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  Capital Structure  Executive Summary 
Equity 62.5% This equity report provides an analysis and evaluation of the current and future performance of Verizon 

Wireless over a future period of five years. My methods of analysis include the relative model, historical 
model, and EV/EBITDA, as well as various ratios including but not limited to ROA, ROE, ROIC, liquidity 
ratios, capital structure ratios, and profitability ratios. 
 
 
My report finds that the prospects of the company in its current position are positive. The primary catalysts 
for long-term growth include: 

• Verizon Wireless has substantial ESG Observations that will help them flourish in an increasingly 
aware society. They continue to set goals for future growth such as carbon neutrality by 2035, as 
well as generating renewable energy equivalent to 50% of their total electricity consumption in 
the next five years.  

• Verizon Wireless has healthy finances that make them especially attractive for a telecom stock. 
Having healthy finances helps mitigate their monetary risks that come with the telecom sector. 

• Verizon has continuous innovation that places them as a frontrunner for each technological 
advancement and is gearing up to launch new advancements with the quick-growing industry.   
 

I conclude that this company’s stock is undervalued, resulting in a margin of safety of 10.7%. Reasons that 
the market has placed this stock at value include: 

• Growing security threats combined with Verizon’s history put them at risk of public scrutiny in a 
time where privacy issues have gained social traction. 

• Fierce competition between rivals has narrowed the differences between services substantially, 
making Verizon’s higher quality, higher price metric less enticing than cheaper alternatives. 

• Overreliance on US markets may make it more difficult to break into the rest of the world, and 
the lack of diversification could set them up for a loss if the market falls. 

 
Given Verizon’s optimistic future and strong showings combined with AT&T’s underperformance and sub-
par outlook for the foreseeable future, we should replace AT&T with Verizon Wireless in our large-cap 
portfolio. 

Debt 37.5% 

CAPM Presumptions 

Beta .53 

Risk Premium 5.2% 

Risk-Free Rate 1.7% 

Terminal Growth Rate 3.00% 

WACC Presumptions 

Cost of Equity 4.4% 

Cost of Debt 3.2 

Cost of Capital 3.7% 

 

Intrinsic Value Margin of safety 

$64.37 10.7% 
Source: Company Data, Group Estimates  
 

Key Stock Statistics: 
52-Wk Range ($) 48.4-61.95  Dividend Yield 4.27%  Book Value/Share (mrq) 15.72 
Beta 0.53  Diluted EPS (ttm) 4.42  Operating Margin (ttm) 24.07% 
Market Capitalization ($BN) 243.53B  P/E (ttm) 13.31  S&P Credit Rating Baa 
Forward Annual Dividend 2.51  P/B (mrq) 3.74  Institutional Ownership 66.35% 
Source: Yahoo! Finance 
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Business Description 
Verizon Wireless (VZ) is a telecommunications company 

specializing in consumer-based products. They are a holding 

company, and one of the world’s leader for communication, 

information, and entertainment products and services. They focus 

on selling wireless and wireline communications products and 

services. While they are most known for their phone services and 

phone plans, they also offer internet services, laptops, tablets, or 

smart watches, and have brands specializing in information and 

entertainment with brands such as Yahoo, HuffPost, and 

TechCrunch. They supply their products to individual consumers, 

businesses, and government entities, and have services around the 

world, although most of their recognition comes from the US 

markets. They strive to create the future and hope to “set the 

stage for the next Industrial Revolution.” In 2019 their revenue 

reached almost $131.9 billion, and 2020 is expected to hover a bit below that number with the COVID-19 pandemic hitting some 

of their sales avenues These statistics will be covered in more detail in future sections of this report. While it is normal for 

Verizon’s sales to drop in their second quarter, their sales in Q2 of 2020 took a larger hit than normal. However, their sales did 

not fluctuate drastically compared to many other companies, as the telecom industry has maintained (and gained) importance 

in 2020. However, Verizon does not specialize in video conference calls the way other telecom companies do. This led them to 

still experience some decrease in sales, but they still hovered comfortably above $30,000 million, which when totaled over the 

span of 2020 is projected to be above sales from both 2016 and 2017, and just below sales from 2015, 2018, and 2019.  

Products and Services 

Verizon Wireless has two main products and services for their business. The first is providing wireless equipment to consumers, 
and the second is providing wireless services for their products. They also own brands such as FleetMatics, Sensity Systems, 
Complex, Straight Path Communications, and the well-known Yahoo! Search engine. These brands range from internet and 
software services to energy and search engines, and they have made many other acquisitions in between. Many of their 
acquisitions occurred from 2016-2017, although they had quite a few notable acquisitions before 2016. Their latest acquisitions 
was Yahoo! in 2017. 

