
ESTIMATE CHANGES

Communications Equipment

Adtran, Inc. (ADTN)
Rating: Buy
Price Target: $27
Share Price: $19.64

Michael Genovese
646-454-4526
mgenovese@wpcapital.com

Company Data

Average Daily Volume (M) 0.4

52 Week Range 24.57 - 15.52

Shares Outstanding (M) 48.6

Market Cap (M) 954.7

Dividend Yield 1.8%

Enterprise Value (M) 792.5

Total Cash (M) 162.2

Total Debt (M) 0.0

Total Debt to Cap 0.0%

Estimates

FYE: Dec 2020A 2021E 2022E

EPS Q1 (0.05) 0.13 A (0.01) 

Q2 0.04 0.16 A 0.13 

Q3 0.16 (0.02) A 0.22 

Q4 0.11 0.00 0.28 

 FY 0.26 0.28 0.62 

P/E 75.7x 71.1x 31.5x

Rev Q1 114.5 127.5 A 143.1 

Q2 128.7 143.2 A 158.9 

Q3 133.1 138.1 A 165.2 

Q4 130.1 141.4 166.9 

 FY 506.5 550.3 634.1 

EV/Sales 1.6x 1.4x 1.2x

EBITDA FY 27.6 25.6 53.7 

EV/EBITDA 28.7x 31.0x 14.8x
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Raising 2022 Sales; Lowering GMs as Higher
'21 Inventory Expenses Hit 1H22 GMs

Summary

Increasing 2022 revenues. We are raising 2022 revenues to $634mn (+15% y/
y) from $618mn (+12% y/y). Additionally, we see good potential for further upside,
and think 20+% organic revenue growth in 2022 is bullish but not improbable.
Adtran does not have any sizable portions of its business that are growth
headwinds this year. Looking at the customers that could be the Top 8 in 2022,
which are six EMEA Tier 1s, a U.S. Tier 1, and a U.S. distributor to Tier 3s, it is
not difficult to see how Adtran could have $110+mn in incremental revenues this
year, compared to $84mn we have modeled.

Lowering 1H22 GMs due to supply chain impact timing. Previously, we
expected a quick recovery for GMs in 1H22 to the low-40s, from the mid-30s in
2H21. Lower 2H21 GMs were due to excess supply chain expenses related to
long high-end semi lead-times and low-end semis vendors that are subject to
de-commit without warning. We believe supply chain conditions are improving in
1H22. However, we are lowering 1H22 GMs, to the mid-to-low 30s, because the
impact of higher inventory expenses incurred in 2021 are likely to dampen 1H22
margins. We now see 1Q22 as the peak for negative supply chain impact, and
expect Adtran's GMs to regain the low-to-mid 40s in 2H22.

Reiterating Buy. We expect Adtran to report strong 4Q21 results with a good
1Q22 revenue outlook. The company is the primary beneficiary of Huawei's loss
of $400mn in annual EMEA Broadband market opportunity. It is also benefiting
from strong Fiber demand, and unprecedented Stimulus, in the U.S. Tier 2/3
market. We are positive on Adtran's deal to acquire ADVA. We foresee organic
upside from both companies, and $60mn-$100mn of cross-selling synergies. The
combined company should earn $2+ in EPS twelve-months after the deal closes.

4Q21 Preview. The company is expected to report earnings on February 2,
with a conference call the next day. Based on our checks, we believe there was
significant order acceleration and order strength from BT Openreach in 4Q21.
We also think there was a solid ramp in Fiber orders from Deutsche Telekom, and
these are expected to further accelerate in 1H22. In our view, Adtran is likely to
report 4Q21 revenues slightly above our $143mn estimate with GMs in the range
between consensus of 35.7% and our 36.4% forecast. We think EPS is likely to
come in slightly above consensus of ($0.04). Additional,1Q22 revenue guidance
will probably be a little above consensus at $141mn, we believe.

