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Lumen Technologies Stock Analysis — NYSE: LUMN

Quick Summary & Comparison

| started this analysis with a positive thought:

If the current yield of 10% is sustainable, then it will soon be a 5% yield. Thus, the
investment thesis would be that you get paid 10% while you wait for 100% upside — what can
beat that, right?

Then | started to look for the key drivers and found the following:

The management is focused on managing what they have — in the book Common
Stocks and Uncommon Profits, Fisher describes how what makes a great investment
is when the business grows faster than the underlying industry. For that you need a
competitive advantage, a way to increase margins, a way to beat the competition and
keep beating it etc. All characteristics not present with Lumen Technologies which
makes the stock a possible ugly value investment because they are focused on
defense. But defensive playing is a reason why the yield is 10%.

Missing margin of safety - Ugly value investments are a buy when you have a large
margin of safety, you are buying well below book and whey you know that whatever
happens you will be ok. Another thing LUMN doesn’t have because if inflation goes
up, Lumen will not be able to increase prices due to the high competitiveness if the
environment, the degradation of the legacy copper business while costs will go up.
Further, if following inflation, interest rates go up, the already junk rated debt could
get junkier and things could get even funkier. Not saying it will happen, but that it can
happen.

Junk debt - Keep in mind we are looking at a highly leveraged company within the
best time ever for below investment grade companies to borrow — if junk doesn’t
shine now, with rock bottom rates, I don’t know when it will. Big part of the debt is
variable rate.

10% return expected - Lumen’s intrinsic value for a 10% investing return is around
the current valuation which makes it a potentially great investment compared to zero
interest rates. So, we could say LUMN stock is undervalued and cheap. But, really see
how it fits you because no matter how small the chance for the ugly scenario to
develop is, it could develop, and that is something to always keep in mind. Are you
still ok if the negative scenario develops? If yes, then you can invest and your
portfolio exposure will be in line with the risk.

My personal perspective; this is investing, you look and look, and the goal is to turn
100 stones to find one that will look decent, follow that one, and over 10 years you
have 30 decent stones that you follow of which 10 will likely make amazing
investments at some point in time over a decade. Lumen looks good, but it is just not
for me because it involves timing on debt and competition, macro betting on rates,
and playing in a highly competitive, capital intensive environment with fast
developing technologies.
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Lumen Technologies stock price and history overview

Lumen Technologies was named in 2020 when Century Link changed its name. In 2016
Century announced a $25 billion acquisition of Level Three Communications which was the
largest acquisition of many over the last 4 decades for Century Link (the $12 billion
acquisition of Qwest and 2008 $6 billion Embarq stick out).

A lot of acquisition mumbo jumbo and the stock is now where it was in 1992, the market cap
is $11.25 billion and it is time to make a deep value dive to see whether this is a strong buy,
or a stock to avoid because of too much risk.

Centurylink Inc
+ Foll
NYSE: LUMN

10,16 usD -0,090 (0,88%) +
Closed: 18 Dec, 19:55 GMT-5 - Disclaimer
After hours 10,21 +0,050 (0,49%)

1 day 5 days 1 month 6 months YTD 1 year 5 years Max

50 10,66 USD 15 May 1952

1993 1993 2003 2008 2013 2018
Open 10,26 Div yield
High 10,37 Frev close 10,25
Low 10,10 52-wi high 15,30
Mkt cap 11,25B 52-wik low 816
PIE ratio

Lumen Technologies stock price
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Lumen Technologies business overview
Lumen is a combination of old and new. We have Century Link, the legacy copper based
services, and we have fiber, 450k miles of fiber routes across the globe.
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A new unified platform
for accelerating
application-driven
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Legacy copper-based
services managed for
optimal cost and
efficiency.
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Edge Computing

& Hybrid Cloud
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detection and response
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450K 170K+ 2,200 100+ <5ms
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|
Lumen Financial Information

« NYSE ticker changes from CTL to LUMN  No other financial changes as a result of this announcement

Lumen Technologies Overview — Source: Lumen IR

Lumen is banking on data requirement growth and offering the following:


https://s24.q4cdn.com/287068338/files/doc_downloads/2020/09/Lumen_Investor-1pager_2020-09-11_Final.pdf
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Lumen is Well-positioned for the Platform

Global fiber route miles

Low-latency connectivity with
broad reach

Next-gen
applications require >

Internet AS’s connected

Deepest peered IP network in the
world

g

Public and Private data
centers on-net globally

Dynamic connections to
cloud providers

Edge compute nodes underway

Designed to cover > 98% of U.S.
enterprise demand within 5ms of
latency

OO

Lumen Technologies business overview — Source: Lumen IR Presentation

Lumen’s product offerings:

