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Analyst: 

Sector:  

David Itoafa 

Telecommunication  

Buy   Price Target: $21.66 

Key Statistics as of 10/28/2016  Catalysts: 

Market Price: $14.06 

Industry: Wired Telecommunication Services  

Market Cap: $328.03M 

52-Week Range: $10.18-$14.70 

Beta: .77 

 

 

  Q3 Earning Call on November 9th  

 5G Network Fast Approaching 

 

Company Description:   

 

Lumos Networks Corp, is a fairly new fiber optic data, broadband, IP, and voice service provider.  The company was founded 

in 2011 and as its headquarters in Waynesboro VA. Lumos operates solely in the U.S and conduct most of its business in 

the state of Virginia.  The business has 3 main components: Data, Residential, and small business.  The data component is 

the most significant and is where the Lumos generates the majority of its revenue, these are enterprise data, transport, and 

FTTC groups.  Most of the company’s enterprise clients are healthcare providers, state and local government agencies, 

financial institutions, and educational instructions with long lasting contracts ranging from 3 to 10 years. Most of the products 

offered on the Small Business and Residential side are voice products like local lines, long distance, primary rate interference, 

etc.  Another essential component to Lumos is their rural local exchange carrier segment, which allows carrier customers 

access to switched access services.  
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Thesis 

 Next earning call will beat analyst 

estimates due to consistent revenue 

growth.   

 Once 5G network begins Lumos has 

more potential clients.  

 Stock is completely undervalued by 

analysts for unjustified reasons.  

 Business to consumer segment of 

business will increase due to customer 

first focused approach. 

Timothy G. Blitz A CEO in Control  

  
Analysts have undervalued Lumos because of the 

potential risks related to their operating expenses. 

As stated in the most recent earnings call the 

majority of the increase to operating expenses is of 

non-recurring expenses associated with market 

studies. Operating expenses incurred by 1.1 million 

this quarter will not happen again in the future.  

The money was mainly used for project clarity 

because Tim states that their intention is to 

maximize shareholder value. Analysts predict an 

increase in operating cost in relation revenue on 

the basis of the number and not the actual reason 

for increase last quarter.  Analysts will be surprised 

with the results in the upcoming quarter and 2017.  

The biggest driver of the price is revenue, which 

also has major potential in the future.  

 

Revenue Potential in The Future 

Revenue growth has been a problem for Lumos 

since they were founded in 2011; however, over 

the past 5 years there is a major difference from 

year to year as seen below: 

 
 

The reason why revenue growth will explode is 

because most of their contracts range from 3 to 10 

years. Since they are constantly signing new deals 

and their contracts are already so long there is 

room to revenue to keep growing. Moreover, they 

recently have had success resigning their fiber optic 

clients due a new way in which Lumos utilizes a 

network recycling program so that customers 

continue to use their products after their contracts 

run out. This enables them to renew their contract 

for a similar price and not completely spike up the 

price like most of its competition. Another major 

player in future revenue growth is the expansion of 

the 5G network and the idea that more people in 

Virginia will switch to fiber optic network and 

phone in the future because they want the fastest 

possible network, which fiber optic providers 

offer. Another aspect worth noting is that they 

have a very low cost of revenue to revenue ratio. 

 

 
 

As seen in the graph, there are doing much better 

in terms of cost of revenue to revenue then their 

competitors.  There revenue has not been anything 

to outstanding up to date, and with future revenue 

growth they will be able to further push past their 

competitors.   

 

Product Differentiation   

 

The main way that their product differs from their 

competitors is the ability to connect with their 

customers. Companies like Verizon and Time 

Warner do conduct similar forms of business in 

different areas, but cannot have the same affect 

that a small company like Lumos does.  Lumos 

only has a total of 593 employees and operates in 

only one country.  Therefore, they have a small 

area to manage and do not get overwhelmed.  They 

also customize each of their network experiences 

for each of their customers enabling them to create 

long lasting relationships so that when it is time to 

renew contracts with previous clients there are no 

issues. This is how Lumos differentiates it products 

form its competitors and continue to gain track in 

the state of Virginia.   
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Risks 

One of the few potential problems with Lumos is 

that they do have a substantial amount of debt, 

which is making certain analysts skeptical. This is 

because they do not believe in their business model 

and future revenue growth. They have a high rate 

of default as seen below:

 
20% is very high, but is justified because they own 

100% of their infrastructure.  One very positive 

debt aspect of this company is the major reduction 

in short term debt and an increase in long term 

debt. Blitz has done a very good job of recovering 

from a very bad start of debt financing for their 

towers and other assets. They no longer need to 

use short term debt to finance their operating 

expenses. Which means, in the long run their cost 

of debt will decrease as they stabilize  

 

Summary  

Lumos has potential to take off in the long run for 

three main reasons. Blitz’s ability to manage and 

direct the company in the correct direction is a major 

component that will propel Lumos upwards. Also, 

Operating expenses will not consistently decrease in 

the future. Revenue will continue to grow due to 

opening of new markets, the 5G network rapidly 

approaching, and most importantly their ability to 

create long lasting connections with big time 

customers.  There are some risks associated with 

Lumos, but their positives outweigh the negatives. 

Lumos is well positioned to take advantage of the 

5G network because it will increase the potential for 

future customers. Revenue is the main influence on 

the price of this company; therefore,   when revenue 

growth spikes from the 5G network and all other 

aspects of their business, there is no stopping 

Lumos.
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