwork for 
higher long-term growth.  
 
 Bulls’ faith seemed shaken, however, when BLKB revealed on its 3Q18 call 
that 4Q18 growth would be much lower than expected (in the event, 4Q18 organic 
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“recurring” revenue growth came in at only +2.8% Y/Y). The share price 
subsequently cratered by -45%, from $103, to a low of $57.  
 
 The share price, currently $85, has recovered about half this drop in 2019, as 
BLKB managed to show an improvement in “recurring” organic revenue growth 
(after the 2.8% in 4Q18, reported growth in 1Q19-3Q19 improved to 5.7%, 5.0%, 
and 5.6% Y/Y, respectively), which seemed to reassure investors that the long-
term growth story was intact.  
 

Below, we discuss some accounting-related issues that appear to have 
contributed to this perceived “rebound.”   
 
Discussion: 
 
1. BLKB investors have yet to fully appreciate the competitive threats from 
Salesforce, Microsoft and Facebook. 
 

Our thesis regarding BLKB’s competitive position is based on conversations 
with dozens of nonprofits, systems integrators, consultants, and other industry 
participants, over the past month. For additional background information, 
particularly with regard to Salesforce.org, we would point clients to our July 2016 
initiation report on BLKB, discussed above.  
 
Salesforce 

 
Our 2016 report focused on the competitive emergence of Salesforce.org 

(SF.org), the nonprofit arm of Salesforce.com (CRM) that serves nonprofit 
customers. At that time (three years ago), SF.org was generating revenues at a 
~$110MM run-rate.  
 

Recent, public disclosures by Salesforce.com (CRM) indicate that SF.org 
has growth substantially since 2016. According to disclosures that CRM made last 
quarter, SF.org is expected to generate $150MM-$200MM in revenues for the last 
two quarters of the fiscal year ending Jan-31-2020. This implies an annual run-rate 
of ~$350MM for SF.org. CRM management disclosed that the subscription portion 
of this is ~$250MM and is growing 38% Y/Y.   

 
Put in dollar terms, these disclosures suggest that SF.org has added roughly 

+$250MM in annualized organic revenue over the past three years, far outpacing 
the (by our estimate) +$85MM in organic revenues that BLKB has added over the 
same time period.  
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Notably, in an apparent endorsement of SF.org’s growth prospects, CRM 
took the SF.org business in-house (in exchange for a $300MM donation to the 
Salesforce Foundation) in June 2019, and will now be running it as part of the 
main (for-profit) Salesforce business.   
 

We think the emergence of SF.org as a significant player in the nonprofit 
industry has been a key contributor to BLKB’s growth slowdown over the past few 
years. This negative impact on BLKB is likely to get worse, since SF.org is now 
roughly 1/3rd the size of BLKB (~$300MM versus ~$900MM) and appears to be 
still growing at a much faster pace than BLKB, as noted above, suggesting that it 
continues to take substantial market share from BLKB.   

 
Our recent discussions with systems integrators suggest that new SF.org 

installations at nonprofits continue at a rapid pace.  
 
Notably, systems integrators say that recent adoption has been highest 

among the biggest nonprofits. As we discussed at some length in our 2016 piece, 
one of the key selling points of the SF.org platform is its flexibility, namely the 
ability to build custom “apps” for an organization’s specific use case. It appears 
that the biggest nonprofit organizations, who have the biggest budgets for complex 
implementation services, and who can best leverage such custom work across a 
large base, have been the core customers recently for SF.org.  

 
This anecdotal evidence is supported by our analysis of nonprofit tax filings. 

We reviewed a sample of annual Form 990 tax documents for the 30 largest 
nonprofits in the US (as ranked by Forbes magazine: https://www.forbes.com/top-
charities/list/#tab:rank). These are publicly available at Guidestar.org.  

 
Note that 501(c)(3) nonprofit organizations must disclose to the public any 

vendors to whom they pay $1M or more. Of the 30 largest US nonprofits, BLKB 
was listed as a $1M vendor by 5 of the nonprofits on the Forbes list (Feeding 
America, Habit for Humanity, Catholic Medical Mission Board, Planned 
Parenthood, and UNICEF).  

 
However, notably, SF.org is now disclosed as a $1M vendor by 2 of the 30 

largest nonprofits we reviewed (United Way and Compassion International, in 
whose filings SF.org emerged as a $1M vendor in 2017 and 2016, respectively).  

 
The United Way is a notable example. It is the #1 largest nonprofit on the 

Forbes list, and was paying SF.org $4.9MM as of the latest 990 tax filing (2017). 
Perhaps most interesting, BLKB had previously disclosed on its website in 2016 
that United Way was a major customer (https://www.blackbaud.com/customer-
stories/united-way). As of July 2016, according to the BLKB document at the 
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above link, 43 different United Way organizations were using BLKB’s CRM 
products. It appears, then, that SF.org has recently taken away a large BLKB 
customer, supporting the notion that customer stickiness has decreased.  

 
Examples like the United Way may be important because it seems BLKB 

management’s primary rebuttal to the notion that SF.org represents a competitive 
threat is that SF.org makes “general purpose” software (as opposed to BLKB’s 
more tailored “vertical” software) and that it operates mostly at the smaller end of 
the nonprofit market. Here, by illustration, was a recent exchange on BLKB’s 
1Q19 earnings conference call: 

 
[“Street” analyst]: You’ve commented in the past that you don’t really see Salesforce that 
much competitively in the marketplace. Seems they’ve played a little bit sort of [in the] 
SMB and mid-market, but they have what looks to be a $250 million trailing business 
growing 40% . . . 
 
[BLKB CEO]: [W]e’re a vertical software company and we build very specific solutions 
for the markets that we serve . . . [these are] very, very vertical specific solutions we 
build for the markets that we’re in. And we do not see any competitor in many of our 
markets, including Salesforce, that hasn’t changed in a long time. 
 