For their wireless network, they are known for being the first company to offer global, mobile 5G networks. 5G is the fifth 
generation of wireless technology. With each generation, the cellular network technology increases the speed of the internet.  

They also offer 4G LTE, which differs from their 5G networks. 4G LTE is short for “fourth generation long-term evolution.” Put 
simply, it is industry jargon that describes the type of 4G that delivers the fastest mobile internet experience. In 2016, Verizon 
was the first U.S. provider to deploy LTE Advanced on a national scale, providing more and more people with higher internet 
speeds. Over 98% of the United States has access to 4G LTE today. To put this speed in perspective, it takes less than 1 second 
to download an individual email, 4 seconds to download an entire 3-book, and 7 seconds to download an MP3 file.  
To compare 4G LTE and 5G is a bit more difficult. 4G LTE has become more mainstreamed, but 5G will allow for autonomous 

cars, smart communities, immersive augmented reality, and more. These things were not possible even with 4G LTE speed. 

In addition to their internet offerings on a 4G and 5G scale, they also offer broadband and fiber optic network through their Fios 

TV and internet. While they were not the first major US carrier to offer fiber to home services, they have been rated #1 in speed 

and reliability for 12 years. They also offer multi-access edge computing (MEC), which is a service that brings technology 

resources such as compute and related infrastructure closer to where the data is being generated (think of the Cloud). Its 

purpose is to extend functionality of networks and provide improved capabilities that allows localized data, and the options fore 

greater performance.  
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While Verizon might be known for their internet offerings, they provide many other services. They offer secure gateway services, 

advanced threat analytics and detection, incident response and investigation, and security advisory services to help combat 

security threats to a business. They are also continuously working to improve the functionality of cities around the world with 

improved traffic flow research, energy efficient lighting, improved parking, and more.  

Revenue Drivers 

Consumer  
Verizon’s main source of revenue is from their consumer segment, 

which accounts for almost 69% of their overall revenue. With 

approximately 95 million wireless retail connections, 6 million 

broadband connections, and 4 million Fios video connections, this 

revenue driver is what Verizon is most famous for. This segment 

includes wireless services, Fios fiber-optic internet, and residential 

fixed connectivity solutions, such as video and voice services. These 

products are then sold on a consumer level to retail customers, as 

well as to other resellers who purchase Verizon’s product at 

wholesale. Consumers can obtain Verizon’s wireless services on a 

postpaid or prepaid basis. Postpaid service means that the customer 

pays in advance for their internet services, typically 1 month 

beforehand. On the other hand, prepaid service means that 

consumers obtain their services before payment (as the name suggests). Verizon Consumer Group also sells residential fixed 

connectivity solutions such as internet, video and voice services, and wireless network access. However, this is a very small piece 

of their income, and although has increased in 2020, has not increased enough to be a notable improvement due to the success 

of other video platforms such as Zoom. Overall, Verizon’s Consumer group ended 2019 with revenue totaling $91.1 billion, a 

1.4% increase compared to 2018.  These numbers are projected to fall in 2020 due to the expenses incurred because of COVID-

19, but Verizon has managed to largely stay above water. 

Verizon Business Group 
Verizon Business Group accounts for the next largest portion of Verizon’s revenue at 23.8% of total revenue. This segment 

focuses on providing wireless and wireline communications services and products to businesses and government customers 

across the United States, as well as a select portion of their services on a global scale. At the end of 2019, this segment’s 

operating revenues totaled $31.4 billion, a decrease of $91 million (.3%). These numbers are not projected to change drastically 

because of the COVID-19 pandemic, and they expect to maintain their 25 million wireless retail postpaid connections and 489 

thousand broadband connections for the coming years, with improved growth beginning in 2021. 

Corporate and Other 
Verizon’s final revenue segment accounts for 7.4% of revenue. The corporate segment includes the results from their media 

business, Verizon Media, as well as investments in unconsolidated businesses, unallocated corporate expenses, and other 

pension and employee benefit related costs, interests, and financing expenses. Verizon Media Group serves at both the 

consumer and business level, and provides customers with third-party search properties, mail, news, finance, and sports and 

entertainment. These revenues totaled $7.5 billion at the end of 2019, a decrease of 3% from 2018. This region is expected to 

increase revenue in the coming years as Verizon has begun to take a larger part in the media, and they anticipate growth in 

2020 and beyond. This is a large opportunity area for Verizon to capitalize on after lacking in the video media areas in 2020. 

Non-Service Revenues 
A small piece of Verizon’s revenue also comes from non-services. These come in the form of fees, cost recovery surcharges, 

revenues associated with their device protection package, and leasing and interest on equipment financed under a device 

payment plan. These revenues increase $1.0 billion, or 14.4% during 2019. This was due to pricing increases and regulatory fees. 

