
 
    

 

Company Description: ARRIS International PLC is headquartered in Suwanee, Georgia. They are a 

global leader in communications, entertainment, and networking technology. Their products and services are 

used by global leading service providers, commercial enterprises, and millions of people. The company operates 

in three business segments, customer premises equipment, network and cloud, and enterprise networks. 

 

BUY 
Current Price:        $27.79  
Target Price:        $34.66 
Market Cap:        $5.13 billion  
52 Week Range:      $22.60 - $30.38 
Beta:                    1.268   
WACC:                   7.80% 
ROIC:                     7.70% 
EBITDA Margin:    8.70%  
Credit Rating           BB 

 
 
 

Catalysts:  
 Short Term (within the year): Recent acquisition of 

Ruckus Wireless. Earnings announcement 05/02/18.  
 

 Mid Term (1-2 years): Continued competitive business 
drives demand and the expansion of wireless services. 
Movement towards small cell technology.   

 

 Long Term (3+):  Further advances of technology, 
expanding domestically and internationally.   
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Thesis: ARRIS International PLC is at a new era of wired and wireless entertainment, communications, 

and networking technology. Their vision is to evolve the needs to transform the way hundreds of millions of 

people around the world connect to the internet and watch video content.  With the increasing demand of 

faster and faster internet speeds, ARRIS is determined to invest in DOCSIS, DSL, and Next Generation 

PON (FTTH) to guarantee that their products will deliver the highest amount of bandwidth to their 

subscribers. Due to the increasing complex landscape faced by service providers, channel sellers, and 

enterprises, the combined ARRIS and recently acquired Ruckus Networks products will create a diverse and 

reliable portfolio of technologies. In addition, ARRIS is transforming Wi-Fi networks to access the highest 

Internet speeds with the best content that does not slow down as more devices are added to it. They are also 

seeking to capitalize the growth of video, broadband, and enterprise services in global markets.  

  

 

Segment Analysis: 
ARRIS International PLC is comprised of three segments such as, customer premises equipment, network and 

cloud, and enterprise networks.  

 

Customer premises equipment primarily consists of both 

broadband devices and video devices. For their 2017 

results, broadband momentum increased 7% year over 

year, displaying strength in their DOCSIS portfolio. The 

DOCSIS portfolio is comprised of telephony gateway, data 

gateway, telephony modem, and a cable modem. These 

models in their DOCSIS portfolio offer gigabit speeds and 

pose some challenges for service providers. The service 

providers must have the ability to handle a new application 

landscape, handle massive video, gaming and IoT traffic to 

overcome the security and management concerns that can 

significantly impact the service experience within the 

home-and the costs of providing it. However, with this, 

ARRIS offers the highest quality and immersive video 

experiences. As for 2017 video sales, they declined 13% 

year over year due to lower volumes and a mix towards lighter-weight devices. For the 2018 outlook, the 

company strives to focus more on CPE economics. They are motivated to do three things, drive operational 

efficiencies including factory divestiture, implement market price adjustments, and optimize product portfolio. 

Furthermore, they anticipate a strong demand for gigabit devices with enhanced home Wi-Fi. In addition, they 

expect further international business expansion.    

 



 
    

 

Their network and cloud segment is made up of software 

& services and networks. Their 2017 results display a 

steady growth in the network business as well as a 

growing software and services business. The year over 

year profitability improved by 18% in 2017. Their 

software and services consists of software products that 

enable providers to securely deliver content and 

advertising services across multiscreen devices on and off 

their networks, network management products, and 

customer experience management solutions. Global 

services offers professional services, focused around 

major practices in Wi-Fi, IP Video, service experience, 

network transformation, software engineering and 

hosting to support and assist operators plans for new 

gigabit high speed data services. For the 2018 projections, 

the company looks to expand and upgrade their market-leading E6000 footprint, expand DOCSIS 3.1, and 

growing fiber deep programs.  

 

The third segment owned by ARRIS, is their enterprise 

networks. Ruckus, was recently acquired by ARRIS on 

December 1st, 2017. It contributed to about $46 million 

in sales in one month, which is a great start. Partners and 

customers are enthusiastic about the ARRIS/Ruckus 

acquisition. For the 2018 outlook, Ruckus has much to 

offer. We can expect cross-selling of wireless and 

switching portfolio across all ARRIS verticals, Ruckus 

cloud capability and geographical expansion, 

development of IoT, advanced analytics, and machine 

learning capabilities.  To the right, the graph illustrates the 

sales by segment. As we can see, because of a decline in 

video sales by 13%, which was caused by a mix shift 

towards lighter-weight devices, this had a negative impact 

on the total revenue growth for the year. In addition, 

analyzing the domestic & international sales, we can 

recognize an increase in both domestic and international sales each quarter. Below, displays the graph displays 

the percentage of revenue for each segment, year over year. With the acquisition of Ruckus, this gives ARRIS 

will become more diversified and present new opportunities for future growth.   

