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NASDAQ: CMCS.A
Market Outperform | Buy

Investment Thesis Summary
• Leading market position in cable and media entertainment, along

with a strong intellectual property portfolio, provides diversified
and complementary revenue streams

• Sustained broadband net additions in cable, coupled with
recovery in the NBCU and Sky segments as vaccines are rolled
out, will drive accelerated FCF generation over 2021

• Trading at a significant discount to media conglomerate peers,
representing an attractive valuation that does not sufficiently price
in CMCS’s competitive advantages and runway for growth

Business Description
Comcast Corporation (NASDAQ: CMCS.A) is an international media
and technology company. Its three main business segments are
Comcast Cable, NBCUniversal, and Sky. The NBCUniversal (NBCU)
segment can be further broken down into cable networks, broadcast
TV, filmed entertainment, and theme parks. The Company also owns
the Philadelphia Flyers and the Wells Fargo Center arenas. CMCS is
newly focused on Peacock, its direct-to-consumer streaming service
which officially launched throughout the U.S. in July 2020.
Industry and Segment Overview
Cable Providers: Cable Communications is CMCS’s core segment,
comprising 56.3% of revenue. Through this segment, CMCS
provides high-speed internet, video, voice, wireless, and security and
automation services in the U.S. under the Xfinity brand to 30.7mm
residential customers and 2.4mm business customers. The cable
provider industry is dominated by two players, with CMCS holding
the largest market share at 21.7%, followed by Charter
Communications (NASDAQ: CHTR) at 17.3%. A major challenge for
cable companies has been the rise of streaming services, which
have siphoned viewers away from traditional cable TV. Although
cord-cutting among customers has resulted in video subscription
losses, this is offset by high broadband net additions which are
expected to sustain momentum. This has positively impacted cable
companies, swinging the revenue mix towards higher-margin
broadband customers. Going forward, positive revenue drivers within
cable include greater bundling of TV and broadband with other
services, such as streaming. Bundling products reduces subscriber
turnover by offering a range of services at competitive prices.
Cable Networks: Within the NBCU segment, CMCS’s cable
networks provide entertainment, news, and sports networks
nationally and internationally. Within the cable networks industry,
CMCS holds 11.4% market share, surpassed by AT&T (NYSE: T) at
19.7%, The Walt Disney Company (NYSE: DIS) at 16.6%, and
ViacomCBS (NASDAQ: VIAC) at 12.1%. Revenue is generated
through programming licensing and distribution, as well as from
advertising fees. Declining cable TV subscriptions remain a
headwind, which companies are required to offset by negotiating
higher fees or introducing alternative revenue streams, such as
streaming. Subscriber retention is directly based on the consumption
of individual network channels, requiring cable networks to
constantly cater channel content to shifting consumer preferences.
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Return on Investment
Current Share Price $54.11
Target Price $68.00
Dividend Yield 1.83%
Implied Return 27%
Conviction Rating 2

Market Profile
52-Week Range $32.42 - $58.04
Market Capitalization (US$B) $251
Net Debt (US$B) $92
Minority Interest (US$B) $3
Enterprise Value (US$B) $346
Beta (5-Year Monthly) 1.04

Metrics 2020A 2021E 2022E
Revenue (US$B) $104 $110 $116
EBITDA (US$B) $31 $35 $37
EPS (US$) $2.30 $2.45 $3.19
EV/EBITDA 11.3x 10.0x 9.4x

Comcast

Historical Trading Performance (Indexed to $100)