Lumen product offerings
A deep portfolio of solutions and services

ADAPTIVE
NETWORKING

Hybrid Networking
* Intemet

* MPLS/IP VPN

+ SD-WAN

+ Broadband

» Ethemet

* Wavelength

Business Bundles
» Business Internet
+ Business Wi-Fi

» Fiber+ Internet

Content Services
+ CDN
» Vyvx Broadcast Services

EDGE CLOUD &
IT AGILITY

Cloud Services

+ Managed Hosting
+ Data Centers

Edge Computing Services
* Dynamic Connections

+ Edge Compute

+ Virtual Edge Compute

Integrated Solutions with
Cloud Applications

+ Big Data as a Service

* Internet of Things

* SAP Ecosystem

+ Resiliency Services

CONNECTED
SECURITY

Network Security Services
+ Adaptive Network Security
+ DDoS Mitigation Service

Premises Security Services

+ Managed Firewall
+ Managed Web Application Firewall

Analytics & Threat Management

+ Security Log Monitoring &
Management

+ Adaptive Threat Intelligence

+ Rapid Threat Defense

+ Incident Management & Response

Professional Security Services

+ Consulting & Advisory

* Risk & Compliance Management

+ Security Device & Operations
Management

'@z MANAGED SERVICES & CONSULTING

Q COLLABORATION

=

VolP

» Voice Complete

* Hosted VoIP

» Enterprise SIP
Traditional Voice

Unified Communications

Contact Center

Managed Services | Advanced Managed Services | Custom Managed Services

' LUMEeN

2020 Lumen Technologies. Al Rights Reserved.

Lumen Technologies product offerings — Source: Lumen IR Presentation

We could say Lumen is focused on what works at the moment and that could be another
reason for the negative sentiment surrounding the stock. The world we live in is focused on
growth. Even Morgan Stanley discusses how SpaceX will dominate global communications
with satellites. So, on one hand you have space promises and on the other hand you have
earthly cash flows. The investing decision should be easy but the space cowboys are getting
richer day by day.


https://s24.q4cdn.com/287068338/files/doc_presentations/2020/09/Lumen-Company-Overview_Final_2020_09_14.pdf
https://s24.q4cdn.com/287068338/files/doc_presentations/2020/09/Lumen-Company-Overview_Final_2020_09_14.pdf
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Morgan Stanley expects SpaceX will
be a $100 billion company thanks to
Starlink and Starship
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* |n Morgan Stanley's base case, SpaceX's rockets business reaches an $11.7 billion down $6(
valuation while its Starlink satellite internet business grows to $80.9 billion, and the checks a*
company adds point-to-point space travel as an $8.7 billion value. better tha

Starlink satellite internet business — Source: CNBC

KEY * Morgan Stanley doubled its long-term valuation estimate for Elon Musk's SpaceX on
POINTS Thurscay, now expecting the company to be worth at least $100 billion some day.

* “SpaceX continues to solidify its place as ‘mission control’ for the emerging space
economy,” Morgan Stanley analyst Adam Jonas wrote.

However, if you read what they say, space is not competition as the expectation is that space
internet will be used by 5% of the global population by 2040. By 2040 the global population
will be 20% larger, so there will still be business for old companies using super speed fiber.

Morgan Stanley expects Starlink will burn about $3 3 billion in cash before it
turns cash flow positive in 203 1. But at that point the firm expects Starlink’s
subscriber base will have grown substantially. Morgan Stanley estimates
Starlink will capture as many as 364 million subscribers by 2040 - or nearly
5% of the current global population. At that point, Morgan Stanley estimates
Starlink will bring in $21 in monthly revenue per customer - as opposed to a

current estimated $25 per month.

“In recent months, SpaceX’s Starlink project has continued to widen the lead

vs. its LEO mega-constellation peers in several key areas,” Jonas said.

Starlink satellite internet business — Source: CNBC

Back to business after the space digression.


https://www.cnbc.com/2020/10/22/morgan-stanley-spacex-to-be-100-billion-company-due-to-starlink-starship.html
https://www.cnbc.com/2020/10/22/morgan-stanley-spacex-to-be-100-billion-company-due-to-starlink-starship.html
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Lumen Technologies business in numbers
The above is translated into the following revenue contributions.
Consolidated Revenue

The following table summarizes our consolidated operating revenue recorded under each of our eight
above described revenue categories:

Year Ended Year Ended
December 31, % Change December 31, % Change
2019 2018 2018 2017
(Dollars in millions) (Dollars in millions)

IP and Data Services ....... $ 7,000 6,961 1% 6,961 3,594 94%
Transport and

Infrastructure . ... .......... 5,203 5433 (4)% 5433 3,663 48%
Voice and Collaboration . .. .. 4,021 4,309 (7)% 4,309 3,304 30%
IT and Managed Services ... 535 624 (14)% 624 644 (3)%
Broadband . ... .......... 2,876 2,822 2% 2,822 2,698 5%
Voice ..., 1,881 2173 {13)% 2173 2,531 (14)%
Regulatory . ............... 634 729 (13) 729 731 —%
Other ..., 251 392 (36)% 392 491 (20)%
Total operating revenue . . ... $ 22,401 23,443 (4]%\ 23,443 17,656 33%

Lumet Technologies revenues per segment — Source: Lumen Technologies 2019 Annual
Report

Over 2020, the situation hasn’t improved much but keep in mind this is the Covid year where

SMB revenues, which are a significant part of Lumen’s revenue split are particularly hit.

