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• 6.3% Dividend Yield.  

• TV and Media business units have been divested.  

• Fiber and cellular 5G are the focus. 

• Pullback in price marked an attractive entry point for dividend-seeking 

investors. 

• Fiber expansion offers a growth opportunity. 

Investment Thesis 
AT&T (T) is a telecommunications company that offers wireless and wireline services to 

over 100 million domestic customers.  

The company has had sustained efforts to streamline its business, including spinning off 

AT&T TV, Warner Media, and DirecTV. Fiber expansion and streamlined business 

combined with cost improvements of $6 billion in run rate. However, we do have 

concerns about the debt level and the company's ability to reach its FY25 goals. AT&T 

offers income generation and an option on the expectations that a streamlined business 

will produce better profitability which should drive near-term earnings improvements 

even though the secular long-term growth potential is very modest.  

Estimated Fair Value 
 

EFV (Estimated Fair Value) = E24 EPS (Earnings Per Share) times PE (Price/EPS) 

EFV = E24 EPS X P/E = $2.50 X 9.0 = $22.50.  

This is a relative PE of half the broad market multiple. 

 

 E2023 E2024 E2025 

Price-to-Sales 1.01 0.99 0.98 

Price-to-Earnings 7.1 6.93 6.80 
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Business Overview 
 

Service Revenue ($ Billions, 
1Q23) 

Change Year-Over-Year 

Wireless Telecom $20.6 2.5% 

Wireless Services $15.5 5.2% 

Business Wireline $5.3 -5.5% 

Consumer Wireline $3.2 2.5% 

Other (Corporate, LATAM) $1 -  

Total $30.1 1.4% 

 

AT&T operations now focus on communications, including wireless services, consumer 

and business wirelines. Currently, consumer wireline has roughly 30 million home 

passes, with 5G mobile network coverage reaching 288 million people. 

AT&T in recent years, has seen 2 major spin-offs. In FY22, Warner Media was separated 

off and Combined with Discovery to Form Warner Bros. Discover (WBD). Additionally, 

AT&T combined AT&T TV and DirecTV and spun it off as a combined streaming service in 

FY21. 

Expansion 
AT&T is replacing much of the old broadband copper cables with its Fiber network to 

improve customer connectivity. This will be an expensive process. Depending on the 

area, it can cost roughly $70,000 per mile depending on density.  

Fiber provides higher speed and lower maintenance costs than old copper lines. This is 

largely due to Fiber's longer life cycle and improved durability post-installation. In 1Q23, 

AT&T added 247,000 fiber customers and increased its market opportunity by additional 

600,000 homes that were passed by ATT fiber. New adds were higher than expected, 

driving an ARPU (average revenue per user) increase by 9% to $65.92. Current fiber 

penetration is expected to be around 38% across the 19.7 million sellable consumer 

locations. AT&T has targeted 30 million Fiber locations by FY25 and is expanding at 2-

2.5 million additions yearly.   

 

https://www.fiercetelecom.com/broadband/att-think-it-can-prove-out-its-gigapower-fiber-model-18-months
https://www.fiercetelecom.com/broadband/att-think-it-can-prove-out-its-gigapower-fiber-model-18-months
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Fiber Optic Network Construction, Dgtl Infra  

To aid in the Fiber expansion, AT&T will form a wholesale Fiber-optic reseller outside of 

AT&T's traditional footprint. The Joint venture will be funded in conjunction with 

BlackRock's alternative infrastructure business and will operate under the name 

Gigapower. Initial plans are 1.5 million additional consumers outside of ATT's traditional 

footprint. Specific details are not yet available on the joint venture, but AT&T plans to 

focus on underserved areas outside of its existing wireline footprint.   

The JV and existing Fiber expansion operations will be able to take advantage of the 

$42.5 billion FCC incentive program called BEAD (Broadband Equity, Access, and 

Development program). This fund will be distributed to states by a need-based system, 

with the first recipients expecting to take RFPs (request for proposal) in 3Q23.  
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Risk 
AT&T is a big company with a significant asset base but trails its peers regarding ROIC 

(return on total invested capital). While Telecom is a sector with razor-thin margins and 

high regulation, AT&T has consistently underperformed peers on ROIC. 

 

While this number and the recent FCF (Free Cash Flow) shortfall could indicate capital-

intensive projects without much short-term incremental cash flow, it could reveal a 

problem in management if the trend continues over the long term. With the shedding of 

Warner and DirecTV, this FCF reduction is likely a temporary setback.  

AT&T has a large balance sheet with net debt of $128.4 billion. This level of debt is 

notable, considering the increases in interest rates and the reduction in FCF in 1Q23. In 

FY23 and FY24, management expects to decrease net debt and reach a target of 2.5X 

debt-to-EBITDA by FY25. Per the 1Q23 earnings call, most debt is financed at a 4.1% 

interest rate. In addition, much of the debt is not due until past 2036 giving plenty of 

flexibility and no debt repayment issues over the near term.  