Source: Thomson StreetEvents transcript 
 

 Contrary to what management seems to suggest to investors, our research 
indicates that SF.org is gaining traction among the biggest nonprofits (not just 
“SMB and “mid-market”), and that it is directly competing with, and taking 
customers from, BLKB. It appears that investors may under-appreciate the 
competitive threat that SF.org represents.   
 
Microsoft 
 
 The case of MSFT is particularly interesting because investors appear to 
assume that MSFT is a partner and ally of BLKB in the nonprofit vertical. After 
all, BLKB and MSFT have issued several joint press releases in the past few years, 
touting their “strategic partnership,” BLKB management frequently refers to its 
“Microsoft partnership” in public commentary (and points out that MSFT system 
integrators sell BLKB products), and, to top it off, BLKB’s “NXT” cloud platform 
runs on Microsoft Azure (https://www.globenewswire.com/news-
release/2015/10/22/779344/0/en/Microsoft-Azure-to-Power-Blackbaud-s-NXT-Solution-
Line.html).  
 

In October 2018, MSFT and BLKB announced at BLKB’s annual “BBcon” 
user conference (https://news.microsoft.com/2018/10/10/blackbaud-and-microsoft-expand-
partnership-with-an-integrated-cloud-initiative-for-nonprofits/) a so-called “Integrated 
Cloud Initiative for Nonprofits.” There is also an Oct-2018 YouTube interview 
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with BLKB and MSFT executives discussing the initiative, here: 
https://www.youtube.com/watch?v=2b1i1Nvvj94).  
 

According to our reading of the press release, there appear to have been two 
concrete things that made up this partnership: first, BLKB would better integrate 
its products with MSFT’s Office 365 platform; second, BLKB and MSFT would 
jointly develop a “Nonprofit Resource Management” app that will run on the 
Microsoft Dynamics 365 platform.  

 
Following this Oct-2018 announcement, and until June 2019, BLKB 

featured the (apparently still in development) “Nonprofit Resource Management” 
(NRM) product prominently on its website, and touted its partnership with 
Microsoft on the site. That portion of BLKB’s website can still be viewed here 
(https://hello.blackbaud.com/Nonprofit-Resource-Management.html). 
 

In June 2019, however, the above webpage disappeared from BLKB’s site, 
and it appears that BLKB has now removed all mention of “Nonprofit Resource 
Management” both from its website (clients can use the “Way Back Machine” at 
Archive.org to confirm this), and from its marketing deck for investors (the NRM 
was previously shown on the “Expanding TAM” slide, but was removed from the 
3Q19 deck). It appears this NRM project, and the “co-development” initiative with 
MSFT, may have been killed.  
 
 We recommend watching this brief video interview with BLKB and MSFT 
representatives at this year’s BBcon conference, held last month: 
https://www.youtube.com/watch?v=9hByf0KLDUw.  
 

There are two points to note from this video. First, when asked for the status 
of the BLKB/MSFT “partnership,” there is no mention of the NRM product. The 
only tangible cooperation happening from a product standpoint appears to be that 
BLKB is developing “connectors” so that its own products work well with Excel, 
PowerPoint, etc.  

 
Second, it appears that MSFT took the opportunity to announce at BBcon a 

new program in which it will provide 10 free Office 365 licenses to any 501(c)(3) 
organization, and 75% off any additional licenses after that (“We got a standing 
ovation” from the crowd of nonprofits in attendance, the MSFT representative 
notes). Note in the video how the MSFT executive steers the conversation away 
from talk of BLKB integration in order to tout MSFT’s own free license initiative.  

 
If this sounds familiar, that’s because the 10 free license + 75% discount 

terms are the exact same deal that Salesforce.org provides to 501(c)(3) customers.  
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As we discussed in our 2016 report, it appears that Salesforce’s strategy has 
been to get nonprofits onto its “platform” in order to lock them in (much the same 
way that BLKB used to “lock in” nonprofit customers in the pre-cloud era), and to 
perpetuate the use of Salesforce as broadly as possible. It’s the same strategy that 
MSFT used for decades to create a monopoly with the Windows OS, and the same 
strategy that MSFT and the other software giants are pursuing today.  

 
It seems no coincidence, then, that shortly after competitor CRM confirmed 

its aggressive intentions for the nonprofit vertical by taking Salesforce.org in 
house, MSFT should make clear moves to mimic the same strategy to attract 
nonprofits to its own “platform.” 

 
In November 2018, MSFT announced a program called the “Dynamics 365 

Nonprofit Accelerator” (https://blogs.microsoft.com/on-the-issues/2018/11/08/new-
dynamics-365-nonprofit-accelerator-supports-organizations-with-end-to-end-solutions/). The 
centerpiece of the announcement was MSFT’s push for a “Common Data Model 
for Nonprofits.” This “common” industry data standard, incidentally, will be built 
on MSFT’s own “Dynamics 365 Common Data Model.”  

 
 While MSFT did name Blackbaud and a number of other software 
companies as “Dynamic 365 Nonprofit Partners” (https://www.microsoft.com/en-
us/nonprofits/partners), these “partners” appear to play the role of mere “app” 
developers, or minor appendages, on top of the underlying MSFT Dynamics 
platform.  
 

What’s more, it looks like BLKB’s “app” for NRM, as discussed above, has 
been killed. It doesn’t appear, then, that BLKB has a place in this new MSFT 
ecosystem. BLKB’s CRM and other core products aren’t based on Dynamics 365, 
to our knowledge, and anyway, MSFT has designated other software providers to 
develop “apps” for these functions.  