23.80%

7.40%68.80%

2019 Revenue Breakdown by 
Segment

Business Corporate and Other Consumer
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Although this number is projected to increase in 2020 and beyond, it will likely not increase as drastically, and still does not 

count for a substantial portion of their revenue. 

Cost Drivers 
Verizon’s largest expense comes from their cost of services, followed closely by their SG&A expenses, then their cost of wireless 

equipment. In each area, their costs decreased from 2018 – 2019, with the largest decrease coming from their SG&A expenses, 

which dropped 3.8%, followed by cost of wireless equipment and cost of services, with drops of 1.6% and 1.3%, respectively. 

The telecom industry was not hit as hard as other sectors due to COVID-19, and the sector saw closer to plateaus compared to 

drastic drops of other sectors. As a result, costs decreased only slightly because of slightly decreased revenues. In 2021, these 

expenses are expected to return to normal growth levels with revenues.  

Cost of Services 
Having high cost of services is an industry standard for telecom stocks. These costs include salaries and wages, benefits, and 

other employee expenses, as well as network access and transport costs, computer systems, and costs to support outsourcing 

contracts. Their costs decreased $413 million (1.3%) during 2019 due to decreases in network access costs, as well as a product 

realignment charge in 2018 and a decrease in digital content costs. In 2019, Verizon also incurred increased rent expenses due 

to adding capacity and the adoption of new leases, but these expenses were offset by the other decreases in cost of services for 

an overall decrease. For 2020, this cost is expected to decrease yet again, but is expected to decrease due to a decrease in 

operating revenue from complications of COVID-19. Cost of service has consistently been a percentage of revenue, so this 

expectation is not a surprise.  

Selling, General and Administrative Expenses (SG&A)  
High SG &A expenses are also common for telecom stocks. These expenses are projected to be slightly higher in 2020 than 2019 

due to increased marketing expenses and efforts to market their 5G campaign. These expenses did decrease by $1.2 billion 

(3.8%) from 2028 to 2019, primarily due to decreases in employee-related costs, decreases in severance, pension, and benefit 

charges, and the acquisition and integration related charges from 2018.  

Cost of Wireless Equipment 
Verizon’s cost of wireless equipment decreased in 2019 by $369 million, or 1.6%. This was a result of declines in the number of 

wireless devices sold due to the “handset upgrade cycle, partially offset by a shift to higher priced devices.” This expense is 

expected to increase in 2020 due to COVID-19.  

Business Strategy 
Verizon’s business strategy is to continue to expand their position as a leader in the 

telecom industry. They plan to achieve this goal by putting their customers first, 

innovating new growth, maintaining a purpose-driven culture, and maintaining 

financial discipline.  

They plan to continue to prioritize customers by providing the best network 

experiences with customer-centric models. They have continued to offer new 

product plans for their wireless services, including a new mix & match plan 

implemented in 2020 that allows customers to choose the coverage and cost that 

works for them. With this addition, including additions to their Fios internet 

offerings, Verizon added around 142,000 new postpaid phone net adds with 

relatively low churn levels. For their strategy of driving new growth, they plan to 

continue their 5G and edge compute and take advantage of new marketing 

opportunities which will be discussed in more detail in later sections. They were the 

first company in the world to launch a mobile 5G network and commercialize a multi-access edge compute service, which set 

the bar for other companies within this industry. This has helped them reach their goal of being an industry leader. For their 
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culture, they plan to continue their responsible business practices and strategically place their talent in the board of directors. 

They value respecting different viewpoints and brining in a mix of backgrounds, skills, and experience that allows them to see 

various perspectives on various issues. Finally, they plan to maintain balance in their capital allocations and have best-in-class 

cost models. Relative to other telecom companies, they maintain a healthy debt balance, something that sets them apart 

compared to other companies. 

Industry Overview 
Verizon Wireless is nested under the telecommunications sector. This industry is made up of companies who create the 

possibility for global communications. Products and services in this sector range from phones, internet services, wired-in or 

wireless services, and more. The origins of the telecom sector began in the 2830s with the invention of the telegraph. However, 

as the industrial revolution took hold, new inventions such as the telephone, radio, computer, and smart phone began to 

drastically change how the telecom sector looked and acted. Depending on the stock, telecom companies can be either growth 

or value oriented, although the have a reputation for volatility compared to stocks in other sectors. However, it is an increasingly 

popular industry as mobile and smart phones shift from a luxury to a necessity, especially during the COVID-19 pandemic. 

