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Company Profile - Wireless momentum regained

Solid Q1 2013 results - Strong rebound from Q4; 15% EPS growth

Q1 results were driven by wireless margins rebounding from Q4. In turn this was
mostly due to higher wireless post-paid ARPAs; with more connections per account.
Higher wireless margins show Verizon benefiting from its leading market position &
LTE coverage, a less competitive market, better marketing (eg. "Share Everything"
plans); and a strong demand for wireless data services from smartphones & tablets.
The outlook is good as most of these are not expected to change in the short term.
On the negative side, wireline continues to be weak (despite good FiOS performance
and copper-to-fiber initiative), and post-paid wireless subscriber growth is slowing.

- Q1 Revenue rose $1.2 bn (+4%) to $29.4 bn.
- Wireless Revenue rose $1.3 bn (+7%) to $19.5 bn.

Post-Paid ARPA rose 7%; with 1% more Accounts & 5% more Connections Per Account.

- Wireline Revenue fell $115 m (-1.2%) to $9.8 bn.
- EBIT rose 20.0% to $6.2 bn. Margin rose 2.8% to 21.1%.

- Wireless EBIT rose $1.2 bn (+23.0%) to $6.4 bn. Wireless margin rose 4.3% to 32.9%.
- Amounts due to Minority Interests (Vodafone) increased 31% to -$2.9 bn.
- Net Income rose 16.0% to $2.0 bn, helped by a lower tax rate (down 0.6%, to 15.1%).
- Q1 GAAP EPS rose 15.0% to $0.68, restricted slightly by 1% additional share issues.
- FCF rose $1.6 bn (+70%) to $3.8 bn; with positive working capital and lower CAPEX.

ARPA = Average Revenue Per Account
Comparisons (e.g. margins changes & growth rates) are stated on a Year-on-Year (YoY) basis.
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Fundamental Valuation
(See Page 32) Bear Base Bull
Valuation $) 51.3 57.3 63.8
Potential Return 2% 14% 26%
Capital Structure Per Share Total

($) ($Bn)

Share Price 52.3
Number of Shares  (bn) 2.9
Market Capitalization 150.1
Net Cash / (Debt) -16.3 -46.7
Enterprise Value (EV) 49.6 142.5
Net Debt / Market Cap. 31%

Main Shareholder: -

Significant recent events
- Verizon quashes rumors of a merger with Vodafone.
- Cable operators are adopting quadruple-play to compete better with telcos.

Consensus Estimates

Investment thesis - Dominant position but weakening long-term prospects

Verizon is a utility with an attractive dividend yield (c. 5%) and a value stock investment profile.
This is a well managed company that is extending its leading position in an oligopolistic market.
It takes the best wireless customers, highest overall ARPU, highest margins and lowest churn.
Its early deployment of the latest wireless technology (LTE) and purchase of wireless
spectrum from cable companies has positioned it extremely well to expand market share.
Verizon's key problems are that the maturing US telco market limits growth prospects.
As lucrative voice revenues are commoditised, growth depends on data services (FiOS & LTE).
Wireline remains loss making and in decline, despite FiOS & converting the 'last mile' to fibre.
Vodafone's 45% stake in Verizon Wireless is a major and increasing drag on EPS growth.
The high dividend pay-out ratios of over 75% restrict the capacity for dividend increases.
Lastly, industry consolidation, convergence with cable, and regulation remain wild cards.
In short, VZ is the best of the US telcos, but growth long-term prospects are weakening.

SWOT analysis

Strengths . Weaknesses
- Large size (economies of scale). - Mature US telecoms market.
- Leading mobile market share. - 45% of Verizon Wireless not owned.
- Key assets (licenses & LTE network). - High smartphone subsidies.
- Strong recurring revenues & FCF. - Wireline is loss making.
Opportunities Threats .
- New data services eg. FiOS & LTE. - Commoditisation of voice & data.
- Conversion of Wireline last mile to fibre. - Increased competition from Sprint
- Increasing margins with higher prices (Softbank / Dish?), Clearwire?
and more favourable wireless data plans. - Apps (eg. WhatsApp), VoIP & WiFi.