 
We think the diagram in Figure 1, below, visually demonstrates how MSFT 

intends to capture most of the value-add in the new ecosystem that it is pushing to 
nonprofits. It is taken from a November 2018 presentation 
(https://iatitag2018.sched.com/event/INUd/how-microsoft-is-aligning-to-iati) made by the 
CTO of MSFT’s “Tech for Social Impact” group. Note how small a place, visually, 
the “partner apps” take up in this diagram, compared to the Dynamics 365 
portions. We think this may be telling.  
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Figure 1. MSFT nonprofit strategy (from Nov-2018 presentation) 

 
Source: https://iatitag2018.sched.com/event/INUd/how-microsoft-is-aligning-to-iati 
 

It appears that MSFT intends nonprofits to mostly use its own Dynamics 365 
“integrated tools” for CRM, finance, and other core functions, perhaps 
supplemented by additional “apps” from third parties. This should not be 
surprising, because it is the same playbook used by Apple, Google, Salesforce, and 
other “platforms” that combine homegrown core functions with third-party apps.  

 
Here, for example, is a MSFT partner writing about the Dynamics 365 

nonprofit initiative: “Microsoft offers a significant discount on its CRM app 
package for nonprofits. Containing five comprehensive apps — Sales, Customer 
Service, Field Service, Project Service Automation, and Microsoft Social 
Engagement — the package includes everything charities need to streamline and 
optimize their sales, service, and relationships with sponsors and donors.” [OWS 
emphasis] https://www.nigelfrank.com/blog/microsoft-dynamics-365-for-your-
nonprofit/#infononprofit).  
 
 Our discussions with systems integrators and other industry participants 
suggest that MSFT may be moving aggressively to push Dynamics 365 for 
nonprofits. One contact told us recently that, while it is still early in the strategy’s 
roll-out, MSFT appears to have drastically increased its salesforce targeting 
nonprofits, and that the Dynamics 365 stack is intended to replace an existing 
Blackbaud or Salesforce suite of products.  
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 In short, it looks like MSFT is pursuing almost exactly the same strategy as 
Salesforce.org. This could prove a surprise to bullish investors, who don’t seem to 
be paying attention to this threat.  
Facebook 
 
 Although Facebook (FB), unlike Salesforce and Microsoft, isn’t trying to 
become the underlying database architecture for business and nonprofits, FB does 
appear to be encroaching on BLKB’s payments business in its attempts to promote 
itself as a platform for commerce and financial transactions.  
 
 In late 2017, FB announced that all donations made to nonprofits on its 
platform would be free of any processing fees (recall that BLKB and similar 
competitors charge a 2.5%-3% fee).  
 
 Nonprofits can accept donations directly on their own Facebook pages. To 
illustrate, Figure 2, below, shows the “Donate” button prominently displayed on 
the Jimmy Fund’s Facebook page.  
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Figure 2. Jimmy Fund – Facebook page with “Donate” button 

 
Source: Facebook, OWS annotations  
 
 Individuals on Facebook can also raise money directly for the nonprofit of 
their choice. Figure 3, below, shows a randomly-selected example. Note how the 
“Donate” button is displayed right within the individual’s own Facebook feed. 
Clicking “Donate” brings up a pop-up screen in which you can enter your payment 
details and transact immediately. The donation is then processed by Facebook at 
zero cost.  
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Figure 3. Individual fundraiser’s Facebook page with “Donate” button 

 
Source: Facebook, OWS annotations 
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 Facebook donations appear to be taking substantial market share of the total 
market for charitable giving, at BLKB’s expense.  
 

For example, most payment processors (including BLKB) release data on 
the amount of payments processed during “Giving Tuesday,” which falls on the 
first Tuesday after Thanksgiving (this year it will take place on December 3). This 
is the biggest single day for charitable giving in the calendar year.  

 
The public data shows that BLKB’s payment volumes on Giving Tuesday 

are growing at a much slower pace than FB’s volumes. The full data is available 
here: https://en.wikipedia.org/wiki/Giving_Tuesday.  

 
According to publicly-released data, on Giving Tuesday 2018, BLKB 

processed $63MM worth of donations (+$3MM Y-Y), while FB processed 
$125MM (+$80MM Y-Y) and PayPal processed $98MM (+$34MM Y-Y).  

 
Note that BLKB experienced major technical difficulties on Giving Tuesday 

in both 2018 and 2017. While BLKB management didn’t seem to discuss this issue 
publicly, and it’s not clear whether investors are aware of it, it appears that BLKB 
received a lot of negative attention from angry nonprofits who were unable to 
process payments after launching their fundraising campaigns.  

 
We repeatedly heard about this issue during our conversations with 

nonprofits, and it was discussed widely in nonprofit trade rags (example: 
“Blackbaud seeks to make good after Giving Tuesday glitches hobble charity 
fundraising,” https://www.philanthropy.com/article/Blackbaud-Seeks-to-Make-Good/245268).  

 
These technical failures likely reduced the amount that BLKB was able to 

process on Giving Tuesday the past two years, so the gap between BLKB and FB 
probably may not be as wide as the 2018 Giving Tuesday numbers above would 
suggest.  

 
However, based on our discussions with nonprofits, it seems likely that 

BLKB caused significant damage to its reputation among nonprofit customers by 
experiencing breakdowns two years in a row, and on the biggest fundraising day of 
the year. We suspect that some nonprofit customers might prioritize other channels 
(such as Facebook) when running their Giving Tuesday campaigns next week.   

 
Lastly, we think the slide deck at the following link is worth perusing: 

https://www.slideshare.net/charitydynamics/boundless-fundraising-facebook-fundraiser. It was 
prepared by a consultant to nonprofits, and discusses the benefits of transitioning to 
Facebook fundraising campaigns. The consultant repeatedly stresses the fact that 
payments made via FB (as opposed to BLKB Merchant Services) are “free!”, and 
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also notes that the payments data (i.e. the data on the donor and amount) can be 
imported into the BLKB Luminate donation management software.  