Industry Growth 
Telecommunications can be an enticing industry for those looking for growth. Within the telecom industry, there are various 

sub-sectors who have slightly differing valuations. These include wireless communications, foreign and domestic telecom 

services, processing systems, and communications equipment, to name a few. Of these, wireless communications have 

experienced (and are expected to continue to experience) rapid growth. Technological advances within this sector are common, 

and companies strive to be the first to reach the next generation of wireless speed. In 2019, Verizon became the first company 

to offer global 5G, a strong promise of their future competitiveness in this industry. Because Verizon operates largely in this 

area of high growth, this is promising for their future. Overall, the telecom industry is expected to grow at a 5% CAGR from 

2020-2027, although COVID-19 decreased their growth for a brief period similar to the overall trend of the market in March of 

2020. 

Industry Disruptors 
Forces disrupting the telecom industry include content integration, the Internet of Things, and Security issues. Beginning with 

content integration, we can see that new online services are increasingly popular with new streaming services, games, and 

more. Companies are looking to acquire the rights to these companies and make sure that only certain other companies can 

access them to continue revenue streams. If a company does not take advantage of opportunities like these, it could be harmful 

for their outlook. Additionally, the Internet of Things (IoT) provides a risk. The IoT essentially describes the entire spectrum of 

devices that are connected to the internet. This includes phones, computers, watches, or other devices that we typically think 

of when we think of the internet, but it also could include cars, lights, or washing machines (think “smart devices”).  With the 

immense amounts of data that are captured every day, this strains networks and makes it increasingly difficult to handle and 

find relevant data. Finally, security is a large issue, especially with consumers. One of the more interesting paradoxes in the 

world describes how consumers say that they want all the convenience and benefits that digital technology offers, but they are 

unwilling to sacrifice any of their privacy to get them. Similarly, the “Social Sharing” paradox describes how even though users 

of social media sites claim they want privacy, they may freely share large quantities of personal information without the 

confidence that institutions will protect that information. As privacy continues to be a large issue for telecom, it is something 

that companies will have to pay special mind to ease the hesitant feelings of consumers.    
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Market Share 
Verizon is the largest player in the telecommunications sector 

with a market cap of $243.03 billion. They are followed by 

Comcast with a market share of $227.94 billion, AT&T at $209.00 

billion, and T-Mobile at $163.42 billion, who recently acquired 

Sprint in 2020. Out of the largest 87 companies in the telecom 

industry, Verizon owns 11.86% of the market cap, totaling $2.05 

trillion for all companies. Verizon is a clear industry leader. As for 

their wireless business specifically, Verizon owns roughly 40% of 

the postpaid phone market. This is larger than both AT&T and T-

Mobile. Because of their lead, they can generate higher margins 

and higher returns on capital compared to these similar 

companies. While the T-Mobile/Sprint merger may seem like it 

should negatively impact Verizon’s market share, it did not make 

any drastic changes to their largest wireless network share. Sprint 

owned less than 3% of the market share for prepaid business, so 

T-Mobile acquiring Spring did not hurt Verizon in terms of their 

wireless market share.  

Competitive Analysis 
I analyzed Verizon’s competitive positioning by constructing a SWOT analysis and a Porters’ Five Forces model. These allowed 

me to evaluate the company’s potential for future growth.  

SWOT Analysis 
Strengths 

• Strong, well-known brand name paint an industry leader that provides familiarity among buyers 

• Large market cap and strong market dominance makes gives them stronger influence in the telecom industry 

• Continued and reliable dividends as well as promising financial positions 

• Continued innovations provide ample opportunities for growth in a growth-minded field 

• Calculated acquisitions add to their brand portfolio and provide opportunities for future success 

Weaknesses 

• Dependence on the US market forces a vulnerable position 

• Leaked data stained their reputation as growing security concerns continue to affect the market 

• Lack of diversification outside the telecom sector could cause losses in the event of a decline 

Opportunities 

• Global expansion would aid in their current dependence on the US market and provide further revenue streams 

• Diversification into different tech industries such as smart cities is on the horizon, but no action yet 

• Videoconferencing opportunity if COVID-19 continues to threaten the world, and if working from home stays on trend 

Threats 

• Security issues gives consumers pause, and make reliability in telecom companies questionable 

• Competitive rivalry continues to increase among the main sellers in the industry 

11.86%

100%

Telecommunications Market Cap

Verizon Everyone Else
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Porter’s Five Forces 
Porter’s five forces, which provide a framework for industry analysis, were formulated by Michael E. Porter of Harvard Business 

School in 1979. Following are the five parameters on which I analyzed Verizon, and their position within the telecom sector. 

Rivalry Amongst Sellers | High 

I listed the rivalry amongst sellers as high. There are three main companies competing for selling power including AT&T and T-

Mobile, along with Verizon. Verizon attempts to attract customers through higher quality services, but small differences in 

services make competition to create the “next big thing” in telecom extremely intense. 