Source: S&P Capital IQ

Figure 1: Revenue Segmentation 

Source: Company Filings
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Broadcast TV: CMCS’s broadcast TV subsegment consists of NBC
and Telemundo broadcast networks, local TV networks, NBC
Universo national cable network, broadcast TV studio production
operations, and multiple digital properties. CMSC holds the highest
market share in this segment at 13.5%, with Fox Corporation
(NASDAQ: FOX) and DIS trailing behind at 11.5% and 10.5%,
respectively. The main determinant of demand for this segment is
advertising expenditure which generates ~2/3 of industry revenue.
Audience size also impacts demand for broadcast TV as the larger
an audience size for a specific network, the higher the price the
station can charge advertisers. Revenue volatility in this segment is
moderately high, as success is mainly tied to the number of cable
subscribers and advertisement spending. While the cable segment
has been impacted by cord-cutting, broadcast TV is less impacted;
however, this segment currently has high levels of consolidation.
Another trend has been operators shifting to digital distribution.
Amusement Parks: CMCS competes in this segment through its
NBC Universal Studios theme parks in Orlando and California in the
U.S. and in Osaka, Japan. The Company is currently working with a
consortium of Chinese state-owned companies to develop a park in
Beijing, China, and another theme park in Orlando. CMSC’s main
competitor in this segment is DIS, which holds 43.8% of the market,
compared to CMSC at 21.5%. Other competitors include Cedar Fair
LP (NYSE: FUN) (5.7%), SeaWorld Entertainment (NYSE: SEAS)
(5.6%), and Six Flags Inc. (NYSE: SIX) (5.0%). Consumer spending
directly affects this segment; therefore, the COVID-19 pandemic
substantially impacted industry revenue growth, which declined by
~35.5% in 2020. Moving forward, theme parks are expected to see
revenue growth due to consumers’ pent-up demand for travel.
Furthermore, operators will likely offer packages and discounts to
spur demand as recovery from the pandemic increases.
Filmed Entertainment: Through its NBCU segment, CMCS
produces and distributes content worldwide under the Universal
Pictures, Illumination, DreamWorks Animation, and Focus Features
names. NBCU has the third-largest market share at 9.1%, trailing
DIS (Disney, Pixar, Marvel, LucasFilm, 21st Century Fox) at 32.5%,
and AT&T (Warner Bros, Time Warner) at 12.2%. The industry is
highly competitive, with a steady influx of new entrants, including
digital players such as Netflix (NASDAQ: NFLX). COVID-19 has
severely impacted filmed entertainment, changing consumption
patterns from in-theater releases to digital releases amid movie
theater closures. However, delayed blockbuster releases and a
resurgence of demand are expected to drive box office ticket
rebounds as vaccines are distributed. Industry revenue is expected
to grow at a 6.2% CAGR over the next five years.

Mandate Fit
Quality Management: Brian Roberts has been in his current
position as CEO since 2002, and Chairman since 2004. He joined
CMCS in 1974 as an intern and has worked in a plethora of roles
throughout the Company. His father, Ralph Roberts, was the founder
of CMCS in 1963 following the purchase of American Cable
Systems. At inception, CMCS had 1,200 subscribers compared to
33.1mm customers as of year-end 2020. Brian Roberts currently
owns all outstanding Class B shares of the Company, which have 15
votes per share; however, the Class B stock only accounts for ~1/3
of the total voting power of all common stock. The Fund is content
with the dual-class share system, as Roberts has extensive
knowledge of the Company and has proven to act in the best interest
of shareholders. As an example, CMCS’s five-year TSR is 111.7%.

Figure 2: Customer Relationship Mix

Source:  Company Filings
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Figure 3: NBC Universal EBITDA Mix (US$mm)

Source:  Company Filings

Figure 4: Broadband Homes Passed & Penetration

Source:  Company Filings, Street Research
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Figure 5: Broadband Net Additions (000s)
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Competitive Advantage: A key advantage CMCS has is its
broadband coverage across the U.S. The Company’s fixed
broadband service covers ~36% of the country, with its closest
competitor CHTR at ~34%. There has been a switch to customers
using Digital Subscriber Line (DSL) networks from cable networks.
CMCS is much better equipped than many competitors in the
industry that lack a well-developed broadband network.
Strong Balance Sheet: With a Net Debt/EBITDA ratio of 3.2x and
$11.7B in cash as of FY2020, CMCS has maintained balance sheet
health despite COVID-19 headwinds. While deleverage efforts
following the $40B acquisition of Sky in 2018 slowed over 2020,
CMCS is on track to use its cash balance and FCF generation to
reduce leverage to the low 2x range. Fitch affirmed an A- credit
rating for CMCS in October 2020 with a stable outlook, while S&P
and Moody’s have both given the Company investment-grade credit
ratings of A- and A3, respectively.
Growing Free Cash Flow: CMCS has grown FCF at a 5% CAGR
over the last five years. Going forward, the Company is expected to
experience strong growth in cable, supported by broadband net
additions, which increased by a record 1.97mm in 2020. CMCS has
also expressed commitment to expand margins and lower capital
intensity within its cable business which comprised 75% of EBITDA
in 2020, further supporting robust FCF generation. While NBCU and
Sky were severely impacted by COVID-19, with EBITDA declining
23% and 37%, respectively, recovery in these segments will be a
major driver of accelerating FCF growth over 2021 and 2022.