 
In other words, this appears to be a pitch by a consultant to BLKB users to 

create a workaround whereby they can use Facebook to raise funds and process 
payments for free (bypassing BLKB’s payment processing fees), without giving up 
their existing CRM capabilities. 

 
Although each case is different, the competitive threats from Salesforce, 

MSFT and Facebook have a common theme. These are all much larger platforms 
with a huge, existing base of established users, and they are all encroaching on 
BLKB’s “vertical” niche.  

 
2.   BLKB’s push into “faith-based” software seems likely to disappoint.  
 

BLKB management has touted to investors the fact that there are almost 
200K churches in the US, representing a ~$1.5B TAM for church software 
products. It has suggested that this represents a major growth opportunity for the 
company.  

 
 However, our field research indicates that the market for software used by 
churches is fairly saturated, slow-growing, and highly competitive.   
 

Like BLKB itself, several of the largest church software vendors (Ministry 
Brands, ACS, ServantKeeper) were founded decades ago and boast tens of 
thousands of church customers.  

 
According to our discussions with industry participants, the church software 

market is growing only “mid-single-digits.” Our contacts tell us that congregant 
numbers are declining, and that growth is mainly being driven by the slow 
penetration of the “long tail” of churches who historically didn’t have the budget or 
desire to buy software products.  

 
Our contacts estimate that the annual spend of the average small church is 

only “a couple thousand” dollars per year, which suggests that the LCV of 
customers in this “long tail” is probably less favorable than BLKB’s traditional, 
higher-spending customers.  
 
 Industry participants also expressed skepticism that BLKB would become a 
significant player in church software.  
 

Interestingly, our contacts suggested that BLKB is probably overlooking the 
critical importance of being “in the church.” According to our contacts, church 
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customers generally want to purchase software from companies who are run by 
“church people.” This is a criterion that a large, publicly-traded corporation will 
probably struggle to meet.  

 
We are told that the church software market is fragmented because there are 

a large number of smaller companies run by active church members, and that 
provide software tools at low margin to their fellow congregants. Many of them 
plow a large percentage of their profits back into the same churches they serve as 
customers.  

 
This seemed to be confirmed by recent comments by PushPay, a $1B 

publicly-traded (in Australia) church payments company. Management noted at a 
Sep-2019 investor event that the competition in church software is “mission-
oriented” rather than financially motivated.  

 
Even the largest players in this industry appear to be run by executives who 

are outwardly very religious, and run their businesses along explicitly religious 
principles. For example, the website of Tithe.ly, a fast-growing payments platform 
startup (and #2 behind PushPay) boasts that the company was “made by pastors 
and ministry-minded folks to help build the kingdom of God . . . and reach the 
world for Jesus.”  

 
ServantKeeper, one of the largest players in church software, claims to have 

30K church customers. The company’s website describes its founder/CEO as “a 
worship leader with a love of Jesus . . . [and a] desire that Christ will be glorified, 
and you encouraged by the truth of the Scriptures.”  

 
Our contacts suggest that, with their bi-coastal / New York bias, professional 

investors probably don’t appreciate the challenges that BLKB, as a non-
denominational corporation for whom church software is not remotely the main 
focus, should face in penetrating this market.  
 
3. BLKB may have boosted reported “recurring” organic revenue growth (a key 
metric for investors) by reclassifying revenues from one-time consulting into the 
“recurring” bucket.  
 
 As we noted above, BLKB’s organic growth in “recurring” revenues slowed 
markedly in 2H18, leading to a collapse in the stock price. BLKB then reported a 
“rebound” in organic Y/Y growth beginning 1Q19. However, note how this 
“rebound” coincided with a sudden, large (-200bps Y-Y) drop in “recurring” 
revenue gross margins. See Table 1, below (note that 1Q18 margins were 
unusually high due to an abnormal, one-time rebate).  
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Table 1. “Recurring” revenues and GPM 

  
Source: Company filings, OWS 
  
 Based on our reading of BLKB’s filings and management’s commentary, it 
appears the company began bundling consulting and implementation services 
(which were previously classified as non-recurring and very low margin) into its 
subscription contracts in 1Q19, which had the effect of moving some previously 
non-recurring revenue into recurring revenue, as subscription contracts are 
classified as recurring.  
 
 Were we to be correct in our reading, this would help explain the “rebound” 
in reported organic growth. Since consulting services are very low-margin (we 
estimate ~15%), it would also explain why “recurring” GPM suddenly declined by 
-200bps Y-Y in 1Q19.  
 
 Below are BLKB’s historical 10-Q disclosures. First, here is the disclosure 
in the MD&A for the company’s “one-time” revenue line (8% of total revenues). 
The company began disclosing the “embedded” consulting work in 3Q18. In 1Q19, 
the disclosure language changed again to clarify that these (non-recurring) 
implementation services were now being recorded within “recurring” revenues, 
rather than on this “one-time” revenue line.  
 
3Q19 10-Q 
One-time services and other revenue decreased during the three and nine months ended September 30, 2019, when 
compared to the same periods in 2018, primarily due to decreases in one-time consulting revenue of $3.9 million 
and $10.1 million, respectively and analytics revenue of $0.9 million and $2.8 million, respectively. We expect that 
the shift in our go-to-market strategy towards cloud-based subscription offerings, which generally include integrated 
analytics and require less implementation and customization services, will continue to negatively impact one-time 
services and other revenue. We also continue to sell more subscription-based contracts for retained services and 
services embedded in our renewable cloud-based solution contracts, both of which are recorded as recurring 
revenue. 
 
