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Lumen Technologies Stock Analysis – NYSE: LUMN 

Quick Summary & Comparison 

I 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 I 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. 

 

Lumen Technologies stock price 

  



Stock Market Research Platform – Sven Carlin December 2020 

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. 

 

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 Technologies business overview – Source: Lumen IR Presentation 

Lumen’s product offerings: 

 

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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Starlink satellite internet business – Source: CNBC 

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.  

 

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. 

 

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. 

 

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.  

 

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


Stock Market Research Platform – Sven Carlin December 2020 

 

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, I 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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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. I deduct the 

$3.6 billion of capital investments and I 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: 

• The long-term outlook for the cash flows (competitive pricing, consumer stickiness, 

disruption) 

• 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. 

 

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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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. 

 

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. 

 

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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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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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, I 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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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, I get to $2.4 billion.  

 

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 I go deeper, this is the most bananas free cash flow calculation I have seen.  
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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: 

 

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, I am not sure 

business will be stable over time. 

With a 10% discount rate I 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. 

 

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. I don’t like the huge debt overhang that can turn any second. 

But that is just personal, see how it fits you.  


