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Was GTLB's 14% post-Q2-earnings stock price rise justified? 
Podcast Episode 3: Let’s take a closer look at Gitlab's business potential 
 
Abbreviated transcript. Please excuse any typos and grammatical errors. 
 
 
Gitlab develops software for software developers. They develop products and services that are used by 
computer programmers and IT professionals all over the world.  
 
Their main product is called Gitlab. It is a DevOps platform. Now, this is a single application that helps 
software engineers and IT professionals complete their programming testing and deployment of software 
programs in a much faster and more efficient manner.  
 
This platform, this application also optimizes the time and effort it takes to test these new programs. To 
build in the appropriate security within them as they're being developed. And to reuse programs or 
portions of programs. Across multiple projects or even products. So ultimately, they help their customers 
launch new products faster. And higher quality products at that.  
 
So before we move forward. We really got to define. What the heck is dev ops. Now I'll try to keep it 
simple so that we can all collectively understand what does dev ops mean? Dev ops is an IT process.  
 
It's really a mindset that IT professionals can adopt as they're conducting their work…as they're 
developing programs as they are testing these programs and deploying them on servers before and users 
can actually use them.  
 
So dev ops is very, very different from the traditional software development process that used to take 
place in large enterprises and small businesses prior to things going digital prior to things going on to the 
cloud. The traditional software development process consisted of separate teams to do the programming 
versus the testing versus getting these programs are ready to be deployed onto servers. And usually 
there were totally separate teams that would ultimately support these programs once they will launch 
…support these products once the end user started using. Dev ops is a process that brings all of these 
teams together.  
 
And actually in many ways, merges them together where they have a collective responsibility for all of this 
work. Throughout all of the phases of the software development or product development leading into 
testing and deployment. And post production support.  
 
Dev ops helps organizations adopt a much more nimble software development life cycle. Ultimately it 
improves the speed at which these products are developed. It improves the quality that's built into these 
products as they are being developed. It reduces the overall cost for developing these products that are 
dependent on software programs.  It improves the efficiency of these teams.  
 
And ultimately it results in a better customer, a better end user experience.  
 
As we know today, one of the major secular tailwinds is businesses across the world are going digital. 
They're migrating to the cloud. They're going mobile. They're adopting artificial intelligence and machine 
learning capabilities. Within their technology operations and dev ops enables an organization, enables a 
business to take an accelerated path.  
 
Through this digital journey, ultimately, hopefully leading to business performance and success. And 
Gitlab is a company that sells a platform that supports teams that operate under this dev ops 
environment.  
 
At the simplest level. Gitlab is a repository where software developers save and edit their computer 
programs.  
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Multiple teams can access and enhance these programs. They can collaborate on these software 
programs as they're being worked on. The Gitlab system maintains version control and security of these 
code bases. The platform has in-built testing and bug finding capabilities. And the platform can also get 
these programs ready for deployment for final end user usage.  
 
Gitlab can be used off of the cloud. Or it can be hosted on premises within a customer's data center. So 
it's a very flexible platform in terms of adapting to what the customer really needs. The platform is cloud 
agnostic. They support multiple clouds. They work with Microsoft Azure. They work with Google cloud as 
well as with Amazon's AWS.  
 
Gitlab eats its own dog food in a sense that they operate on a dev ops environment. And they use their 
own platform to do all of their software development and product launches. They release a new version of 
their software on the 22nd of each month. And they've been doing this for the last nine years. So that's 
over 130 consecutive monthly releases of new products or product enhancements to the Gitlab platform.  
 
The innovation that's built into the Gitlab platform and any enhancements that are custom created by the 
user community. All of these are available to all of the users of the platform across the globe through 
software libraries.   
 
They sell the product in three tiers. There's a free version of the product that typically brings in users and 
developers that are interested in really just trying out what Gitlab is all about. And over and above that 
they have 2 paid subscription tiers called premium and ultimate. And each of these come with enhanced 
capabilities and additional services that the company provides.  
 
The company was founded in 2011 and is headquartered in San Francisco, California.  
 
The IPO in October, 2021 at a price of about $77.  
 
The company trades on the NASDAQ under the symbol. G T L B.  
 