2Q19 10-Q 
One-time services and other revenue decreased during the three and six months ended June 30, 2019, when 
compared to the same periods in 2018, primarily due to decreases in one-time consulting revenue of $2.4 million 
and $6.2 million, respectively and analytics revenue of $0.9 million and $1.9 million, respectively. We expect that 
the shift in our go-to-market strategy towards cloud-based subscription offerings, which generally include integrated 
analytics and require less implementation and customization services, will continue to negatively impact one-time 
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services and other revenue. We also continue to sell more subscription-based contracts for retained services and 
services embedded in our renewable cloud-based solution contracts, both of which are recorded as recurring 
revenue. 
 
1Q19 10-Q 
One-time services and other revenue decreased during the three months ended March 31, 2019, when compared to 
the same period in 2018, primarily due to decreases in one-time consulting revenue of $3.8 million and analytics 
revenue of $1.0 million. We expect that the shift in our go-to-market strategy towards cloud-based subscription 
offerings, which generally include integrated analytics and require less implementation and customization services, 
will continue to negatively impact one-time services and other revenue. We also continue to sell more subscription-
based contracts for professional services and services embedded in our renewable cloud-based solution contracts, 
both of which are recorded as recurring revenue. 
 
2018 10-K 
One-time services and other revenue decreased during 2018, when compared to 2017, primarily due to decreases in 
one-time consulting revenue of $8.3 million and analytics revenue of $6.0 million. We expect that the ongoing shift 
in our go-to-market strategy towards cloud-based subscription offerings, which generally include integrated 
analytics and require less implementation and customization services, will continue to negatively impact one-time 
services and other revenue. We are also selling more subscription-based contracts for professional services and 
services embedded in our renewable cloud-based solution contracts. In addition, we have also used promotions and 
discounts for our consulting services as incentives to accelerate the migration of our existing customer base from on-
premises solutions toward our cloud-based subscriptions.  
 
3Q18 10-Q 
One-time services and other revenue decreased during the three and nine months ended September 30, 2018, when 
compared to the same periods in 2017, primarily due to decreases in one-time consulting revenue of $2.7 
million and $5.3 million, respectively, and analytics revenue of $2.9 million and $4.8 million, respectively. We 
expect that the ongoing shift in our go-to-market strategy towards cloud-based subscription offerings, which 
generally include integrated analytics and require less implementation and customization services, will continue to 
negatively impact one-time services and other revenue. We are also selling more subscription-based contracts for 
professional services and services embedded in our renewable cloud-based solution contracts. In addition, we have 
also used promotions and discounts for our consulting services as incentives to accelerate the migration of our 
existing customer base from on-premises solutions toward our cloud-based subscriptions. 
 
2Q18 10-Q 
One-time services and other revenue decreased during the three and six months ended June 30, 2018, when 
compared to the same periods in 2017, primarily due to decreases in one-time consulting revenue of $1.7 million 
and $2.7 million, respectively, analytics revenue of $1.3 million and $1.9 million, respectively, and license fees 
revenue of $0.9 million and $0.7 million, respectively. We expect that the ongoing shift in our go-to-market strategy 
towards cloud-based subscription offerings, which generally include integrated analytics and require less 
implementation and customization services, will continue to negatively impact one-time services and other revenue. 
In addition, we have also used promotions and discounts for our consulting services as incentives to accelerate the 
migration of our existing customer base from on-premises solutions toward our cloud-based subscriptions. 
 
Source: Company filings, OWS highlights 

 
Similarly, here are the company’s historical 10-Q disclosures for the 

“recurring” revenue line (92% of total revenues) in the MD&A. Note that, in 
1Q19, the company first discloses that “recurring” revenues benefited from 
embedding (non-recurring) implementation/consulting work into this line item.  

 
3Q19 10-Q 
The increases in recurring revenue during the three and nine months ended September 30, 2019, when compared to 
the same periods in 2018, were primarily due to positive demand across our portfolio of cloud-based solutions as 
revenue from subscriptions increased $21.2 million and $63.3 million, respectively. The inclusion of YourCause 
contributed to the increases in recurring revenue as the acquisition was completed on January 2, 2019. We also saw 
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increases in revenue from subscription-based retained services as well as services embedded in our renewable cloud-
based solution contracts. These favorable impacts from subscriptions were partially offset by decreases in 
maintenance revenue of $4.6 million and $13.8 million, respectively during the three and nine months 
ended September 30, 2019, when compared to the same periods in 2018. These continued decreases in maintenance 
revenue were primarily related to our ongoing efforts to migrate customers from legacy on-premises solutions onto 
our solutions powered by Blackbaud SKY, our modern cloud platform. 
 
2Q19 10-Q 
The increases in recurring revenue during the three and six months ended June 30, 2019, when compared to the 
same periods in 2018, were primarily due to positive demand across our portfolio of cloud-based solutions as 
revenue from subscriptions increased $20.4 million and $42.2 million, respectively. The inclusion of Reeher and 
YourCause contributed to the increases in recurring revenue as both acquisitions were completed after March 31, 
2018. We also saw increases in revenue from subscription-based retained services as well as services embedded in 
our renewable cloud-based solution contracts. These favorable impacts from subscriptions were partially offset 
by decreases in maintenance revenue of $4.7 million and $9.2 million, respectively during the three and six months 
ended June 30, 2019, when compared to the same periods in 2018. The decreases in maintenance revenue were 
primarily related to our efforts to migrate customers from legacy on-premises solutions onto our solutions powered 
by Blackbaud SKY, our modern cloud platform. 
 
1Q19 10-Q 
The increase in recurring revenue during the three months ended March 31, 2019, when compared to the same 
period in 2018, was primarily due to positive demand across our portfolio of cloud-based solutions as revenue from 
subscriptions increased $21.8 million. The inclusion of Reeher and YourCause contributed to the increase in 
recurring revenue as both acquisitions were completed after March 31, 2018. We also saw increases in revenue from 
subscription-based professional services as well as services embedded in our renewable cloud-based solution 
contracts. These favorable impacts from subscriptions were partially offset by a decrease in maintenance revenue 
of $4.5 million during the three months ended March 31, 2019, when compared to the same period in 2018. The 
decrease in maintenance revenue was primarily related to our efforts to migrate customers from legacy on-premises 
solutions onto our solutions powered by Blackbaud SKY, our modern cloud platform. 
 