3Q20 Revenue

Wholesale
SMB
Intemational & GAM:" 5835 (26%) 1.6%)
Enlesprisa 1438 08% 0.4%
SMB 5635 (5.8%) (1.7%)
Whelssale $948 (ET%) 0.1%
Consumes 51309 (4.1%) 10.5%)

Enterprise

iGAM

19) O 3 comatiant oumency' banin, IGAM Secined 1 8% Yo snd 3.4% 0ol
2] Moty orisn recmafication tue 0 sccouning chinges e n T bl quirie: of J000, sich were emounced in T Companry's B-K repon e e the SE£G on A 30, F000

» LUMeN

Iadeasd: M. 4, 2020

Lumen Q3 2020 revenue — Source: Lumen Q3 2020 presentation

Just a quick look at the revenues and you immediately see the issue, there is no growth which

should make Lumen a no growth, cash cow investment; something not cool these days as we
have seen above given the growth focus.


https://s24.q4cdn.com/287068338/files/doc_financials/2019/CenturyLink-2019-Annual-Report-and-2020-Proxy-Statement.pdf
https://s24.q4cdn.com/287068338/files/doc_financials/2019/CenturyLink-2019-Annual-Report-and-2020-Proxy-Statement.pdf
https://s24.q4cdn.com/287068338/files/doc_financials/2020/q3/3Q20_LUMN_Earnings-Presentation_v2020-11-04_FINAL.pdf
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The key here is that costs have declined faster than the revenues. Goodwill impairments are
not a cash cost. Lumen knows that due to the high competition and actual overcapacity in the
sector, and those constant technological improvements that, for example, enable me to work
form a 5 house village somewhere in the Slovenian mountains with a copper line, make it
really hard to make money by having competitive advantages for the long-term.

Operating Expenses
These expense classifications may not be comparable to those of other companies.

The following tables summarize our operating expenses:

Years Ended Year Ended
December 31, % Change December 31, % Change
2019 2018 2018 2017
(Dollars in millions) (Dollars in millions)

Cost of services and products
(exclusive of depreciation and
amortization) ..............§ 10,077 10,862 (7Y% 10,862 8,203 32%
Selling, general and
administrative . ......._.... 3,715 4,165 (11)% 4,165 3,508 19%
Depreciation and
amortization . .........0iann 4,829 5,120 (B)% 5,120 3,936 30%
Goodwill impairment ........ 6,506 2,726 139% 2,726 — nm
Total operating expenses .... 5 25,127 22873 10% 22,873 15,647 46%

nm Percentages greater than 200% and comparison batween positive and negatives values or toffrom zero values are considerad not
rmeaningful.

B-10

Lumen Technologies revenues per segment — Source: Lumen Technologies 2019 Annual
Report
With such businesses, earnings are not the key, the key are the cash flows because you make

a big upfront investment that you depreciate over time which is a non-cash expense and
therefore earnings are one thing, while cash flows are another thing.

Given the declining costs, EBITDA is growing which means that the savings from the merger
work and the company can optimize on costs — but you can only do that for so long!


https://s24.q4cdn.com/287068338/files/doc_financials/2019/CenturyLink-2019-Annual-Report-and-2020-Proxy-Statement.pdf
https://s24.q4cdn.com/287068338/files/doc_financials/2019/CenturyLink-2019-Annual-Report-and-2020-Proxy-Statement.pdf
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Year Ended December 31,
2019 2018 2017
(Dollars in millions)

Operating revenue

International and Global Accounts . ..................... &% 3,596 3,653 1,382
Enterprise . ... ... . i 6,133 6,133 4,186
Smalland Medium Business . ... .............iiiiinn. 2,956 3,144 2,418
Wholesale . ... .. ... .. ... .. 4,074 4,397 3,026
[0 a T4 3= 5,642 6,116 6,451
Total segmentrevenue .. .......... ... ...t B 22,401 23,443 17,463
Operations and Otheri!) ... ... .. . i i — — 193
Total operatingrevenue .. ........... ... ... ......... % 22401 23,443 17,656

(1)  On May 1, 2017 we sold a portion of our data centers and colocation business. See Note 3—Sale of Data Centers and Colocation
Business to our consclidated financial statements in ltem 8 of Part || of this report, for additional information.

Reconciliation of segment EBITDA to total adjusted EBITDA is below:

Year Ended December 31,
2019 2018 2017
(Dollars in millions)

Adjusted EBITDA

International and Global Accounts ... ................... % 2,286 2,341 821
Enterprise .. ... . 3,490 3,522 2,456
Small and Medium Business . ... ... ... . .. i 1,870 2,013 1,581
Wholesale . . .. .. ... ... i 3,427 3,666 2 566
CONSUMEBT . ...t e e e 4,914 5,105 5,136
Total segmentEBITDA . ... . ... .................... 8 15,987 16,647 12,560
Operations and Other EBITDA . .. ... ... .. ... .. ....... (7,2186) (8,045) (6,504)
Total adjusted EBITDA ... ... ... . . i 3 8,771 8,602 6,056

For additional information on our reportable segments and product and services categories, see Note 17—
Segment Information to our consolidated financial statements in Item 8 of Part Il of this report.