Financial Results 2012 2013e 2014e
yl/e 31 Dec ($Bn) ($ Bn) ($Bn)
Revenue 115.8 120.7 125.1
EBIT* 20.7 24.6 27.0
Net Income* 6.6 7.9 9.0
Capital 33.2 33.2 35.5
Total Assets 225.2 2254 228.1
FCF 11.4 12.2 13.6
EPS $) 0.31 2.75 3.13
DPS %) 2.04 2.12 2.13
BV Per Share  ($) 11.59 11.57 12.40
Efficiency Analysis 2012 2013e 2014e
EBIT Margin* 17.9 % 20.4 % 21.6 %
Net Income Margin* 5.7 % 6.5 % 72 %
Asset Turnover 51.4 % 53.6 % 54.9 %
Net Gearing 679.3% 679.7% 641.7 %
ROE* 19.8 % 23.8 % 253 %
Net Gearing = Net Assets / Share Capital & Reserves
Growth Analysis 2012 2013e 2014e
Revenue 4.5 % 4.2 % 3.6 %
EBIT* 10.1 % 18.8 % 9.6 %
Net Income* 8.3 % 20.3 % 14.0 %
Valuation Ratios 2012 2013e 2014e
P/ Sales 1.3 1.2 1.2
EV/ EBITDA 3.8 34 3.2
P /EBIT* 7.2 6.1 5.6
PE* 22.9 19.0 16.7
PEG* 3.1 1.0 1.2
P/BV 45 45 4.2
P /FCF 13.2 12.3 11.0
Dividend Yield 3.9 % 3.9 % 3.9 %
Pay-Out Ratio >300% 771 % 68.0 %
Net Debt / EBITDA 1.3 1.2 1.1

Valuation Ratios are based on the current share price.
* = Excluding Unusual ltems
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Explanations and Definitions

Brief business description - Verizon
Verizon is a large US integrated telecommunications operator, providing fixed line, mobile, internet & IT services. Verizon has a national wireless presence, fixed line
presence in 25 states and global data network (ie. MCI). Its main offices are in New York. It has about 190,000 employees and is a component of the S&P 500 index.

Explanation of Company Ratings used by Indigo Equity Research Ltd:

Industry View: ATTRACTIVE Industry View = This is an assessment from an investor's perspective of the potential for the industry as a whole to generate
profits in the future based on criteria such as: market structure (eg. number of competitors and industry
concentration), growth prospects, maturity (stage of the industry life cycle), regulations, technology,
disruptive forces, expected changes and speed of any changes.

Company Rating: Risk = The risk of earnings disappointment & volatility as well as the risk of a change in the valuation ratios that
LOW MED. HIGH impact the company's share price. This depends on items such as revenue growth, profit margin volatility,
. investor sentiment towards the company etc..... But this does not include the market risk of these elements
Risk changing.
Quality
Valuation Quality = The quality of the company reflects its ability to maintain or increase earnings from its competitive

advantages, strategy, brand, management, market position, pricing power, services etc.....

Valuation = This is an absolute measure of valuation multiples of the company, based on a range of metrics (multiples)
such as: P/Sales, PE, PEG, P/BV, P/ FCF, EV/EBITDA, EV/Sales, Div Yield .....

Comment on Ratings: These qualitative assessments of "Company Ratings" are made for each company on a relative basis
compared to other companies with large capitalizations; but are nonetheless subjective and dependent on
the analyst's individual opinion & analysis of the company.