 



 
    

 

 

Earnings Performance: 
For the forecasted EBITDA and revenue growth, the company has been relatively accurate to what has been 

estimated. In the 1st quarter of 2017, the reason for lower EBITDA and revenue was due to set top volume 

which resulted in 16% lower segment sales.  In addition, sales were also down by 3% year over year in the 1st 

quarter of 2017. Also, for customer premises equipment, 1st quarter volumes were lower due to the timing year-

end 2016 shipments. For this reason, revenues in this segment were 27% lower sequentially and 2% year over 

year. However, regardless of some problems, ARRIS still maintained to reach a higher actual EBITDA in 

relation to the estimated EBITDA. In the projections for ARRIS, they forecast a total of 9% revenue growth. 

Their enterprises segment to grow from $650M to $700M. Additionally, they expect an increase in their network 

and cloud segment to be from 2% to 5%. While both these segments are predicted to grow, their customer 

premises equipment segment is forecasted to grow flat to negative 4%. This is due to the mix shift toward 

broadband devices. As for their potential costs, price adjustments are reflecting higher prices and memory costs 

are to increase about 10%. While some prices and costs will increase, ARRIS can expect video customer 

premises equipment cost improvement from the sale of a Taiwan factory to Pentagon, a stronger mix of 

network and cloud hardware, which provides a base for future capacity licensing sales, and enterprise margins 

being consistent with their historical levels. These initiatives should mitigate the cost increases. As seen in the 

charts below, do to initial cost increases, there are lower forecasted EBITDA and revenue projections. 

However, as the quarters in 2018 progress, ARRIS will begin to expect the synergies that will increase their 

EBITDA and revenue. In addition, around December 13th, 2017 the stock price dropped significantly, this was 

due to the uncertainty of anticipated benefits from the acquisition of Ruckus. They believe they may encounter 

significant integration costs and unknown liabilities, connected to the acquisition. Since then, the stock price 

has begun to recover, as some uncertainties have been brushed aside.  

 
 

 

 

 

 

 

 

 



 
    

 

 

Industry Outlook: 
The communication equipment industry has the 

potential to grow around 4% to about 6% based 

off historical and projected analysis. The chart 

below describes the correlation of the 

communication equipment index (Purple line) 

relative to the telecommunication index (In blue) 

and the S&P 500 index (In green).  As illustrated 

in the graph, the communication equipment index 

is correlated with the market and the 

telecommunications index. However, in the past 

month, communications equipment have been 

moving opposite that of the telecommunication 

index. The top three prominent customers of 

ARRIS are Comcast, Charter communications, and AT&T, contributing to about 50% of ARRIS’s total 

revenue. The industry for wireless demand is rapidly increasing. Many customers are having issues with 

internet speeds since so many people are using the same internet connections at once. ARRIS has the 

solution, which is small cells, also known as 5G. With increasing demand, technological innovation is vital to 

the success of companies in the telecommunications industry and communications industry. Because of 

increasing demand, many telecommunication companies are attempting to switch from 4G to 5G. In 

addition, with the acquisition of Ruckus, ARRIS has the ability to now use 3.5 GHz CBRS. This is important 

because their main customers are beginning to test CBRS. The purpose of the CBRS is to deploy private LTE 

networks to deliver high quality service, while also being cost effective.  

While customer demand is increasing, rising interest rate might adversely affect telecommunication 

companies. Since this industry uses a decent amount of debt, it will become more costly to borrow money, 

directly affecting the performance of their company.  

The chart to the left depicts the volume of wireless 

data. As we can see, the volume of wireless data is 

rapidly increasing, pressuring telecommunication 

companies to develop more cell towers or innovate 

their network and upgrade to 5GThe switch to 5G 

would provide a faster wireless connection for users, 

regardless the amount of users who are using the same 

connection. The monthly data used in the 1st quarter of 

2017 was around 10 trillion bytes of data. It is 

expected to continue to increase over the years.  

  

 

 



 
    

 

 

Management/Ownership 
In the past year, the main percentage change 

of ownership type has shifted from hedge 

fund managers to corporations. Investment 

advisors also took more ownership in 

ARRIS, with their ownership increasing 

2.03%. Because of the decrease in ownership 

of hedge fund managers, this implies that 

they are becoming less interested in the 

stock, while investment advisors and 

corporations are becoming more interested. 

In addition, there are currently 118.37% of 

the shares freely floated.  

The short interest ratio chart shows a decreasing short interest ratio and a decreasing price over time. Over 

the past year, short interest ratio was highest at 6.57, while it just recently hit a low of 1.33. An increasing 

short interest ratio should imply that the investors believe the stock price is going to decrease. However, this 

chart displays how the short interest ratio has been moving relatively close with the stock price. The 

decreasing short interest could imply a potential bullish trend underway for ARRIS.  