Lumen Technologies EBITDA — Source: Lumen Technologies 2019 Annual Report

From EBITDA we have to deduct taxes, interest expenses and investments to get to free cash
flows. Lumen has huge past net operating losses, so if it is profitable, it has the possibility to
pay less taxes. However, that benefit declined significantly when Trump lowered taxes and
should totally be exhausted in two to three years according to the CEO in the last conference
call. So, | would say that we should add $500 million in taxes per year from 2023 onward.


https://s24.q4cdn.com/287068338/files/doc_financials/2019/CenturyLink-2019-Annual-Report-and-2020-Proxy-Statement.pdf
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CENTURYLINK, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,
2019 2018 2017
(Dollars in millions)

OPERATING ACTIVITIES
Met (oss) IMCOME . . 3 (5,269) {1,733) 1.389
Adjustments to reconcile net (loss) Income to net cash provided by operating activities:
Depreciation and amortiZation . .. .. ... e e 4,829 5,120 3,836

6,506 2,746

Impairment of goodwill and other assets .. ..., ......... —
440 522 (931)

Deferred income taxes . ... .
Loss on the sale of data mnl.ers am:l -:.olocaunn buslness — — g2
Provigion for uncollectible accounts . 145 153 176
Met (gain) loss on early retirement and modlﬁcatlan nr‘ r:lsbI (72) 7 5
Share-based compensation .. . 162 186 111
Changes in current assets and Ilahulll.nes
Accounts recelvable . (5) 25 kjl
Accounts payable . e (261) 124 (123)
Accrued income and other taxes . ... ... .. . 20 75 54
Other current assets and liabiliies, net . ... ... ... (32) 127 (614)
Retirement benefits . - e (12) (6ET) (202)
Changes in other nonmrmnl assets and Ilahullhas nst ________ 245 329 (174)
Other, net . (16) 18 138
Met cash pmvlded by npsranng actlwtles ............................................. 6,680 7,032 38T
INVESTING ACTIVITIES
Capitalized expendilUngs .. ... ... .. e iaiaeeaeaaaa. (3,628) (3,175) (3,108)
Cash paid for Level 3 acquisition, net of $2.3 billien cash acquired . ... .. ... .. .. ... ....... — — (7,289)
Proceeds from sale of property, plant and equipment and otherassets .. ... ... ... ... ....... a3 158 1,529
Other, net . . [35) (61) (5)
Net cash usad in |rwesl|ng aﬁ:uwtlns ................................................. {3,570) (3,078) (8,871)
FINANCING ACTMITIES
Net proceeds from issuance of lomg-term debt .. .. .. ... ... ... 3,707 130 8,398
Procesds from financing obligation (Mete 3) . . ... — — 356
Payments of long-term deblt . ... .. (4,157) {1,936) {1,963)
Met proceeds (payments) on credit facility and revolving line of credit . . .. ... ... ... ... ... ... (300) 145 35
Dividends pald . . {1,100} (2,312) {1,453)
Other, net . [61) (50) (17)
Met cash {used i) pmunded hy T'nanclng activities .. ... e {1,911) (4,023) 5,356
Met increase (decrease) in cash, cash equivalents and restricted cash ... ... .. ... ... ....... 1,199 (69) 363
Cash, cash equivalents and restricted cash at beginning of period . .. ... ... ol 518 587 224
Cash, cash equivalents and restricted cash atendofperied . .. ... ... ... ... ... ... ......... § 1,717 518 587
Supplemental cash flow information:
Income taxes recehved (paid), met ... ... ... T T A —- 1 34 674 (392)
Interest paid (nat of capitalized interest of $T2 353 and $7E}| _______________________________ 3 {2,028) (2,138) (1,401)
Cash, cash aguivalents and restricted cash:
Cash and cash equivalents ... ... .. ... ... . ... ... ............. % 1,680 488 551
Restricted cash - GUMMBAL _ . . . e 3 4 5
Restricted cash - moRCUrment .. .. e 24 26 3
0= $ 1,717 518 587

See accompanying notes to consolidated financial statements.

Lumen Technologies cash flow - Source: Lumen Technologies 2019 Annual Report

Back of a napkin, when we adjust, cash flows from operations are $6.6 billion. | deduct the
$3.6 billion of capital investments and | get to cash flows of $2.9 billion. In 2019 the
company has used that to lower debt by $0.5 billion, pay a dividend of $1.1 billion and
increase its cash position.

$2.9 billion in cash flows on a market capitalization of $11.2 billion is an amazing return. But
there are two key issues that work against each other to check before calling this a great
investment:

e The long-term outlook for the cash flows (competitive pricing, consumer stickiness,
disruption)
e The debt pile and situation (interest rates, timing and refinancing options)


https://s24.q4cdn.com/287068338/files/doc_financials/2019/CenturyLink-2019-Annual-Report-and-2020-Proxy-Statement.pdf
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Let’s look at the business outlook, the competitive advantages, the risks first and then see
about the fundamentals before making an investing stock valuation.