 

5 
 

 

 

Outlook  
1Q23 saw revenues increase 1.4% year over year, with expenses being flat year over 

year. The expected FCF was $2.5 billion, and AT&T only delivered $1 billion. This 

significant shortfall was caused by higher capital expenditure than expected. 

Management says that this fall was expected given several factors, such as device 

payments ending, usually the lowest new device volume in 1Q, and performance-based 

incentives being paid out in 1Q23. The company still expects a FY23 total FCF of over 

$16 billion, which is heavily back-end weighted. This would indicate record strength in 

Fiber expected for FY23. In addition to this FCF shortfall, AT&T has added roughly $3 

billion in net debt in the trailing twelve months. Management says this year will be a 

down net year and expects to pay off debt as FCF comes in in the latter half. Also, 

management states that the dividend will increase as credit quality improves and the 

debt level is reduced.  

One of the company's long-term initiatives is to generate roughly $6 billion annually in 

run-rate cost savings. Coupled with targeted incremental margin expansion, the net 

debt-to-EBITDA ratio of sub-2.5x by FY25 is realistic in our opinion. AT&T has a net debt 

of $128.4 billion, equating to a debt-to-EBITDA ratio of 3.2x. EBITDA is up by 8% in 

1Q23. Additionally, the operating margin has increased 220 bps year over year, but 

adjusted quarterly EPS is down by $0.03 to $0.60. This drop in EPS was expected due to 

spin-offs.  

AT&T certainly has a high dividend with its 6.3% yield. However, ATT has numerous 

challenges to address to grow its EPS and dividend. Execution will be critical to 

improving the balance sheet, hitting Fiber expansion targets, and increasing FCF to 

promised levels. 
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Peer Comparisons 

 
AT&T               

(T) 

Verizon     

(VZ) 

T-Mobile 

US (TMUS) 

Comcast 

(CMCSA) 

Frontier 

(FYBR) 

Price-to-Earnings 

(FWD) 
7.08 7.88 20.33 10.05 Neg 

Price-to-Sales (TTM) 1.02 1.14 2.33 1.33 0.90 

Price-to-Cash Flow 

(TTM) 
3.53 4.02 10.65 5.83 3.70 

EV-to-EBITDA 

(FWD) 
6.65 6.97 9.74 7.12 5.93 

Dividend Yield 6.45% 7.07% - 3.18% - 
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Disclaimer and Related Information 
 

This article or video features Benjamin C. Halliburton, CFA or an investment idea(s) that 

Mr. Halliburton or Tradition Investment Management, LLC (Tradition) may invest in. Mr. 

Halliburton is the founder and owner of Tradition Investment Management, LLC which 

has applied to be an RIA (Registered Investment Adviser). Until registration is complete, 

Tradition is operating as a private family office. Tradition is paying Building Benjamins 

LLC to publish this information and run the website. All material on the website should 

be considered paid advertising by Tradition. 

This article is a financial publication and is provided for educational purposes only. It is 

not an investment recommendation nor investment advice. It does not take into 

account your personal circumstance and whether this investment is appropriate for you, 

your objectives, or your risk tolerance. Under no circumstance is Building Benjamins LLC 

or Tradition Investment Management LLC responsible for any actions that you may take 

after reading this educational information. Nothing from Building Benjamins LLC should 

be considered personal investment advice. Building Benjamins LLC, the website, emails, 

interviews, social media pages, and other materials are published by Building Benjamins 

LLC and do not necessarily match the opinions of the individuals or companies published 

or quoted herein. Investing, and in particular, stock or ETF investing, is risky and may 

result in losses and sometimes loss of your entire investment. Stock investing has 

company-specific operational risks like demand, competition, legal and regulatory, as 

well as broader financial market risks like liquidity, economic cycle, and government 

policy. You may lose money in any stock investment or other investments that you 

make, and you are solely responsible for those decisions. 

Mr. Halliburton, Tradition Investment Management LLC, and/or the authors on this site 

may or may not have positions in the securities discussed in this educational report. The 

information herein is shared as an educational endeavor.  Mr. Halliburton, Tradition 

Investment Management LLC, and/or the authors on this site may transact in the 

security discussed at a later date prior to or without notification in this format. This is 

not investment advice but only a discussion of select investments.  

Building Benjamins is an investment website, blog, or newsletter, and the information 

contained cannot be reproduced, copied, or redistributed without the prior written 

authorization of Building Benjamins LLC. US copyright laws apply. We rely on 

information from sources we believe to be reliable, including the companies themselves, 

but cannot guarantee the accuracy of the information that we provide. You rely on this 

information at your own risk and are responsible for the verification of the data. 

 