 

As for the company management, their chairman and president, Robert J. Stanzione, has been with the 

company for over 15 years. In the past 4 years his annual CAGR compensation growth was around 15.30%, 

while the stock price CAGR was around 26%. This goes to show how executive management in the company 

has not taken advantage of their compensation benefits because a lower CAGR compensation growth to 

price growth. The executives are very dedicated to the company.   

 



 
    

 

 

Capital Allocation: 
For the telecommunications equipment 

industry, the average equity used in the 

capital structure is around 82%, while the 

amount of debt being used is about 18%. 

For ARRIS, they are using less equity at 

almost 70% and more debt at about 30%. 

In addition, the average credit rating sits 

around BB, which is what ARRIS’s credit 

rating is. Even though they share a similar average credit rating, they use more debt than their competitors, 

which limits their flexibility to pursue any strategic opportunities in relation to their competitors. The average 

WACC in this industry is around 9.6% with the ROIC averaging around 5.2%. In relation to ARRIS, their 

WACC is lower than the industry 7.8% and their ROIC is at 7.7%. Relative to the industry, ARRIS is creating 

more value than their competitors. The company recently acquired Ruckus, a small cell leadership company, 

which grew ARRIS’s enterprise value by 20%. They purchased the company for $822 million, using primarily 

cash. In 2016, ARRIS acquired the company, Pace, using mostly cash and a fixed exchange rate of .1455 new 

ARRIS shares for each Pace share.  The acquisition of Pace gave the ARRIS the opportunity to expand into 

both the satellite segment and to expand globally.  

 

Profitability Comparison: 
ARRIS competes with larger corporations such as Cisco, Hewlett Package Enterprises, a subsidiary of Oracle 

(TOA Technologies), and many more. Their primary competitors are Technicolor S.A., Sagemcom, 

Humax, and Huawei. They compete in video set-tops/gateways, DOCSIS, DSL, and FTTH solutions. Their 

multi-screen content management and protection products compete with many vendors offering on-demand 

video and digital advertising insertion hardware and software, including Adobe, Cisco, Concurrent, and 

others. There operations management systems compete with vendors offering network management, mobile 

workforce management, network configuration management, and network capacity management systems 

such as Oracle (formerly TOA Technologies), Click Software, Guavus and others, some of which may 

currently have greater sales in these areas than ARRIS.  The chart below depicts ARRIS’s EBITDA margin at 

8.70% compared to some of their competitors EBITDA margin at 8.10% in the past 12 months. In the past 6 

years their competitors have had a higher EBITDA, however, ARRIS has outperformed their competitors in 

the past 12 months. With new acquisitions, and expansion into new markets, they have grown their company 

and will continue to grow in 2018.  

 



 
    

 

 

Sensitivity Forecast: 
The telecommunications sector and communications equipment industry can be very volatile. ARRIS is 

sensitive to customer demand, but with it increasing, this is a positive sign for the company. I forecasted the 

revenue growth to be about 5.50%. I calculated this by averaging the industry average growth, the company’s 

forecasted sales growth, analysts’ projections, and from the current revenue growth on Capital IQ. The 

industry was growing at an average of 4.24% year over year in the communications equipment sector. With 

the company’s catalysts, they predicted a base case of 9% revenue growth. The analysts projected a combined 

average of 2.95% revenue growth. As for the Capital IQ, I took the current growth of the industry at 5.8% in 

2018 and averaged it in with the other three projections. This gave me my base revenue growth of 5.5%.  I 

also added 1% for operating expenses in the case there were unexpected costs with the new acquisition of 

Ruckus. I calculated their operating expenses to revenue to be their historical average at 89.10%. Using a 

Monte Carlo simulation, the base case presents an upside of 59%. This gave me a target price of $34.66 with a 

one year return of 23.99%. In a bullish scenario where the company’s estimate of 9% revenue growth would 

happen and operating costs would remain constant, the target price is at $37.94. In a bearish case, where 

revenue would grow below the industry growth rate at 3% and with unexpected operating costs at 3% from 

Ruckus, the target price will be at $31.36.  

 

 

 

 

 

 

 

 



 
    

 

 

Summary:  
In conclusion, ARRIS International PLC is a buy at its current price. This is due to increasing customer 

demand and the need for telecommunication services to upgrade their products. With the recent acquisition 

of Ruckus, ARRIS has the ability to reach into the small cell market which is responsible for 5G networks. 

Furthermore, with the proposed synergies for ARRIS’s three segments, the company has the potential to 

increase their sales volume and further expand their company into international markets. The company’s one 

year target price of $34.66 with a 23.99% return is reachable based on the analysis. Due to the increasing 

demand for higher quality data services, ARRIS International is well positioned to exceed their 52-week high 

and continue to benefit their shareholders. Based on my analysis, I am confident that ARRIS will outperform 

the market over the next year.  

 

 

 

 

 

 



 
    

 

 