Lumen Technologies business outlook

The outlook for landlines is not good as we are all going wireless. What is left is the global
fiber part and the key business offerings. They own fiber cables across the globe and in big
cities like London for example.

Given that the data usage is strong, it is likely the business will remain ok, not grow that
much because the technological improvements constantly lower prices. So, flat would be
great.

Figure &: Price per Mbps (USD) and shipment quantities for long haul DWDM
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If they could slow down voice decline and keep other things like IP and Data stable,
alongside transport and infrastructure, we could be looking at a stable business over the next
5 years. Unfortunately, the outlook is uncertain but well skewed to the positive as we use
more and more data online.
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Consolidated Revenue

The following table summarizes our consolidated operating revenue recorded under each of our eight
above described revenue categories:

Year Ended Year Ended
December 31, % Change December 31, % Change
2019 2018 2018 2017
{Dollars in millions) (Dollars in millions)

IP and Data Services ....... 5 7,000 6,961 1% 6,961 3,594 94%
Transport and

Infrastructure . ............. 5,203 5433 (4)% 5,433 3,663 48%
Voice and Collaboration . . . .. 4,021 4,309 (7)1% 4,309 3,304 30%
IT and Managed Services ... 535 624 (14)% 624 644 (3)%
Broadband ................ 2,876 2,822 2% 2,822 2,698 5%
VMoice ...t 1,881 2,173 (13)% 2,173 2,531 (14)%
Regulatory . ............... 634 729 (13)% 729 731 —%
Other ...........coovvo... 251 392 (36)% 392 491 (20)%
Total operating revenue . . . .. $ 22,401 23,443 (4)%Y__ 23,443 17,656 33%

Lumet Technologies revenues per segment — Source: Lumen Technologies 2019 Annual
Report
Another problem is that the business is 2/3 Century Link, which was always cheap and 1/3

Level 3. After the merger, the market stayed with seeing the company as Century Link,
despite the name change. And the stock just got cheaper and cheaper.

Historical Multiples Imply Higher Value for Fiber Assets

Historical Trading Multiples
(Diluted TEV - Outstanding/LTM EBITDA)

CenturylLink Level 3

Mar-16 lun-16 Sep-16

AV -
7~ Centurylink

Lumen Technologies presentation



https://s24.q4cdn.com/287068338/files/doc_financials/2019/CenturyLink-2019-Annual-Report-and-2020-Proxy-Statement.pdf
https://s24.q4cdn.com/287068338/files/doc_financials/2019/CenturyLink-2019-Annual-Report-and-2020-Proxy-Statement.pdf
https://s24.q4cdn.com/287068338/files/doc_presentations/2020/The-Platform-for-a-Digital-World-Driving-Greater-Value-with-CenturyLink-Fiber-Investments.pdf
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Lumen Technologies stock fundamentals
An ugly value play can be bought at below book value at a large margin of safety.
Unfortunately, the balance sheet doesn’t provide any.

CONSOLIDATED BALANCE SHEETS

As of December 31,
2019 2018

(Dollars in millions
and shares in thousands)

ASSETS

CURRENT ASSETS
Cash and cash eguivalenls . . ... L e 3 1,690 488
Restricted cash—ecurrent ... _.... 3 4
Accounts receivable, less allowanca nfsma and $142 ........................................... 2,259 2,308
Assets held forsale ... .. . 8 12
L T 808 918
Total current assets . .. PR 4, T68 3,820
Property, plant and squlpmsnt netnfemumulatsddeprsmaﬂnnofSZQ 346 and$2ﬁa-59 .............. 26,079 26 408
GOODWILL AND OTHER ASSETS
Goodwill . . e e e 21,534 28031
O par At aSE BSOS . . . .. e 1,686 —_
Reslricted L8R . . . e e 24 26
Customer relationships, met . . . e 7,596 8911
Othar intangible assEls, MEL . . . e e 1,971 1,868
Other, net . 1,084 1,192
Tolalguodle and{ﬂwassats .......................................................... 33,895 40,028
TOTAL ASSETS . - 64,742 70,256
LIABILITIES AND STOCKHOLDERS EOUITY
CURRENT LIABILITIES
Current maturities of long-termdebt ... ... ... e £ 2,300 652
Accounts payable ... .. 1,724 1,933
Accrued expenses and omal Ilamlllles
Salaries and benefits . 1,037 1,104
Inmmaandomertam .................................................................. M 337
Current operating lease llabllites .. .. ... 416 —
LT 280 316
Onher . 386 357
Advance bllllngs an:l mstomrdeposlls _______________________________________________________ 804 B32
Total currant labiliBes . . . . e e 7,258 5531
LONG-TERM DEBT . .. . 32,394 35408
DEFERRED CREDITS AND OTHER LIABILITIES
Deferred INCome TS, MBL. . .. L. .ttt et et 2918 2,527
Banefit plan obligations, net . 4,594 4319
Noncurrent oparating lease Ilamllm .......................................................... 1,342 —
Othar . 2,766 2,642
Tntaldafmd nrndltsand cﬂharlabl!l]as .................................................. 11,620 9 488