Financial definitions & abbreviations:

FCF = Free Cash Flow 12m av. = 12 month average EV = Enterprise Value BV = Book Value

Op FCF = Operating Free Cash Flow (ie. Average for the last 12 months.) P = (Share) Price Div. = Dividend

EBIT = Earnings Before Interest & Tax yle = (financial) year end PE = Price / Earnings EPS = Earnings Per Share
(ie. Operating Income) PEG = PE/ Growth DPS = Dividends Per Share

EBITDA = Earnings Before Interest, Tax,
Depreciation & Amortisation

Explanation of what constitutes an unusual or significant item: Indigo Equity Research determined what constituted "Unusual items" in this report on the basis of
assessing what items were significantly or materially separate or different to the Company's core business and activities. This a highly subjective assessment made by
the analyst on a case-by-case basis.

Legal and Important Information

Copyright © 2013 Indigo Equity Research Limited

Analyst certification: The analyst Nicholas Landell-Mills primarily responsible for the preparation of this research report attests to the following: (1) that the views and
opinions rendered in this research report reflect the views of Indigo Equity Research Limited about the subject companies or issuers; and (2) that no part of the research
analyst’s compensation was, is, or will be directly related to the specific recommendations or views in this research report.

Disclosures: Indigo Equity Research Limited has no investment banking or share trading operations or activities. Reports are prepared at irregular intervals depending
on the analyst's judgment. Analysts, associates and members of their households may maintain a financial interest in the securities of companies in the analyst’s area of
coverage, subject to compliance with applicable regulations. Indigo Equity Research prohibits analysts, associates and members of their households from serving as an
officer, director, advisory board member or employee of any company that the analyst covers. Analysts aim to provide appropriate information on companies. Analysts do
not provide any BUY, HOLD, or SELL recommendations in their research and the research reports should not be interpreted as providing such recommendations. Indigo
Equity Research does not provide individually tailored investment advice in research reports. This report has been prepared without regard to the particular investments
and circumstances or investment objectives of the recipient. Securities and other financial instruments discussed in this report are not deposits and are not insured by any
institution. (such as the Federal Deposit Insurance Corporation). This report is not intended for distribution to, or use by any person or entity in any jurisdiction or country
where such distribution or use would be contrary to local law or regulation. These disclosures should be read in conjunction with the Disclaimer and Important Information
below.

Disclaimer and Important Information: This document has been prepared by Indigo Equity Research Limited for information and illustration purposes only. This
document is not an offer, or the solicitation of an offer, to buy or sell a security or enter into any other agreement. This document does not contain an investment
recommendation and is not a complete or comprehensive description of a company. Any projections, forecasts or estimates of potential risk or return or financial results
are only illustrative and should not be taken as limitations of the maximum possible loss or gain. The information is provided in this document at the date of preparation
and is subject to change. While this information has been obtained from sources believed to be reliable, we do not represent that it is accurate or complete and should not
be relied on as such. Indigo Equity Research Limited, its directors and employees, can accept no liability or responsibility for any direct, indirect or consequential loss
arising from use of this document or its contents. Past performance is no indication of future results. Real results may vary from forecasts. Historic price performance
may be presented in a currency other than the currency of the country in which you reside. Your actual return on this product may increase or decrease with fluctuations
between currencies and market conditions. The securities and companies discussed in this document may not be suitable for all investors. It is recommended that
investors independently evaluate each security, company or instrument discussed in this document, and consult other independent advisors. This document is directed at
persons and investment professionals and have considerable experience in matters relating to investments, and equity analysis and research. This report must not be
acted on or relied on by persons who are not experienced investment professionals. Indigo Equity Research Limited is not regulated by any financial services authority.
This document may not be reproduced, distributed or published by any person for any purpose without Indigo Equity Research Limited's prior written consent.

Indigo Equity Research Limited ("Indigo Equity Research") is registered in England, Company No. 7315966. Address: 22 Abercorn Place, London NW8 9XP, UK.
Website: www.indigo-equity-research.com and contact email: info@indigo-equity-research.com.
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