Threat of Substitutes | High 

The threat of substitutes is high. Companies used to rely on contracts to keep their customers around and prevent them from 

switching carriers. However, as companies began to provide the option to purchase contracts, switching products became easy. 

Even though Verizon arguably has the best service, their higher prices incentivize consumers to seek other options, even if the 

quality is not as high. 

Pressure from Supplier Bargaining Power | Low 

This threat is generally low for the telecom industry as raw materials are not terribly hard to find. Combined with a strong supply 

chain across the United States, Verizon’s pressure from supplier bargaining power is low. 

Threat of New Entrants | Low 

The threat of new entrants is low for Verizon. Starting a telecom company – especially one as large and well-known as Verizon 

or others – requires immense amounts of capital and many different government regulations. It is increasingly difficult to get 

into the telecom scene, so this threat is very low.  

Pressure from Buyer Bargaining Power | Medium-High 

Pressure from buyer power is listed as medium-high. Customers can easily switch from carrier to carrier, and as the gap closes 

between the differences between carriers, it is more and more difficult for Verizon to set themselves apart for their internet 

services. However, they have other revenue streams that help combat this threat that are mentioned in sections above.  

Financial Analysis 
My financial analysis involves the use of a DuPont method and other financial ratios. These are especially useful in evaluating a 

company’s ability to deploy, retain, and generate income. Verizon has promising fundamentals that lend the company capacity 

to expand safely to maintain a competitive advantage in the telecom industry.  

DuPont Analysis 
A DuPont analysis involves breaking down ROA, ROE, and ROIC into granular components for detailed analysis.  
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Return on Assets (ROA)  
Return on assets is calculated using the DuPont method, breaking 

down the calculation into two separate ratios. Profit margin and asset 

turnover are calculated, and the product is ROA. Verizon performed 

well in each year except 2017, when they experienced falling revenues 

partially due to their data breach scandal. They were able to improve 

this ratio the following year and will likely have a similar percentage in 

2020 and after.  

 

• Profit Margin 
Profit margin is calculated as net income divided by total revenues. 

This indicates the percent of cash remaining after incurring all 

expenses. While Verizon had a low ROA in 2017, they had a high 

profit margin. This is due to a much higher net income than other 

years due to increased advertising during their fourth quarter. 

Their profit margin is above average, but lacks consistency 

compared to other companies, even those in the telecom sector.  

 

 

Return on Equity (ROE) 
Return on equity (ROE) is calculated utilizing the DuPont method, 

breaking down the calculation into five separate ratios: tax burden, 

interest burden, operating margin, asset turnover, and leverage 

ratio—the product of these ratios results in ROE.  Verizon has a very 

high ROE, but it fluctuates from year to year. The industry average ROE 

is around 12.25%, a mark that Verizon is well above. This is an 

important measure for telecom stocks, and although Verizon’s is more 

volatile than other companies, they maintain extremely high ROE 

levels. A notable outlier is 2015, with an ROE above 100%. In this case, 

Verizon had much lower levels of equity compared to other years.  

 

• Effective Tax Rate 
The effective tax rate is calcualted as provisions for taxes on 

income over earnings (EBT).  Companies want a smaller tax rate, 

as it would indicate that the company can retain more cash after 

taxes. Verizon experienced higher tax rates in 2015-2017 but 

experienced the benefits of corporate tax cuts from the 2018 and 

2019 administration to reduce these expenses substantially. 

Management guidance suggests these rates will hover around 

24% in the coming years, which is standard for a company such 

as Verizon. 
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• Operating Profit Margin 
Operating profit margin is calculated by dividing earnings before 

interest and tax (EBIT) also called operating profit by total revenues. 

Operating profit margin is used to analyze what percentage of total 

revenues remains after both cost of goods sold and operating 

expenses such as RD&E and SG&A are deducted from total 

revenues. This is a very common first indicator of a company’s 

financial health. It allows investors to determine if the company is 

experiencing operational inefficiencies. Common causes of 

reductions in operating margin include M&A activities, which can 

inflict administrative cost if the merger is non-coherent, and 

unexpected litigation. This ratio is the most consistent of the ratios 

analyzed for Verizon. For telecom stocks, a value above 17% is greater than average, and Verizon stays above this mark 

each year. Although it is normal for telecom stocks to be above the market average for operating profit margin, Verizon 

stays well above the average.  

 

Return on Invested Capital (ROIC)  
Return on invested capital (ROIC) is calculated utilizing the DuPont 

method, breaking down the calculation into two separate ratios: NOPAT 

to total revenues and total revenues to invested capital. The product of 

these two ratios produces ROIC. Having a strong ROIC is extremely 

important for telecom stocks, since having the ability to generate a 

return above the cost of capital is a necessity. Telecom is a fast-growing 

field, and ROIC does a good job of analyzing where a specific company 

is at using one metric.  