COMMITMENTS AND CONTINGENCIES (Mote 19)
STOCKHOLDERS' EQUITY

Prefarred stock — non-redesmable, $25 par value, authorized 2,000 and 2,000 shares, issued and

outstanding 7 and 7 shares ... .. .. —_ —_
Common stock, $1.00 gar valua, aumnrlzed 2 .'ZII!E! nm and 1 BIZ!E! DDID shares. rssuad am:l nutstam:llng
1,090,058 and 1,080,167 SKAISE . .. . . ... 1,090 1,080
Additional paid-in capital . 21,874 22 852
Accumulated other mmprehenslua Ioes ....................................................... {2,680) (2,461)
Accumulated deficit . {6,814) (1,643)
Total shckhnlclars am.m ............................................................... 13.470 19.828
TOTAL LIABILITIES AND STOCKHOLDERS EQUITY . e e 5 64,742 70,256

See accompanying notes to consolidated financial statements.

Lumen Technologies balance sheet — Source: Lumen Technologies 2019 Annual Report

If I look at long-term debt, it went down by $3 billion, but the current part of it went up $1.7
billion, pension obligations went up $200 million, deferred income taxes up $400 million so
it is not really lowering debt by $3 billion.

Big part of the debt is variable rate, so yes, they lowered interest expenses but they increase
the risk by going for variable rates.


https://s24.q4cdn.com/287068338/files/doc_financials/2019/CenturyLink-2019-Annual-Report-and-2020-Proxy-Statement.pdf
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[

8 | Total Embarq Corporation and Subsidiaries $1,575
9

0 |Level 3 Financing, Inc.

1 |Level 3 Financing, Inc. Senior Notes 5.375% 16/01/2024 5300
2 |Level 3 Financing, Inc. Senior Notes 5.375% 01/05/2025 800
3 |Level 3 Financing, Inc. Senior Notes 5.25% 15/03/2026 775
4 |Level 3 Financing, Inc. Term Loan B L+1.75% 01/03/2027 3
5 |Level 3 Financing, Inc. Sr. Secured Motes 3.400% 01/03/2027 750
6 |Level 3 Financing, Inc. Senior Notes 4.625% 15/09/2027 1,000
7 |Level 3 Financing, Inc. Senior Notes 4.250% 01/07/2028 1,200
8 |Level 3 Financing, Inc. Senior Notes 3.625% 15/01/2029 840
9 |Level 3 Financing, Inc. Sr. Secured MNotes 3.875% 15/11/2029 750
0

1 |Total Level 3 Parent, LLC and Subsidiaries $10,126
2

3 |CenturyLink, Inc

4 |CenturyLink, Inc. Senior Notes - Series 5 6.450% 18/06/2021 $1.231
5 |CenturyLink, Inc. Senior Notes - Series T 5.800% 16/03/2022 1,400
6 |CenturyLink, Inc. Senior Notes - Series W 6.750% 011242023 750
T |CenturyLink, Inc. Senior Notes - Series Y g 7.500% 01/04/2024 1,000
8 |CenturyLink, Inc Term Loan A L +2.00% 31/01/2025 1,123
9 |CenturyLink, Inc Term Loan A-1 L +2.00% 31/01/2025 i
0 |CenturyLink, Inc. Senior Notes - Series X 5.625% 01/04/2025 500
1 |CenturyLink, Inc. Senior Notes - Series D 7.200% 01/12/2025 100
2 |CenturyLink, Inc. Senior Notes g 5.125% 15/12/2026 1,250
3 |CenturyLink, Inc. Senior Secured Notes 4.000% 15/02/2027 1,250
4 |CenturyLink, Inc. Term Loan B L+225% 15/03/2027 4,963
5 |CenturyLink, Inc. Senior Notes - Series G 6.875% 15/01/2028 425
6 |CenturyLink, Inc. Senior Notes - Series P 7.600% 15/09/2039 219
7 |CenturyLink, Inc. Senior Notes - Series U 7.650% 15/03/2042 470
8 |CenturyLink Revolving Credit Facility L+2.00% 31/01/2025 1,075
9

0 | Total CenturyLink, Inc. $16,377

If the best they can do is to lower debt by $1.5 billion per year. Thus, to lower the debt
significantly they should take 10 years. Over 10 years nobody knows what can happen to the
business and how much will they need to invest to keep it going as is.
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CENTURYLINK, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended December 31,
2019 2018 2017

(Dollars in millions, except per share
amounts and shares in thousands)