We are cautiously optimistic on ADVA shareholder approval. Last week,
Adtran announced it had lowered the acceptance threshold to approve the deal
by ADVA shareholders to 60% from 70%. This change also pushed out the close
of the acceptance period to January 26 from January 12. Adtran has indicated
there will be no more changes to the tender offer terms and conditions, and if 60%
is not achieved the deal will fall through. We are cautiously optimistic the new
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60% threshold and January 26 close date will lead to a successful deal approval
by the ADVA holders.
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ADTN Changing Estimates 

 

Source: WestPark Capital estimates 

 

ADTN 4Q21 Preview Table 

 

Sources: Company reports, FactSet and WestPark Capital estimates 

 

Companies mentioned 

ADVA Optical (ADV.DE, Not rated) 

BT Group (BT.A-LON, Not rated) 

Deutsche Telekom (DTEGY, Not rated) 

 

Fiscal Period 1Q22E

Old New % change Old New % change Old New % change

Sales $143.1 $143.1 0.0% $155.3 $158.9 2.3% $618.4 $634.1 2.5%

Gross Margin 40.4% 36.4% (4.0%) 41.5% 38.8% (2.7%) 42.2% 40.4% (1.9%)

Total oper. exp. $53.4 $53.4 0.0% $54.3 $54.4 0.2% $218.2 $220.0 0.8%

Operating Margin 3.1% (0.9%) (4.0%) 6.5% 4.6% (2.0%) 7.0% 5.7% (1.3%)

Earnings per share $0.09 ($0.01) (105.9%) $0.18 $0.13 (26.2%) $0.74 $0.62 (15.4%)

2Q22E 2022E

4Q20 3Q21

WP Guidance Consensus WP Consensus Actual Actual

Sales $141.4 $136-$146 $141.3 $143.1 $140.7 $130.1 $138.1

Gross Margin 36.4% mid-30s 35.7% 36.4% 38.1% 41.4% 34.6%

Total Oper. Exp. $52.4 $52-$53 $54.8 $53.4 $56.1 $49.5 $50.3

`

Operating Margin (0.6%) (3.1%) (0.9%) (1.8%) 3.3% (1.9%)

Earnings per share $0.02 ($0.04) ($0.01) $0.00 $0.11 ($0.02)

4Q21 1Q22
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ADTN INCOME STATEMENT

US$ (mn)

Calendar Month Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec

Fiscal Period 1Q20 2Q20 3Q20 4Q20 1Q21 2Q21 3Q21 4Q21E 1Q22E 2Q22E 3Q22E 4Q22E 2020 2021E 2022E

Sales $114.5 $128.7 $133.1 $130.1 $127.5 $143.2 $138.1 $141.4 $143.1 $158.9 $165.2 $166.9 $506.5 $550.3 $634.1

Cost of goods sold 62.5 75.1 73.9 76.3 73.8 80.5 90.3 89.9 91.0 97.2 96.5 93.5 287.9 334.5 378.1

Gross profit 52.0 53.6 59.3 53.8 53.7 62.8 47.8 51.5 52.2 61.7 68.8 73.4 218.7 215.8 256.0

Selling, general and admin 26.6 30.8 27.2 29.3 27.4 30.9 31.0 28.7 29.2 29.7 30.4 30.9 114.0 118.0 120.2

Research and development 29.9 28.7 27.2 27.5 27.5 27.9 26.8 28.7 29.2 29.7 30.2 30.7 113.3 110.8 119.8

Other operating exp/(inc) 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.0 0.0

Total oper. exp. 56.6 52.2 49.3 49.5 51.3 52.6 50.3 52.4 53.4 54.4 55.6 56.6 207.7 206.7 220.0

Operating income (4.6) 1.3 9.9 4.3 2.4 10.1 (2.6) (0.9) (1.2) 7.3 13.1 16.8 11.0 9.1 36.0

Interest expense 0.4 0.3 0.3 3.9 0.0 0.2 0.3 0.3 0.3 0.3 0.3 0.3 5.0 0.9 1.4

Other non-operating inc/(exp) (9.7) 8.1 (0.5) (1.0) 3.2 2.0 0.6 0.6 0.6 0.6 0.6 0.6 (3.1) 6.4 2.3

Earnings before taxes (6.2) 2.1 9.8 7.3 8.4 12.4 (1.6) 0.0 (0.3) 8.2 14.1 17.7 13.0 19.2 39.7