Other Financial Ratios 
Other financial ratios include ratios not used in the traditional DuPont calculations. These ratios are supplemental in analyzing 

the company’s current and potential ability to handle both macroeconomic and microeconomic events. The most relevant ratios 

for Verizon are the P/E and P/S ratios, as well as EV/Sales and EV/EBITDA. These ratios give a good overall valuation for a telecom 

stock, as EV/Sales and EV/EBITDA consider debt levels that are important to note.  

Valuation  
My valuation is the result of a combination of four methods. These methods offer value-added exposure to multiple levels of 

analysis. These models included a discounted cash flow model, EV/EBITDA, a relative model, and a historical model. To come to 

a final intrinsic value, each model was given a weighting based on my analysis of each methods applicability to Verizon’s past, 

present, and future.  

Discounted Cash Flow (DCF)  
I employed a discounted cash flows analysis as one of my methods to derive a price target for Verizon. In the model, I forecasted 

future free cash flows through the FY 2024E. This time horizon appropriately captures several expected growth trends in 

Verizon’s operating results while maintaining a reasonable level of predictability. In my final valuation, I put 45% of my weighting 

to EV/EBITDA because it reflects the highest level of detail out of any other model used in my valuation and represents one of 
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the most accurate valuations for Verizon. Additionally, EV/EBITDA can be extremely useful when comparing companies within 

the same industry. Since a buy (or sell) for Verizon would mean a sell (or buy) for AT&T, the stock we currently own, I used a 

large portion of my valuation on this comparison. I did not use EV/Sales because although it is still a good measure, it is not as 

good of a measure for comparisons. Given the current circumstances for our future portfolio, the comparison is more important.  

Revenue 
Revenue was projected using a projected growth of around -1% for 2020, with a 2% growth in 2021 and 3% growth thereafter. 

Management guidance suggested that overall, 2020 revenue levels would be less than 2019 due to early COVID complications, 

and the first three quarters of earnings supports this number. Their revenues have not suffered in 2020 as much as other 

industries, largely because of the necessity that the telecom industry is becoming. They project in 2021 to increase their growth 

from 2019 levels, and then return to closer to the industry standard for growth. However, since Verizon is already a huge 

corporation, their projected growth is slightly smaller than that of the rest of the industry.  

Cost of Goods Sold (COGS) 
I projected cost of goods sold as a percent of revenue as it has remained stable over the past five years. Verizon breaks down 

their cost of goods sold into cost of services and wireless cost of equipment, hovering around 24% and 17.6% respectively. 

Management guidance suggests that this number is expected to be constant, so I kept it constant for the future.  

Selling, General, and Administrative Expenses (SG&A) 
I forecasted SG&A expenses as a percent of revenue. Verizon has maintained consistent levels of SG&A expenses, leading me 

to keep an average rate of 22.5% for the next five years with the exception of 2020 at 23%. Management guidance suggested 

that SG&A expenses would see a slight increase on the year, leading me to slightly increase the percentage of revenue relative 

to the rest of the years. They project this cost to increase due to increased marketing expenses from COVID-19.  

Beta  
Beta was estimated by performing a regression of Verizon’s historical returns against the S&P 500. Three periods were used for 

the regression: 5-year monthly returns, five-year weekly returns, and five years’ daily returns. Of the three-time regressions, I 

selected the one that resulted in the highest R-Squared value - the one-year daily regression with an R-Squared of .74 and an 

adjusted R-squared of 0.547. The value of beta from this regression was .53. Given the high R-squared value and the fact that 

this beta is extremely close to the beta provided by various financial resources, I opted to use this beta instead of the bottom-

up beta of .63.   

Terminal Value Calculations 
I calculated the terminal value based on the Perpetual Growth Method (PGM). I used the standard terminal growth rate of 3% 

to reflect Verizon’s mature business position while still acknowledging that they have some growth potential.  

Capital Asset Pricing Model (CAPM) & Weighted Average Cost of Capital (WACC) Presumptions 
In calculating Verizon’s cost of equity, I used the capital asset pricing model (CAPM). I used the NYU Stern’s equity risk premium 

of 5.23% with risk-free rate data from the 30-year Treasury Bond at 1.66% giving me a cost of equity of 4.4%.  I also used 3.2% 

as my long-term credit yield based on Verizon’s longest outstanding debt. I am comfortable using this number as it also nearly 

matches the long-term yield on bonds with a Baa1 rating. This gave me a cost of capital of 3.7%.  