OPERATINGREVENUE ............. . ... iciiiiiiiiiuaannn. 5 22401 23,443 17,656
OPERATING EXPENSES
Cost of services and products (exclusive of depreciation and

amOrZation) . ... ... 10,077 10,862 8,203
Selling, general and administrative ... ... . ... o .o o oL 3,715 4,165 3,508
Depreciation and amortization . .. ... ... .. ... ... ... ... 4,829 5,120 3,936
Goodwillimpairment .. ... ... i 6,506 2,726 —
Total operating @Xpenses . ...............ooiiiiiiiiiieannn 25127 22,873 15,647
OPERATING (LOSS) INCOME ......... .0 iiieenn (2,726) 570 2,009
OTHER (EXPENSE) INCOME
INErest BXPENSE . .. ..t e (2,021) (2,177) (1,481)
Other (loss)income, net .. ... ... .. it (19) 44 12
Total other expense, net ......... P (2,040) (2,133) (1,469)
(LOSS) INCOME BEFORE INCOME TAX EXPENSE . .............. (4,766) (1.563) 540
Income tax expense (benefit) ... ... .. ... . L. 503 170 (849)
NET (LOSS) INCOME . e .. 5 (5,269) (1,733) 1,389
BASIC AND DILUTED {LDSSJ EARNINGS PER COMMON SHARE
BA S e ] (4.92) (1.63) 2.21
[ 5 (4.92) (1.63) 2.21
WEIGHTED AVERAGE COMMON SHARES OUTSTANDING
B S e 1,071,441 1,065,866 627,808
8 1,071,441 1,065,866 628,693

See accompanying notes to consolidated financial statements.

Lumen Technologies income statement — Source: Lumen Technologies 2019 Annual Report

Lumen Technologies stock outlook
When it comes to the stock, anything can happen because it is really cheap, plus the
management is really positive about the situation, | know it is their job to be so, but...

Short term catalysts
The short-term catalysts are the high dividend yield, the possible debt lowering and
restructuring alongside delaying concerns about it and business decline.

The company recently announced at private placement of $1 billion with a 4.5% interest rate
maturing 2029. A week ago, Lumen announced the redemption of the Qwest bonds maturing
in 2052 with a 6.125% interest rate at par.

In the Q3 2020 conference call, the CFO said he expects EBITDA growth in Q4 which means
the perception towards the stock might change too.


https://s24.q4cdn.com/287068338/files/doc_financials/2019/CenturyLink-2019-Annual-Report-and-2020-Proxy-Statement.pdf
https://news.lumen.com/2020-11-27-Lumen-Technologies-completes-private-offering-of-Senior-Notes
https://news.lumen.com/2020-12-14-Lumen-Technologies-completes-redemption-of-Qwest-Corporation-Notes
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Despite the overall market uncertainty, we are optimistic about the resilience
of our business and for the fourth quarter, we expect sequential growth in
adjusted EBITDA from $2.19 billion this quarter. Additionally, given continued
progress in our deleveraging initiatives and aided by current market
conditions, we are lowering and narrowing our cash interest expense to a
range of $1.60 billion to $1.65 billion from our previous range of $1.65 billion
to $1.7 billion. Our net cash interest expense this year is expected to be about
$500 million lower compared to 2018. To summarize, our results continue to
highlight that our business and the products we sell are resilient.

We are delivering strong bottom line results while we are leaning in and
investing to improve our revenue trajectory. Our balance sheet and liquidity
position remains strong and are continually improving. We continue to execute
on our capital allocation policy we laid out early last year. We are investing to
position the company for the future, deleveraging to our target leverage range
of 2.75 to 3.25 times and returning over $1 billion to shareholders through the
dividend with a payout ratio that we continue to expect to be in the 30s as a
percentage of free cash flow. With that, we’ll open it up for your questions.
France, will you please explain the process?

Their target is to deleverage to 3 times EBITDA. If EBITDA is $8.5 billion per year, minus
$1.6 in interest rates, minus $4 billion in capex (last two quarters we are at $1 billion), minus
$0.5 for other and taxes, | get to $2.4 billion.

2020 Financial Outlook

m Current Outlook Previous Outlook

Net Cash Interest $1.62 billion to $1.65 billion $1.65 billion to $1.70 billion
GAAP Interest Expense $1.7 billion $1.7 billion
Dividends(#) $1.1 billion $1.1 billion
Depreciation & Amortization $4.7 billion to $4.9 billion $4.7 billion to $4.9 billion
2';::::5“’ SRR $200 million $200 million

Cash Income Taxes $100 million $100 million

Full Year Effective Income Tax ~28% ~28%

Rate

If $1 billion is for the dividends, they have $1.4 left to pay down the debt, which means that it
would take 5 years to lower it to 3 times EBITDA if EBITDA stays where it is. Ok, 5 years of
dividends of 10%, and then lower debt and perhaps a higher dividend, it is still great.

