Capital
Network

TELECOMMUNICATIONS EQUIPMENT

SPIRENT COMMUNICATIONS PLC

(LON:SPT)

08/01/2018

SHARE PRICE 52 WEEK LOW

Smarter Connectivity 104p 89.5p

MARKET CAP 52 WEEK HIGH

£636.2m * 130.25p
Spirent Communications is a world leader in providing products and services for
test and measurement of communications systems across fixed and mobile voice, NET CASH NAV
data and video applications and networks.
In this report we argue that the company is positioned for increased earnings $1102m $3371m
growth in the coming years, based on the success of the recent cost-base
reduction program, and the company’s strategic alignment to the major growth

drivers in the market place. MAJOR SHAREHOLDERS

OUTLINE OF THE BUSINESS-GROWTH DRIVERS

MARKET LEADING POSITION

1) Ameriprise Financial: 15.2%
Spirent operates through three divisions: 2) Prudential plc: 10.1%
Networks and Security provides automated performance and security test 3) AXA Investment: 7.8%
systems for development of new devices, networks and applications
. . . . . . Shares in Issue 611.8m
Lifecycle Service Assurance provides active test and analytics solutions for
service optimising network performance and customer experience. Avg Volume Daily 634,714
Connected Devices provides automated test systems for the development of Primary index FTSE AS
connected devices. EPIC LON:SPT
Across the business, a key differentiator for Spirent is the provision of active Next Key FY 2017 prelims, expected
monitoring of network traﬁic, through the VisionWorks plgtform. Thi§ is ellpplicable.to Announcement Feb 2018
virtual networks or traditional networks. The automation of testing is a crucial
aspect, as this allows customers to reduce their engineering overhead. Sector Telecommunications
In terms of wider end-market developments, the company is aligned to growth
trends such as 400G Ethernet, 5G wireless, and the Internet of Things. SHARE PR|CE CHART
130
FINANCIALS
120
We are forecasting continued growth in underlying operating profit for Spirent in
2017e and 2018e, 18% and 11% respectively. Our chart and commentary on p2 e
provide some detail of the drivers.
The balance sheet position is strong, with $115m of net cash at Dec 31 2017e (our Too i A 1 r&"‘ﬁ
forecast). - Ly |'",
In valuation terms, the shares now trade on 11.9x EV/OperatingProfit for 2018e, 20 W
which we believe offers upside if the operating profit growth continues as we
expect. 80
201 7lan 201 7Jul 2018lan
Important: All disclaimer information can be found on the
vie Dec 31, $m 2015 2016 3017E 3018E last . page of this docume.nt.. Please note that this
" publication has been commissioned by the company to
Eevenue 4771 43790 460 420 which this publication relates and therefore it cannot be
- — — considered independent.
Adj. Op. Profit 421 16.5 35.0 61.0 o |pf _
— = ompany Information
EV .-Dp.Pmﬁt 17.3 13.7 13.2 115 Address : Northwood Park, Crawley RH10 9XN
Adj. EPS (¢) 50 53 64 76 www.spirent.com
Met cash 1020 961 115 123 Analyst Details
- Ephﬂ] L Ed Stacey
Source: C Netwotk ed.stacey@capitalnetwork.com
+44 (0)20 7264 3921
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Lifecycle
Networks and Service Connected
Security Assurance Devices
Market $1,170m S805m S550m $2,525m
Market growth
trend 10% 7% -3% 6%
Revenue $262m $99m $97m $458m
Market share 22% 12% 18% 18%

Source: Company data

The above table shows the growth trends and market shares for Spirent in each of the three divisions. The growth trend is measured as the
average annual growth 2013-2016.

During 2015-2017e the group’s revenue has declined, due to the market pressures in the Connected Devices sector (mobile handset testing
declining) and due to Spirent exiting some legacy product lines in order to focus on the strategic growth priorities. Operating profit has
nonetheless been increased over this period.

The chart below shows the operating profit bridge for 2015-2018. During 2016 and 2017e the operating profit growth has come from cost
savings. We believe that 2018 represents the inflection point where volume growth becomes the profit driver rather than cost reductions.
This is driven by the growth drivers we've highlighted — active monitoring of networks, 400G Ethernet, IoT, virtual networks, 5G mobile.
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Important — Please read this information: This report has been commissioned by Spirent Communications Plc and prepared and issued by
Capital Network for publication globally. All information used in the publication of this report has been compiled from publicly available sources that are
believed to be reliable, however, we do not guarantee the accuracy or completeness of this report. Opinions contained in this report represent those of
the research department of Capital Network at the time of publication. The securities described in the Investment Research may not be eligible for sale
in all jurisdictions or to certain categories of investors. Capital Network does not offer or provide personalised advice. We publish information about
companies in which we believe our readers may be interested and this information reflects our sincere opinions. The information that we provide or that
is derived from our website is not intended to be, and should not be construed in any manner whatsoever as, personalised advice. Also, our website and
the information provided by us should not be construed by any subscriber or prospective subscriber as Capital Network’s solicitation to effect, or attempt
to effect, any transaction in a security. This document is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or
in the topic of this document. This document is provided for information purposes only and should not be construed as an offer or solicitation for
investment in any securities mentioned or in the topic of this document. A marketing communication under FCA Rules, this document has not been
prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any prohibition
on dealing ahead of the dissemination of investment research. Capital Network has a restrictive policy relating to personal dealing. Capital Network does
not conduct any investment business and, accordingly, does not itself hold any positions in the securities mentioned in this report. However, the
respective directors, officers, employees and contractors of Capital Network may have a position in any or related securities mentioned in this report.
Capital Network or its affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities
mentioned in this report can fall as well as rise and are subject to large and sudden swings. In addition it may be difficult or not possible to buy, sell or
obtain accurate information about the value of securities mentioned in this report. Past performance is not necessarily a guide to future performance.
Forward-looking information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of
amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other factors which may cause the actual results,
performance or achievements of their subject matter to be materially different from current expectations. For the purpose of the FAA, the content of this
report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in
relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised
service” and, to the extent that it contains any financial advice, is intended only as a “class service” provided by Capital Network within the meaning of
the FAA (ie without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making an
investment decision. To the maximum extent permitted by law, Capital Network, its affiliates and contractors, and their respective directors, officers and
employees will not be liable for any loss or damage arising as a result of reliance being placed on any of the information contained in this report and do
not guarantee the returns on investments in the products discussed in this publication.

Capital
Network