Gitlab has over 1,600 employees in 65 countries. But interestingly enough, they have no corporate 
headquarters. The entire workforce works a hundred percent remotely. And this has been the case since 
the company's early days. In fact, the observation was made that they created a pandemic ready 
company well before we were even hit by the COVID 19 pandemic.  
 
Gitlab has a market cap of about $8 billion. And they have annual trailing 12 month revenues of about 
$333 million.  
 
The company has traded as high as $137 since its IPO.  But most recently you can find Gitlab in the high 
forties, low fifties.  
 
The last earnings report was published on September 6th, this year. And the stock has a short float of 
about 7%.  
 
Now let's take a look at their business fundamentals. And in order to do that, we will refer to the financial 
map that's attached to this episode.  
 
Quarterly revenue is trending up nicely on a dollar basis as well as on a year, over year basis.  
 
On a trailing 12 month basis revenue is also trending up nicely on a dollar basis and a year-over-year 
basis.  
 
RPOs trending up on a dollar basis. But it seems to be trending down over the last three quarters on a 
percentage basis. Now to be honest, I don't think we've got enough of data to truly understand the 
longterm trendier.  
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So even though RPO looks like it's trending down from a year over year growth perspective. I just don't 
think we have enough of data to really understand the long-term trend.  
 
Subscription revenue is trending up. On both a dollar and a year over year growth percentage basis. 
Subscription revenue is about 88% of total revenues. And we really liked this because it provides 
recurring top-line revenues.  
 
Deferred revenue is also trending upwards dollar-wise, but we don't have enough of data to truly 
understand the percentage-wise long-term trend.  
 
So overall. Some decent top-line growth, but too soon to truly understand long-term trends. And looking 
at estimates for the next four or five quarters, it seems like there is some risk of a slowdown.  
 
Margins have been flat for the past two years. I'm going to take that as a good thing for a young company, 
because they should be and they are focused on top line growth. Gross margins are very high in the high 
eighties. That's great. I really liked that.  
 
Why do we like high gross margins? We like high gross margins because one it shows that to some 
extent they have pricing power in the market. They don't need to be providing huge pricing discounts in 
order to win business. Two it demonstrates a low cost of sales in the sense that the cost to produce the 
product and sell it to new customers is very low.  
 
And three it gives the company flexibility further down the income statement. So it gives them flexibility to 
invest in R and D and product development. It gives them flexibility to enhance their sales machine so 
that they can sell more and sell more effectively. And it also gives them flexibility to invest in other parts of 
the business, perhaps in a new segment or a new vertical or a new product line or a new set of markets. 
So bottom line high gross margins are good because they give the company more flexibility to continue to 
invest in and grow the business.  
 
Cashflows cash flows have been flat for the past two years. Even free cash flow per diluted share has 
stayed flat for the last two years.  
 
Taking a look at expenses. Their selling and general administrative expenses have slowly crept up for the 
last two years. Ideally, I want to see those expenses get lower over time, not creep up. They are 
expecting an increase in expenses through the rest of the year and going forward due to the resumption 
and business travel. So we could continue to see a trending upwards in overall expenses  
 
Stock-based compensation has increased over the same timeframe. But thus far as a percentage, it 
seems reasonable to me.  
 
Taking a look at their balance sheet. They seem to have a healthy balance sheet with cash of about $930 
million and almost no debt. So a debt to cash ratio of very close to zero is a very healthy situation in my 
book. This healthy balance sheet gives them further flexibility to invest in the business. Based on their 
current cash burn rate, they seem to have about six to eight years of cash on hand.  
 
Institutional ownership is currently at 72%. They IPOed less than 12 months ago. So we have maybe two 
quarters of  institutional ownership data. It's just too early to tell what the longterm trend is here.  
 
The company has 140 million outstanding diluted shares. There was a big jump in Q4 last year and Q1 
this year in the number of outstanding diluted shares. And this was due to the IPO that took place last 
year and due to a lockup expiration that happened in Q1 this year.  
 