4Q18 10-K 
The increase in recurring revenue during 2018, when compared 2017, was primarily due to positive demand across 
our portfolio of cloud-based solutions as revenue from subscriptions increased $98.1 million. The inclusion of 
AcademicWorks, JustGiving and Reeher also contributed to the increase in recurring revenue and their impacts are 
expected to remain modest in the near term due to U.K. market conditions and our acquisition-related integration 
efforts. The favorable impact from subscriptions was partially offset by a decrease in maintenance revenue of $20.5 
million, during 2018, when compared 2017. The decrease in maintenance revenue was primarily related to our 
ongoing efforts to migrate our existing customer base from on-premises solutions onto our solutions powered by 
Blackbaud SKY, our modern cloud platform. 
 
3Q18 10-Q 
The increases in recurring revenue during the three and nine months ended September 30, 2018, when compared to 
the same periods in 2017, were primarily due to positive demand across our portfolio of cloud-based solutions as 
revenue from subscriptions increased $26.4 million and $84.2 million, respectively. The inclusion of JustGiving and 
Reeher also contributed to the increases in recurring revenue and their impacts are expected to remain modest in the 
near term due to U.K. market conditions and our acquisition-related integration efforts. The favorable impacts from 
subscriptions were partially offset by decreases in maintenance revenue of $5.2 million and $15.9 million, 
respectively, during the three and nine months ended September 30, 2018, when compared to the same periods 
in 2017. The decreases in maintenance revenue were primarily related to our ongoing efforts to migrate of our 
existing customer base from on-premises solutions onto our solutions powered by Blackbaud SKY, our modern 
cloud platform. 
  
Source: Company filings, OWS highlights 
 
 A “street” analyst asked on the 1Q19 conference call why the “recurring” 
GPM declined so sharply and suddenly. Management’s response appeared to 
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confirm that the GPM decline was due to moving consulting revenues into the 
“recurring” bucket:  
 

We've continued to shift some of our offers from one-time services into recurring, so we've started to 
embed implementation services, et cetera, into the subscription, which will be a nice benefit for us 
long term as those contracts renew, but in that initial period it does create some gross margin pressure 
because you're taking lower-margin effective services business and embedding it into the subs [line]. 
 
Source: Thomson StreetEvents transcript 

 
Management seemed eager to suggest that these implementation services 

are, in fact, recurring (“a nice benefit for us long term as those contracts renew”). 
However, later in the 1Q19 call, management acknowledged: “most 
implementations would fall largely in the first year, although being within 
recurring.”  

 
We estimate that BLKB may have reclassified something like $3MM-$5MM 

in quarterly consulting revenues into the “recurring” bucket. If correct, this would 
have boosted reported “recurring” revenue growth by 1.8%-3.0% Y-Y in 2019. 
However, this reclassification should begin to anniversary in 1Q20.   
 
4. BLKB changed the pricing model for its JustGiving UK business in late-March 
2019, which appears to have contributed to the rebound in “recurring” revenue 
growth. This change should anniversary in 2Q20.   

 
JustGiving (https://www.justgiving.com/) is a UK-based fundraising platform for 

nonprofits. BLKB acquired the company for $95MM in 2017.  
 
Management has disclosed that the JustGiving business generated 

approximately ~$40MM in revenues in 2018. At that time, JustGiving was 
charging a 1.2% processing fee, plus a 5% “platform” fee, on all payments made 
on its platform. This suggests that the “processing” fee accounted for ~$8MM in 
annual revenues, while the “platform” fee accounted for ~$32MM.  

 
JustGiving’s 6.2% total fee was far more aggressive than peers’ (other 

fundraising / donation platforms charge 1.5%-2.5% and FB is free).  
 
Perhaps to justify these abnormally high fees to its users, JustGiving’s 

website, it seems to us, may be obfuscating the true nature of JustGiving’s 
business. Figure 3, below, shows an excerpt from the “About us” page that users 
see on JustGiving.com (https://www.justgiving.com/about-us).  
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Figure 4. Excerpt from “About us” page on JustGiving.com 

 
Source: JustGiving.com, OWS  

 
Note that, while the company does state that it’s “for profit,” it also clearly 

states that “all of” this profit is re-invested into JustGiving’s technology platform 
for users’ benefit (which seems to suggest that the company is, in effect, 
reinvesting all profit and therefore should be thought of as a not-for-profit 
business). This language seems confusing.  
 

In late 2017, JustGiving began to come under political pressure in the UK. 
Following the Grenfell fire and a series of high-profile terrorist attacks, charitable 
donations on the platform jumped, and members of the press and Parliament began 
drawing attention to the company’s uniquely high 5% “platform” fee.  

 
The UK Daily Mail, for example, reported that JustGiving was “slammed” 

for “pocket[ing] five per cent” of the donations to Grenfell victims “because it 
hosted the crowdfunding page” (https://www.dailymail.co.uk/news/article-
5138313/JustGiving-slammed-taking-25k-fees-Grenfell-fund.html).  

 
On 26-Mar-2019, in response to increasing political pressure and negative 

press, JustGiving announced that it was waiving its 5% platform fee, and would 
charge a 1.9% + 20p processing fee, “in line with other major online giving 
platforms.”  