Relative Model 
I also weighted the relative model at 45%. I compared Verizon to 9 different companies, but used only two in my valuation: 

AT&T and T-Mobile (who now includes Sprint). Of the 9 companies, I chose to analyze companies such as 3M, Proctor&Gamble, 

and Visa based on Verizon’s peer reports. I chose these companies by comparing relative figures such as ROE, ROA, and Market 

Cap, as well as P/E ratio, P/S ratio, and EV/EBITDA as well. I chose only to weight AT&T and T-Mobile because they are the most 

comparable companies to Verizon and provide the most relevant information for our decision-making process. Since we 
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currently own AT&T in our portfolio, it is important to compare AT&T to Verizon directly to make sure we make the best decision. 

I weighted AT&T at 70% at T-Mobile at 30%.  

P/S 
I weighted P/S at 50%. Both P/E and P/S would have been good models to weight for the relative model, but the P/E ratio for T-

Mobile skewed the results. T-Mobile’s P/E ratio is 50.2, while AT&T and Verizon’s are 19.1 and 13.3, respectively. For this reason, 

I instead weighted P/S. The values are much closer aligned and paint a more accurate picture, with the ratios of T-Mobile, AT&T, 

and Verizon clocking in at 2.4, 1.2, and 1.9, respectively. With the size of each company and the telecom sector, using P/S as a 

measure of sales provides a good valuation. 

EV/Sales 
I also weighted EV/Sales at 50%. I weighed an EV/ ratio because it’s important to take a company’s debt into account for the 

telecom sector, leading me to either weight EV/Sales or EV/EBITDA. However, similar to the P/E ratio, the EV/EBITDA values 

were a bit skewed. T-Mobile had an EV/EBITDA of 14.7 compared to Verizon’s 88.8. Instead, using EV/Sales allowed me to avoid 

this misinterpretation and use metrics that were much closer together for the weighted companies.  

Historical Model 
The historical P/E model is an analysis of past market premiums to company earnings at the highest and lowest price for the 

period FY 2005-16. Although the historical model is not a great valuation for tech stocks, because Verizon lies in the telecom 

sector, the historical model still provides a good valuation for their company. However, I weighted this model only at 10% to 

not put any extra importance onto the model. Like the above model, I weighted EV/Sales, but also weighted the P/E ratio, both 

at 50%. 

P/E Ratio 
I placed 50% of the weight on the historical model on the P/E ratio. P/E ratio is a great way to measure the health of a company, 

and since Verizon is large, this ratio is especially useful. I used both the three year and 5-year averages in my valuation because 

although the 5 year considers more data, 2015 has a few outliers that were discussed in previous sections of this report. To get 

as much data as possible but also put less weight onto the outlier in 2015, I used both.  

EV/Sales 
I placed 50% of the weight of the historical model on EV/Sales. I weighted EV/Sales for the same reasons listed in the relative 

model. Additionally, sales are vital for a telecom company, so having both sales and debt accounted for in a valuation is 

important. I weighted each model at 50% since they both have relatively equal importance in determining the valuation for the 

historical model. 

Catalysts for Long-Term Growth  
In my research of Verizon Wireless, I have identified several catalysts for long-term growth. These are covered in more detail in 

previous sections of the report and in the Investor Presentation 

• Verizon Wireless has substantial ESG Observations that will help them flourish in an increasingly aware society. They 

continue to set goals for future growth such as carbon neutrality by 2035, as well as generating renewable energy 

equivalent to 50% of their total electricity consumption in the next five years.  

• Verizon Wireless has healthy finances that make them especially attractive for a telecom stock. Having healthy finances 

helps mitigate their monetary risks that come with the telecom sector. 

• Verizon has continuous innovation that places them as a frontrunner for each technological advancement and is gearing 

up to launch new advancements with the quick-growing industry.   
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Risks to Projections and Expectations 
While I have identified catalysts for the long-term growth of Verizon, there are risks to my assumptions that could affect their 

ability to provide returns in line with my projections and market expectations. 

• Growing security threats combined with Verizon’s history put them at risk of public scrutiny in a time where privacy 

issues have gained social traction. 

• Fierce competition between rivals has narrowed the differences between services substantially, making Verizon’s 

higher quality, higher price metric less enticing than cheaper alternatives. 

• Overreliance on US markets may make it more difficult to break into the rest of the world, and the lack of diversification 

could set them up for a loss if the market falls. 

I am confident that Verizon’s cash reserves significantly reduce these risks. Their future innovation plans also help to mitigate 

these risks, which is why I still recommend a buy.  

Corporate Governance 
The Board of Directors of Verizon Wireless currently consists of ten board members. Companies represented on the board 

include PayPal, Proctor & Gamble, and MetricStream Inc, to name a few.  