Before | go deeper, this is the most bananas free cash flow calculation | have seen.
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CenturyLink, Inc.
(doing business as Lumen Technologies)
Non-GAAP Cash Flow Reconciliation
(UNAUDITED)

(§ in millions)

3Q20 2Q20 1Q20 4Q19 3Q19

Net cash provided by operating activities $1,794 1,749 1,299 1,809 1,888

Capital expenditures -988 -1,009 -974 -940 -957
) |Free cash flow 806 T40 325 969 931
| |Cash interest paid 426 445 383 522 456
!|Interest income -3 -1 -2 -5 -5
i |Unlevered cash flow $1,229 1,184 706 1,486 1,382
I
) |Free cash flow $806 740 325 969 a3
i |Add back: cash Integration and Transformation Costs 105 51 56 53 52
" |Add back: Special ltems g 12 26 0 0
i |Free cash flow excluding cash Integration and Transformation Costs and Special ltems $917 803 407 1,022 ag3
}
) | Unlevered cash flow $1,229 1,184 706 1,486 1,382
| |Add back: cash Integration and Transformation Costs 105 51 56 53 52
! |Add back: Special ltems G 12 26 o 0

Unlevered cash flow excluding cash Integration and Transformation Costs and Special

Items $1,340 1,247 788 1,539 1,434

Plus, capital expenditures are $4 billion per year and not to $3.6 billion per year as stated in
the annual report cash flow statement.

Plus, there are $200 million for the management every year which is 1/5 of the dividend!
That is a lot. And other transformation costs that are constant.

Apart from the dividend, no great short-term catalysts.

Long-term value

If the business can stay as profitable as it is for longer then great, but there is high uncertainty
around it. They are developing a cloud edge business and we know the competition is high
there.

They are increasing their fiber network only to selected customers where it is most profitable
and the returns are fast — thus again thinking short-term.

With $4 billion in capex, they are investing yes, but others are doing the same so always the
same game.
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Lumen Technologies Stock Valuation
This is how they see themselves:

Valuation Overview

§ in billions, except per share amounts
1Q20LTM Multiple Implied EV
3 Low High Low High
10.0x 12.0x $ 29 § 35
CenturyLink 5.0x 6.0x 37
Consolidated $ 6.6x 7.9x

Using Level 3 as a proxy for fiber assets based on .
hlirlv dicclosed financial res Implied EV
publicly disclosed financial results

- Net Debt @

. . . .. Equity Value
Historical multiples for Level 3 and remaining quity

CenturyLink entities yield a range of Enterprise + Shares Out. ¥
values significantly higher than current market value i
Share Price

or additional information about CenturyLink's debt see note 5 o idated financial statements in

AL -
'-‘:.“:-‘- CenturyLink

Lumen Technologies presentation

The market capitalization should be at least 3 times the current one. But, this is based on
adjusted EBITDA. However, there is EBITDA and then there is reality.

Given the debt will be paid down slowly, the interest rates are tricky (variable or high), I have
taken the dividend to value this because even if they pay down the debt, | am not sure
business will be stable over time.

With a 10% discount rate | get to a fair valuation at current levels. That is great because the
return from here should be 10% and that is great return especially as it is through a dividend.

? |Company name

RESEARCH
PLATFORM

Disclaimer: This is just for educational purposes and not for investing advice!

Terminal
1 |l am taking the dividends as cash flows because the rest is needed to pay down debt - and paying down over the next 20 years! Value  Growth rate
5 |Scenario 1 |Cashflow 2020 billions 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2030 0% next 5 years
5 |normal case 110 1.10 1.10 1.10 110 110 110 110 110 110 110 11.00 0% 5to 10 years
7 lin EUR PV(10%) 1.00 0.91 0.83 075 068 062 056 051 047 042 424 10% Discount rate
i INTRINSIC VALUE 11.00 10.0 Terminal multiple
3 market cap in billions

Terminal
0 Value  Growth rate
1 |Scenario 2 |Cashflow 2020 billions 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2030 3% next & years
2 |best case 1.10 1.13 117 1.20 124 128 130 133 135 138 141 17.94 2% 5to 10 years
3 in EUR PV(10%) 1.03 0.96 0.90 0685 079 073 068 063 059 054 6.92 10% Discount rate
4 Present value sum 14.63 13.0 Terminal multiple
5

Terminal
6 Value  Growth rate
7 |Scenario 3 |Cashflow 2020 billions 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2030 -3% next 5 years
8 |worst case 110 1.07 1.03 1.00 097 094 09 085 081 077 073 5.39 5% 5to 10 years
9 |in EUR PV(10%) 0.97 0.86 0.75 067 059 051 044 038 033 028 208 10% Discount rate
0 Present value sum 7.84 7.0 Terminal multiple
i
2 Scenario Probability PV Part
3 Scenario 1 (normal case 05 11.00 5.50
Y Scenario 2 Ebest case) ! 01 14.63 1.46 SvEN UARLIN
5 Scenario 3 (worst case) 0.4 7.84 3.14
6 Sum 10.10}
7
'3
'g
i0
i

MADE BY  STOCK MARKET RESEARCH PLATFORM



https://s24.q4cdn.com/287068338/files/doc_presentations/2020/The-Platform-for-a-Digital-World-Driving-Greater-Value-with-CenturyLink-Fiber-Investments.pdf
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So, to conclude, yes Lumen is value at the moment but not for me. Actually, it is value, but it
doesn’t have a margin of safety. | don’t like the huge debt overhang that can turn any second.
But that is just personal, see how it fits you.