 
However, in place of the 5% “platform” fee, JustGiving introduced a 

supposedly “voluntary” tip jar, “to [help] us maintain our service and help more 
people make a difference to those around them.” Figure 5, below, shows the “tip 
jar” that appears whenever a use makes a contribution. 
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Figure 5. Donation box with “voluntary” tip jar 

 
Source: JustGiving.com, OWS 

 
Note that the default amount is 10%, which is double the old 5% “platform” 

fee. What’s more, the smallest tip amount on the drop-down menu is 5%. In order 
to choose a 0% “voluntary” contribution, the user must click on the “Other” item in 
the dropdown menu, and manually enter it. See Figure 6, below. 
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Figure 6. No “0%” option for “voluntary” contributions on dropdown menu 

 
Source: JustGiving.com, OWS 
 

Here, also, JustGiving appears to use misleading language to suggest to 
users that 100% of their “voluntary contributions” will be invested in JustGiving’s 
technology platform in order to benefit charities, as if JustGiving were a non-profit 
entity.  

 
Figure 7, below, shows the language that appears when the user clicks to 

“Find out how” their contribution to JustGiving will be used.  
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Figure 7. “Find out how” pop-up text implying 100% reinvestment  

 
Source: JustGiving.com, OWS 
 

BLKB’s international revenues declined by -$600K Y-Y in 1Q19 (-2.0% 
Y/Y). Following the March 2019 conversion from the “platform fee” to the 
“voluntary” tip jar, BLKB’s international revenues increased by +$1.1M Y-Y in 
2Q19 and +$1.7M Y-Y in 3Q19, despite an FX headwind.  

 
We estimate that BLKB is now generating roughly ~$10MM per quarter 

from the “voluntary” tip jar, more than outweighing the ~$8MM/quarter lost when 
it eliminated the 5% “platform” fee.  
 
 If correct, this suggests that “recurring” revenue growth was boosted by 
roughly ~1.2% Y/Y in 2Q19 and 3Q19. This benefit should anniversary in 2Q20. 
There may also be some risk that JustGiving could come under public pressure 
again and be forced to change its “voluntary” contribution scheme.  
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 If we exclude the benefit from reclassifying consulting fees to “recurring,” 
and the benefit from the JustGiving pricing change, we estimate that BLKB’s 
“recurring” organic revenue growth may have been closer to 4% Y/Y in 1Q19 (2-
year stack of ~11%), 2% Y/Y in 2Q19 (2-year stack of ~10%), and 3% Y/Y in 
3Q19 (2-year stack of ~6%).  
 
 This compares to reported “recurring” organic revenue growth of 5.7% Y/Y 
in 1Q19 (2-year stack of 12.9%), 5.0% Y/Y in 2Q19 (2-year stack of 13.0%), and 
5.6% Y/Y in 3Q19 (2-year stack of 10.5%).  
  
5. The quality of BLKB’s reported earnings seems poor.  
 
Cost capitalization / amortization period lengthening 
 

BLKB is capitalizing R&D expenses and appears to be lengthening the 
amortization period for these capitalized costs.  
 
 Table 2, below, shows BLKB’s R&D expense (on the P&L) and capitalized 
software development expense (on the cash flow statement) over the past five 
years. Note how R&D expenses have been relatively flat (and has declined as a % 
of revenue) while capitalized software development costs have increased 
substantially, both in absolute dollar terms and as a % of revenues.   
 
Table 2. R&D vs. Capitalized software expense 

 
Source: Company filings, OWS  
 
 Table 3 and Figure 8, below, show the capitalized software asset on BLKB’s 
balance sheet, gross and net, with the software amortization amount, and the 
implied amortization period. It appears that BLKB has substantially lengthened the 
period over which it amortizes these costs, from ~4 years in 2015 to ~7.5 years 
presently.  
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Table 3. Capitalized software assets and implied amortization period 

 
Source: Company filings, OWS estimates 
 
Figure 8. Implied amortization period of BLKB’s capitalized software assets, in years  
(Shown quarterly with trendline) 

 
Source: Company filings, OWS estimates 
  
 If BLKB hadn’t extended the amortization period, we calculate that software 
amortization expense would have been $35MM over the TTM period, instead of 
the $20MM actually recorded. The difference boosted reported EPS by $0.25, or 
11% of reported TTM Adj. EPS of $2.38.    
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 Put another way, BLKB’s capitalization of costs has the effect of moving 
expenses from the P&L to the cash flow statement (reducing EBITDA-CapEx, but 
not EBIT).  

See Figure 9, below. BLKB’s EBITDA-CapEx is now only ~84% of Adj. 
EBIT, and falling. Typically, with a software company that has low CapEx needs, 
these two items should be roughly the same. BLKB’s cash earnings appear to be 
substantially below its income statement earnings.   
 
Figure 9. Adj. EBITDA-CapEx as % of Adj. EBIT (quarterly with trendline) 
 

 
 

Aggressive RSU usage / cash flow effects 
 
 BLKB appears to be a notable outlier in its usage of RSUs to pay its 
employees. This has the effect of overstating FCF by ~20%.  
 
 Recall that RSUs are much less risky (to the employee) than stock options, 
and they are treated differently from an accounting perspective.  
 

When an employee’s RSUs vest, the fair value of the stock award is treated 
as income for tax purposes, even if the employee doesn’t sell the stock. For this 
reason, the employer pays the tax liability to the IRS (in cash). 
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Although this cash outflow is essentially the cost of paying employees, it is 

recorded as a financing cash flow. An accurate measure of BLKB’s cash profit 
generation must include these expenses, since these are essentially (cash) employee 
compensation.  

 
It appears that few companies utilize RSUs to pay their employees, and we 

were unable to identify any companies that use RSUs to remotely the same extent 
that BLKB uses them. 

 
Table 4, below, shows BLKBs cash payments for RSUs (reported in CFFF) 

relative to the small handful of peers we were able to identify that also pay their 
employees with RSUs.  
 
Table 4. RSU cash outlays, BLKB versus peers 

 
Source: Company filings, OWS 
 

As Table 4 shows, BLKB appears to be a major outlier. Its cash outlay for 
RSU taxes, at a full 3.6% of revenues ($28MM), is an order of magnitude higher 
than peers’ outlays as a % of revenue. BLKB’s use of RSUs also appears to be 
steadily increasing Y-Y.  