So looking at forward growth rate estimates, it seems that their revenue growth is going to slow down 
from a current 74% year over year growth rate to potentially even as low as the thirties or forties by this 
time next year.  
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When asked about the volatility in the macro economic environment the company leadership, including 
the CFO specifically has reiterated multiple times that they've not seen any impact to their business. The 
current environment is not slowing down their customer's decisions to buy. It is not elongating their sales 
cycles they're buying cycles. In fact have actually sped up across all the businesses that they support. 
And they continue to see strong win rates. This is what caught the eye of investors when they reported 
the acute to earnings report. And the stock was subsequently rewarded.  
 
Looking at valuations for the company. When we take a look at enterprise value and gross profits, they 
score 14 points, which is relatively cheap. When taking a look at enterprise value, gross profits and 
forward growth rate, they score 25 points, which is also cheap. Morningstar gives them a fair market value 
of $74, which is higher than the current stock price. And we can't really calculate a PE or a price to 
earnings ratio because they are not yet profitable.  
 
I scored the company using my Beachman scoring algorithm and they scored 18 points. Which is slightly 
above the middle of the pack and a pretty decent score in my book. And that's why I decided to take a 
closer look at this company. Because it's my intention to identify stocks that are on an upswing across the 
many dimensions that I considered important.  
 
Now let's talk about market share. According to Gitlab own recent report their current Tam is estimated at 
about $40 billion. TAM, meaning total addressable market.  
 
In 2021, this particular market that they serve was sized at about $8 billion. It's expected to grow to about 
$40 billion by the year 2025.  
 
85% of the companies they surveyed for that report use at least two DevOps tools. 69% of these 
companies want to consolidate to one tool or a platform like Gitlab. so it sounds like the company has 
some tremendous room to grow and grab market share in this space.  
 
A recent Gartner report also corroborated this information. What they found was by the year 2024, 60% of 
the companies they surveyed will be switching from multiple it software development tools to 1-2 
streamlined platforms like Gitlab.  
 
There are over 20 million software developers and this number is expected to rise to about 45 million by 
the year 2030. Dev ops is practiced by about 36% of software development teams all over the world.  
 
Currently Gitlab has about an 8% market share in the dev ops space. They are in fourth place after open 
source based Git. After GitHub, which is owned by Microsoft. And after a Bit bucket, which is owned by 
Atlassian.  
 
As the world moves towards more and more digitization complexity is increasing for these migrations and 
for developing software products in these highly digitized environments. You've got more projects running 
at the same time. You have more teams that are collaborating on these projects. These teams are using 
more and more sophisticated tools. And so more integrations are needed between these disparate tools 
and across these teams that are collaborating. And these are some of the issues that Gitlab solves with 
the Gitlab platform.  
 
Some interesting customer use cases were highlighted by Gitlab in the Q2 earnings report.  
 
Travis Bookings increased developer velocity when they adopted Gitlab platform and they were able to 
cut costs by 20%. Airbus another Gitlab customer started releasing new features 144 times faster after 
they adopted Gitlab. They were able to decrease their new enhancement or the new product release time 
from 24 hours to 10 minutes.  
 
A recent Forrester 2020 study showed that Gitlab delivers a 407% ROI to their customers within the first 
three years of deployment.  
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As I mentioned before, Gitlab works with a variety of partners. They work with all of the hyperscalers. 
Amazon Google and Microsoft. These hyperscalers view Gitlab as an accelerant for customers that want 
to move to the cloud. So they're always interested in partnering with Gitlab, to bring on new customers 
onto the journey to digitization and the journey towards the cloud. Gitlab also works with large global 
system integrators like IBM and Accenture.  
 
GitLab's ultimate tier, which is their highest price tier continues to be their fastest growing tier and 
currently represents about 39% of their ARR in Q2. This is up from about 29% last year at the same time 
Currently about 39% of their ARR comes from SaaS deployments, which is customers using their platform 
over the cloud. This is also up from 26% a year ago,  
 
The company services customers in a wide variety of verticals, like finance, retail, technology, public 
sector, transportation, and healthcare. They serve over 5,800 customers around the world. 593 of these 
customers are large customer that are spending over a hundred thousand dollars per year with the 
company. The US accounts for more than 80% of their revenue. So about 20% is coming from outside 
the US  
 
In terms of competition according to Gartner, they have very, very strong competition from other DevOps 
tool providers and software development providers. I already mentioned Git and GitHub and Bitbucket on 
top of that you've got IBM with their Red hat product. You've got Microsoft with their Azure DevOps 
product. You've got other tools like Jenkins and Jfrog that are also strongly competing against GitLab in 
this space. And some of these competitors score higher ratings than GitLab in industry studies. Even on a 
recent analyst call GitLab CEO mentioned that only 20% of their platform is what he would consider best 
in class . 
 