Income tax expense (4.0) 0.4 1.9 2.1 2.1 2.7 (0.8) 0.0 (0.1) 1.8 3.1 3.9 0.4 4.0 8.7

Net income ($2.2) $1.7 $7.9 $5.2 $6.3 $8.1 ($0.8) $0.0 ($0.2) $6.4 $11.0 $13.8 $12.6 $13.6 $30.9

Earnings per share ($0.05) $0.04 $0.16 $0.11 $0.13 $0.16 ($0.02) $0.00 ($0.01) $0.13 $0.22 $0.28 $0.26 $0.28 $0.62

Avg diluted shares out (mn) 48.0 48.3 48.4 48.5 49.0 49.4 48.6 48.9 49.1 49.3 49.6 49.8 48.3 48.6 49.5

Margins

Gross Margin 45.4% 41.6% 44.5% 41.4% 42.1% 43.8% 34.6% 36.4% 36.4% 38.8% 41.6% 44.0% 43.2% 39.2% 40.4%

Selling, general and admin 23.2% 23.9% 20.4% 22.6% 21.5% 21.5% 22.4% 20.3% 20.4% 18.7% 18.4% 18.5% 22.5% 21.4% 19.0%

Research and development 26.1% 22.3% 20.4% 21.1% 21.6% 19.5% 19.4% 20.3% 20.4% 18.7% 18.3% 18.4% 22.4% 20.1% 18.9%

Total oper. exp. 49.5% 40.6% 37.0% 38.0% 40.3% 36.7% 36.5% 37.1% 37.3% 34.3% 33.7% 33.9% 41.0% 37.6% 34.7%

Operating Margin (4.1%) 1.0% 7.5% 3.3% 1.9% 7.1% (1.9%) (0.6%) (0.9%) 4.6% 7.9% 10.1% 2.2% 1.6% 5.7%

Income tax expense 64.1% 18.8% 19.4% 28.6% 25.0% 21.8% 48.9% 22.0% 22.0% 22.0% 22.0% 22.0% 3.1% 20.9% 22.0%

Net income (2.0%) 1.3% 5.9% 4.0% 4.9% 5.7% (0.6%) 0.0% (0.2%) 4.0% 6.6% 8.3% 2.5% 2.5% 4.9%

Source: Company reports and WestPark Capital estimates
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Company Descripon:
Adtran is a top supplier of communications infrastructure spanning from the cloud edge (Data Center) to the subscriber
edge/device serving the residential internet and enterprise cloud services markets. The company offers a broad portfolio
of network infrastructure solutions, customer premises equipment software, management and orchestration solutions and
global services. Adtran’s Broadband Access business used to be focused on fiber-to-the-curb (FTTC) plus xDSL hybrid
Copper/Fiber systems but has transitioned to mostly Gigabit and 10 Gigabit PON (passive optical networking) fiber-to-the-
premises (FTTP) solutions. Customers include Tier-1, -2 and -3 service providers, alternative service providers, such as
utilities, municipalities, and fiber overbuilders, cable/MSOs, SMBs and distributed enterprises. The company is also in the
process of acquiring ADVA, which will add Metro WDM, Data Center Interconnect and Business Ethernet platforms to the
product portfolio.

Investment Thesis:
We have a Buy rating on Adtran. We are upbeat on Fiber Access due to the end of life for Copper, architectural upgrades
like 5G, Cable MSO Fiber deployments, government policies to close the digital divide, and new providers in the alternative
Broadband operator space. The vitality of these trends has been highlighted by COVID-19 since residential broadband is
more important than ever. Adtran is gaining Fiber share at Tier 1 customers in the U.S. and EMEA. It is seeing a return of
demand from Tier 2s following financial reorganizations by key customers. In addition, the Tier 3 market is stronger than ever
driven by favorable government regulations and stimulus. Finally, the pending merger with ADVA looks likely to be highly
accrective to ADTN's EPS in 2023 and 2024.