ESG Initiatives and Information
Environmental: CMCS has a long-term zero emissions goal for its
operational fleet of vehicles. While this may seem insignificant, the
Company has one of the largest fleets in the U.S. through its Xfinity
vans, trucks, SUVs, and sedans, in addition to all the vehicles
supporting theme parks, film and TV studios, and news teams. Zero
waste is another initiative the Company is focused on. By conducting
waste studies at different theme parks and areas of the business,
CMCS has gained an understanding of where to focus its efforts;
many edible leftovers are donated to local communities, and meal
preparation waste is composted or sent to specialized facilities.
Social: The Company aims to support a culture of volunteerism and
service. The Comcast Cares employee volunteerism program
reaches over 1,000 non-profits and 23 countries. To help offset the
immense impacts of the COVID-19 pandemic, CMCS aided new
customers. Through offering two months of free Internet service to
new customers, CMCS hoped to smooth the digital divide, especially
for school-aged children who may not have had Internet access
otherwise. The Internet Essentials program the Company launched
in 2011 has aimed at levelling this digital divide by working with
multiple non-profits to support hundreds of families and students.
Governance: NEO compensation is well aligned with shareholder
interests, with 72% of CEO compensation being performance-based.
Annual bonuses are based on several financial metrics, including
consolidated adj. EBITDA and FCF and operational metrics, such as
customer experience and product churn. The Company has
achieved 50% diversity on its Board, with 90% of directors being
independent. CMCS has also been named on Fortune magazine’s
‘Best Workplaces for Diversity’ and on HRC’s 2020 ‘Best Place to
Work for LGBTQ Equality’. As of April 1, 2020, some NEOs pledged
their base salaries to charities supporting COVID-19 relief efforts.

Source: Company Filings
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Figure 6: Net Debt/EBITDA

Source:  Company Filings, S&P Capital IQ
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Figure 7: U.S. Media Content Spending (US$mm)

Source:  Street Research
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Figure 8: EBITDA Margins vs Peers
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Valuation
The CPMT valued CMCS using a 50/50 blend of the Gordon Growth
method (WACC of 7.2% and 2% terminal growth rate) and an
EV/EBITDA exit multiple of 11.5x. This method returned an implied
share price of $68.00, representing a 24% capital gain as of quarter-
end. CMCS trades at ~11.2x on an LTM EV/EBITDA basis, which is
~9x below its media conglomerate peers, DIS and VIAC. CMCS
should see COVID-19 headwinds begin to fade as vaccine
deployments continue across the U.S., creating a tailwind for the
filmed entertainment and theme parks subsegments, which saw
large declines over the last year. Additionally, increased penetration
of homes passed should provide a tailwind for broadband net
additions, providing a catalyst for the Cable Communications
segment in the long term.

Investment Thesis
As one of the largest video, high-speed data, and voice providers in
the U.S., and one of the world's most prominent media and
entertainment companies, CMCS is a market leader in the
communications services sector and provides an attractive
investment opportunity for the Fund. The Company is well-positioned
to outperform over the next year, driven by economic recoveries and
vaccine rollouts supporting the NBCU and Sky segments. As seen
over 2020, CMCS’s core cable business provides downside
protection relative to other segments, resulting in a complementary
portfolio of businesses. Going forward, broadband net additions will
drive continued growth in Cable Communications, offsetting video
subscription declines over the next three years. The Tokyo Olympics
also poses a tailwind for CMCS in 2021, providing marketing
catalysts for cable, Xfinity Flex, and Peacock. With a balance sheet
that weathered the pandemic with relative ease, CMCS is well
positioned to resume deleveraging efforts over 2021 and lower Net
Debt/EBITDA from current levels of 3.2x to its target 2.0-2.5x while
continuing to deploy excess FCF in the form of share buybacks. With
CMCS trading ~9x below its media conglomerate peers on an
EV/EBITDA basis, the Fund believes that CMCS’s expected
acceleration in growth is not being reflected in the market, providing
an attractive entry point for the Fund. Pending further due diligence,
the CPMT intends to enter a position in CMCS at a 2 conviction to
strengthen our communications services portfolio.

Source:  Company Filings, S&P Capital IQ

Figure 9: Capital Returned to Shareholders (US$mm)

Source:  Company Filings
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Figure 10: CMCS LTM EV/EBITDA vs Peers

Source:  S&P Capital IQ
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