The company also competes with other leaders in adjacent verticals. So for example, they compete with 
Datadog in the application tracking and log management space. They compete with Crowdstrike and 
Zscaler and even CloudFlare and HashiCorp and Pager duty and Dynatrace and Splunk in each of their 
specific verticals. So there's no lack of competition that's working towards trying to take down GitLab.  
 
GitLab was not featured in the 2022 Gartner magic quadrant for APM and observability. They were also 
not featured in the magic quadrant for security service edge. They were featured in the magic quadrant 
for enterprise agile planning tools and application security testing, but they were not in the leaders 
quadrant. They were in the challengers quadrant for each of these two ratings by Gartner. So bottom line 
GitLab is trying to add more and more features to their platform to gain market share. But as they do that, 
these features are not strong enough or good enough to compete with the best in class competitors within 
those verticals. And this leads to them taking on a lot of competition across multiple verticals within this 
DevOps space. And this leads to a very, very fragmented market strategy for the company. 
 
Analysts are bullish on the stock. I looked at ratings by about 16 analysts and 14 of them have it rated as 
a buy or a strong buy.  
 
The software application development market space is expected to grow only about 8% per year leading 
up to the year 2025.  
 
So what's my take on the company. Well, I do like a few things about GitLab, but there are many more 
things that I'm concerned. 
 
I like that they have a strong developer following. And once these users, once these developers use the 
product, they tend to stick with it. They have a nice flywheel effect and a land and expand model that 
seems to be working. 
 
Once you start using GitLab in your IT operations. It's very hard to migrate from that tool onto something 
else because your developers and your IT staff are already used to using that tool. This tool is so core to 
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the work that they do on a day to day basis, developing code, writing programs, making changes, testing 
them, and deploying these changes to the end user. 
 
GitLab is a product that supports them throughout this entire life cycle. And these code libraries, they 
build up over time and once you've built up a code library that has all of the code that you like to use and 
reuse, it's really hard to replicate that and replace that in a new platform. 
 
I like their high gross margin. I think it gives them a lot of flexibility to continue to invest and grow their 
business and they have a strong cash position that compares very favorably to their ongoing cash burn 
rate  
 
So what am I concerned about with respect to Gitlab?  they're a very young company and their future is 
not certain in terms of top line growth and bottom line margins and profits. There's just not enough 
historical business data for us to truly understand the long term trends that this company is facing. 
 
We don't know when they're gonna be profitable right now. They are focused solely on top line growth 
and they have very, very strong competition across the industry and competition that has deeper pockets 
to compete. The application development industry is a very mature industry. And DevOps is a relatively 
new concept and adoption is growing, but it's still in its nascent stages and GitLab platform is not rated as 
the best in class in many of the verticals that they serve. 
 
Now each of these concerns is worrying in their own, right. But when you take a look at them collectively, 
it's really, really hard to ignore the challenges that this company is going to face as they try to gain market 
share and achieve some sort of leadership position in this space. 
 
So what's my plan with respect to GitLab. What's Beachmans Plan? 
 
At this point, I am definitely not interested in GitLab and I don't intend to keep it on my watch list. It is just 
not the type of technology company that I like to invest in. Tools like these see very high adoption early 
on in their life cycle. And then they either fizzle out or they tend to get bought out and integrated into 
larger software tools suites. GitLab is just not the right company for my portfolio at this time. I also couldn't 
find an existing holding that I would be willing to replace with GitLab. Remember as a final check, I always 
do a company A to company B compare to decide whether I'm willing to replace something that I own with 
a new company that I'm evaluating as a possible buy and in the case of GitLab, I just couldn't find myself 
selling an existing position and putting that money into GitLab because I had a higher level of confidence 
in that company and their future prospects.  
 
Thank you for joining me on this episode of my podcast. Again, I truly appreciate you tuning in  
 