Risks:
There are always risks that the target price for any security will not be realized. In addition to general market and
macroeconomic risks, for ADTN, these risks include, among other things: (1) Adtran has a book-and-ship hardware business
that is subject to quarter-to-quarter demand lumpiness that can impact revenues and margins; (2) There is global component
supply tightness stemming from COVID-19 that may lead to significantly longer than normal lead times between orders and
revenues; (3) Gross margins could come in lower than expected due to expediting costs and other component and logistics
cost variations; (4) Adtran's international revenues are subject to fluctuations in currency exchange rates; (5) There are
regulatory risks with gaining approval for the ADVA acquisition in Germany.

Valuaon:
Our price target of $27 is based on 15x our pro forma 2024 EPS estimate of $2, including ADVA, discounted back two years.
The stocks in our coverage universe currently trade between 17x-59x CY22 EPS with the median multiple at 27x. In our
view, this suggests that our price target is not aggressive if Adtran can deliver on the synergies and EPS accretion driving
the logic of the acquisition.
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DISCLOSURES
Analyst Certification
The Research Analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple Research Analysts are primarily
responsible for this report, the Research Analyst denoted by an “AC” on the cover or within the document individually certifies, with respect
to each security or issuer that the Research Analyst covers in this research) that: (1) all of the views expressed in this report accurately
reflect the Research Analyst’s personal views about any and all of the subject securities or issuers; and (2) no part of any of the Research
Analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the Research
Analyst(s) in this report.
I, Michael Genovese, certify that (1) the views expressed in this report accurately reflect my own views about any and all of the subject
companies and securities; and (2) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the
specific recommendations or views expressed by the research analyst(s) in this report.

Explanation of Research Ratings, Designations and Analyst(s) Coverage Universe:
WestPark Capital, Inc. uses the following rating system:
Buy - We believe this stock will outperform relative to other companies in its industry over the following 12 months.
Hold - We believe this stock will perform in line with the average return of others in its industry over the following 12 months.
Sell - We believe this stock will underperform relative to other companies in its industry over the following 12 months.
Not Rated - WestPark Capital Inc.doesn’t provide research on this stock and/or removed the rating and, if applicable, the price target, for
this stock because of either a lack of a sufficient fundamental basis or for legal, regulatory or policy reasons. An NR designation is not
a recommendation or a rating and should not be relied upon.

Company Specific Disclosures

Distribuon of Rangs
WestPark Capital Inc.

Investment Banking
Serv./Past 12 Mos.

Rang Count Percent  Count Percent

BUY [ BUY ] 26 78.79  2 7.69

HOLD [ HOLD ] 7 21.21  0 0.00

SELL [ SELL ] 0 0.00  0 0.00

Adtran, Inc. Rating History as of 01/14/2022
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BUY:$25.00
10/18/2021

BUY:$27.00
11/29/2021

Closing Price

Other Disclosures:

This report has been prepared by WestPark Capital, Inc. It does not constitute an offer or solicitation of any transaction in
any securities referred to herein. Any recommendation contained in this report may not be suitable for all investors. Although
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the information contained herein has been obtained from recognized services, issuer reports or communications, or other
services and sources believed to be reliable, its accuracy or completeness cannot be guaranteed. This report may contain
links to third-party websites, and WestPark Capital, Inc. is not responsible for their content or any linked content contained
therein. Such content is not part of this report and is not incorporated by reference into this report. The inclusion of a link in this
report does not imply any endorsement by or affiliation with WestPark Capital, Inc.; access to these links is at your own risk.
Any opinions, estimates or projections expressed herein may assume some economic, industry and political considerations
and constitute current opinions, at the time of issuance, that are subject to change. Any quoted price is as of the last trading
session unless otherwise noted. Foreign currency rates of exchange may adversely affect the value, price or income of
any security or financial instrument mentioned in this report. Investors in such securities and instruments, including ADRs,
effectively assume currency risk. This information is being furnished to you for informational purposes only, and on the
condition that it will not form a primary basis for any investment decision. Investors must make their own determination of
the appropriateness of an investment in any securities referred to herein based on the applicable legal, tax and accounting
considerations and their own investment strategies. By virtue of this publication, neither the Firm nor any of its employees
shall be responsible for any investment decision.
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