Executive Members 
• Hans Vestberg, Chairman and CEO 

• Ronan Dunne, Exec. VP of Verizon Consumer 

• Matthew D. Ellis, Exec. VP and CFO 

• Tami Erwin, Exec. VP of Verizon Business 

• James J. Gerace, CCO 

• Guru Gowrappan, Exec. VP of Verizon Media 

• Rose Stuckey Kirk, CCSRO 

• Kyle Malady, Exec. VP and CTO 

• Christy Pambianchi, Eec VP and CHRO 

• Rima Qureshi, Exec. VP and CSO 

• Diego Scotti, Exec.VP and CMO 

• Craig Silliman, Exec VP. And CALPPO 

 

Hans Vestberg joined Verizon in April 2017 as tge CTO after being the CEO of Ericsson for seven years. He replaced Lowell 

McAdam in August as the CEO in order to further their push for 5G. 

Independent Members 
• Clarence Otis Jr., Lead Director, Former Chairman and CEO of Darden Restaurants, Inc. 

• Shellye L. Archambeau, Former CEO of MetricStream, Inc. 

• Roxanne S. Austin, President and CEO of Austin Investment Adviors 

• Mark T. Bertolini, Former Chariman and CEO of Aetna Inc. 

• Vittorio Colao, Former Chief Executive of Vodafono Group Plc. 

• Melanie L. Healey, Former Group President of The Proctor & Gamble Company 

• Daniel H. Schulman, President and CEO of PayPal Holdings, Inc. 

• Rodney E. Slater, Partner at Squire Patton Boggs LLP 

• Gregory G. Weaver, Former Chairman and Chief Executive Officer of Deloitte and Touche LLP 
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Environmental, Social, and Governance (ESG) Observations 
Verizon Wireless has an increasing presence with ESG observations. In fact, they list their ESG highlights as part of their business 

strategy and company values, showing their dedication to the practice. They state, “Our business stategy and company values 

are aligned with achieving our corporate purpose and designed to serve all of our stakeholders, inlcuding shareholders, 

customers, employees, and society.” They have continued to be an ESG pioneer in the telecom industry, with some rather large 

goals for the coming future, with new goals constantly being set.  

They are committed to building stong governance, and strive for transparancy to their stakholders. As an example, they created 

an executive-led, cross-functional ESG team in 2019 to further their efforts on reporting and engagement, human rights, digital 

trust and safety, and environmental sustainability.  

They also describe how they’ve continued to strengthen their commitment to enviornmental sustanability with abitious carbon-

neutrality goals. They aim to be completely carbon neutral by 2035, budiling off their goal to generate renewable energy 

equivalent to 50% of their total electricity consumption by 2025. They are currently on track to reach their goal of emissions 

reductions by September 2021. 

They have also taken steps to involve themselves in social issues. They’ve addressed barriers to digital incusion through their 

education initiavive by providing students with free devices, internet access, and technology-driven curriculum to continue to 

improve learning in a remote environment. In fact, in 2019 they launched their first 5G-enabled Verizon Innovative Learning 

classrooms with the goal to bring 5G  techlology to 100 underserved middle schools. They have adapted the environment of 

this goal during 2020, but plan to continue their efforts into 2021.   

Investment Summary 
Overall, Verizon delivers strong potential for growth in a growth-oriented industry. With the societal desire for faster, rapidly 

advancing technology, Verizon is in an excellent position and holds the capabilities to push themselves not only to global 5G, 

but to continue the evolution of tech. While the industry competition is fierce, Verizon’s cash and capital allocations puts them 

in the best position to tackle new challenges that society seeks. They have made efforts to combat social issues such as climate 

change, and have consistently given out dividends, making them desirable even after public scrutiny with past security issues. 

When comparing Verizon with AT&T, Verizon has stronger metrics and is better equipped to handle the growth of the telecom 

industry in a constantly changing environment. This analysis leads me to the conclusion that Verizon is well positioned for growth 

and to continue to serve the demands of their customers. Given our current holding of AT&T, I advise that we buy Verizon with 

the intention to sell our shares of AT&T. 

 

 

Disclosure: I have no positions in any stocks mentioned, and no plans to initiate any positions within the next 72 hours.  

I wrote this report myself, and it expresses my own opinions. I am not receiving compensation for it. I have no business relationship with any company whose stock is 

mentioned in this equity report. This report is written explicitly for the Oregon State Investment Group; however, I hold the right to distribute this document to potential 

employers or for other educational purposes as a sample of my work.  

Signed:  

Dana Welty 

[1/5/2021] 
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Forecasts & DCF 
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Relative Model 
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Historical Model 
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DuPont 
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Income Statement 
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Statement of Cash Flows 

 

 

 