 
If investors were to properly take BLKB’s RSU cash payments (i.e. 

employee cash expenses) into account ($21MM over the TTM period), its reported 
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FCF would have been $107MM ($2.21/share), -14% lower than the $129MM 
reported FCF ($2.66/share).  
 
6. Recent results 
 
 BLKB reported 3Q19 results on Oct-29. Total revenues of $221MM 
increased +5.5% Y/Y (+3.4% Y/Y organic).  
 

“Recurring” revenues totaled $205MM, up +8.8% Y/Y on a headline basis 
and +5.6% Y/Y organic. As noted above, we estimate that organic growth might 
have been closer to ~3% Y/Y, after adjusting for the benefits from reclassifying 
one-time consulting revenues and the JustGiving price change.  

 
Management noted on the conference call that its new church software 

management suite was now “generally available.” We discussed this product, 
above.  

 
One-time service and other revenues totaled $16MM, down -$5.0MM, or  

-24% Y/Y.   
 
Total company gross margins were 54.0% in 3Q19, down -50bps Y-Y. More 

notably, S&M expense of $56.4MM represented 25.1% of revenues in the quarter, 
up a full +170bps Y-Y. On the conference call, management said that it continues 
to hire salespeople aggressively, and indicated that it will continue to increase 
S&M spending significantly in 2020. Management expects sales productivity of 
these new hires to pick up over the next several quarters.  

 
The S&M deleverage, combined with deleverage on the G&A line (which 

was up +110bps Y-Y as a % of sales), contributed to an -8% Y/Y decline in Adj. 
(non-GAAP) EBIT. Non-GAAP EPS of $0.56 was down -6% Y/Y 

 
Reported CFFO-CapEx totaled $62.5MM in the quarter and $129MM over 

the TTM period. We discuss the necessary adjustments to FCF for RSU tax 
payments, above. BLKB ended the quarter with $474MM of net debt, up +$74MM 
Y-Y (which was attributable to the YourCause acquisition for $157MM in January 
2019).  

 
BLKB reiterated its 2019 guidance for $895MM in revenues and $2.20 in 

Adj. EPS. The company will report 4Q19 earnings in February.   
 
7. Financial assumptions 
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 We project total revenues of $898MM in 2019 (+6% Y/Y), $905MM in 
2020 (+1% Y/Y), and $912MM in 2021 (+1% Y/Y). This compares to “street” 
consensus of $895MM (+6% Y/Y), $936MM (+5% Y/Y), and $999MM (+7% 
Y/Y), in 2019-21, respectively. 
 
 Our projected shortfall versus consensus is attributable to our lower organic 
growth expectations for BLKB’s “recurring” revenues. We project organic 
“recurring” revenue growth of 3% Y/Y in 2020 and +2% Y/Y in 2021. This 
compares to “street” expectations of ~6% Y/Y in 2020 and ~8% Y/Y in 2021. 
 
 We think that BLKB’s organic revenue growth is likely to fall short of 
expectations due to BLKB’s market share losses and deteriorating competitive 
position. In particular, we expect growth to begin missing expectations in 1Q20-
2Q20, as some of the one-time benefits to growth (discussed above) begin to 
anniversary.  
 
 We project +40bps of S&M deleverage in 2020 as BLKB continues its 
aggressive hiring efforts despite lower-than-expected revenue growth. We project 
S&M to be roughly flat in 2021 as a % of sales. As for R&D and G&A, we project 
that both will remain roughly flat Y-Y as a % of sales in both 2020 and 2021. 
Putting this together, we project Adj. OPM to be down -60bps Y-Y in 2020 (to 
16.3%) and then roughly flat Y-Y in 2021.  
 
 Our Adj. EPS projections are $2.23 for 2019 (-14% Y/Y), $2.09 in 2020 (-
6% Y/Y), and $2.17 in 2021 (+3% Y/Y). This compares to “street” projections of 
$2.23, $2.23, and $2.59, for 2019-21, respectively.   
 
8. Valuation 
 
 Our $57 fair value estimate (-33% from current) represents 27x our 2020 
Adj. EPS projection of $2.09.  
 
 To put this in context, when BLKB’s stock price collapsed into the mid-$50s 
in late 2018 (following the abrupt slowdown in revenue growth), the shares traded 
at only 23x the “street’s” forward earnings projection.  
 
 We think that, should investors begin to question BLKB’s long-term growth 
potential, they are likely to apply a similar multiple to forward earnings. If our 
thesis plays out, our 27x P/E assumption might ultimately prove conservative.  
 
9. Risks 
 

For use by Brian Rogers only. It is illegal to distribute this document.



 34 

 The biggest risk to our thesis is that BLKB customers prove stickier than we 
assume, and/or that BLKB pushes through unanticipated price increases. 
Nonprofits are inherently risk-averse and slow to move, and we could end up 
overestimating the speed at which competitors like CRM and MSFT can peel away 
large, legacy customers from BLKB.   
 
 
10. Financial projections  
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A. Annual projections 
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B. Quarterly projections
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C. Financial metrics 
 
Price $85.01 

  Shares 48.5 
  MV $4,120 
  

    Net debt $474 
  EV  $4,594 
  

    Book value $364 
  TBV -$557 
  

    ($MM) FY19E FY20E FY21E 
Adj. EBIT 151.5 147.2 151.6 
Adj. EBITDA 187.3 187.5 196.8 
SCF (NI + D&A - CapEx) 41.9 47.6 45.2 
CapEx -56.1 -55.0 -65.0 

    EV/EBITDA 24.5x 24.5x 23.4x 
EV/EBITDA-CapEx 35.0x 34.7x 34.9x 
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