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Greetings from Dallas and St. Louis, where the heat of summer has been 
somewhat forgotten and replaced by the warmth we have for each 
Olympic athlete.  Many thanks to Comcast and their folks at NBC 
Universal for providing a multi-channel experience that gave us little 
reason to want to leave our couch (who would have thought that 
watching women’s field hockey could be so exciting?).  It gave the world 
an opportunity to pause and celebrate sport.     

 
Before we dig into the earnings reports and outline a few additional key trends, a couple of thoughts on 
last week’s comments.  First of all, the ramifications to a weaker ILEC DSL platform from the accelerated 
disconnection of HDSL2/ HDSL4 circuits are profound IF the corresponding cable-led alternate platform 
gets stronger in the process.  The relative cost gap grows.   
 
Remember, the DSL platform was planned a decade (or more) ago, when access lines were growing, 
central office third-party collocation space was at a premium, fiber extensions to buildings was reserved 
for a limited few, and Metro Ethernet was an experimental technology.  Until just a few years ago, 
central office expansion for wireless growth was the trend.  With T-Mobile touting this week fiber to 
32,000 cell sites, and many of those only interacting with the central office infrastructure for 
interconnection purposes, the question many of you are probably asking is “Where have you been?”   
 
Frankly, I (and from the comments of several of you) missed it.  The central office infrastructure is 
rotting rapidly, and businesses who are planning that it’ll still have scale in five years should think again.  
That’s a lot of real estate and equipment to maintain, whether fully depreciated or not.   
 
Second, many of you caught my the omission of Sprint’s historical financials and interesting comments 
made by Sprint’s Network and Wholesale EVP, Steve Elfman, about the effect of nesting birds on their 
LTE rollout.  I have attached them to this week’s Sunday Brief for future reading.  So many quips I could 
make about the birds, but allow you to fill in the caption instead.   
 
Before we delve into Comcast and Time Warner Cable earnings, a quick discussion of one additional 
trend that rarely gets discussion with analysts and consultants – debt refinancing.  Level3 (who is quickly 
absorbing their Global Crossing acquisition last year and managing to keep European revenues afloat 
amid currency fluctuations) just announced the completion of $1.415 billion in debt refinancing on 
Friday.  Combined with other debt placement announcements, Level3 refinanced about 30% of their 
total debt last week.   
 
What is significant about the $1.415 billion refinancing is that just over 40% of the debt is structured at a 
LIBOR + 3.25%, while the remainder is at LIBOR + 3.75% with a 1.5% minimum for LIBOR.  With the one 
year LIBOR at 1.06%, Level3 is paying a 4.75-5.25% rate for 16% of their total debt.   
 
Many of you have been around the telecom world for a while, and know that Level3 and “survivor” are 
synonyms in any telecom dictionary.  While they are considered a high credit risk, they can get 
refinancing today for as little as 5%.  They are able to lower their cost of capital, and, through this 
process, shareholders win.  Either Level3 uses the interest savings to finance new cost savings initiatives 
(more growth, synergies, etc.) or they return the benefit to shareholders through a buyback of shares.   

http://www.fiercebroadbandwireless.com/story/t-mobile-95-our-backhaul-fiber/2012-08-01
http://www.fiercebroadbandwireless.com/story/t-mobile-95-our-backhaul-fiber/2012-08-01
http://finance.yahoo.com/news/level-3-financing-announces-1-181600461.html


Imagine what a refinancing of AT&T’s or Verizon’s balance sheet looks like with 200-300 basis points of 
improvement ($250 million of annual interest savings per $10 billion in debt).  With enough cash to fund 
operations, lower interest rates fuel debt reduction and share buybacks.  It’s a trend worth noticing, 
especially as we discuss the cable industry.   
 
This week’s earnings news was dominated by Comcast and Time Warner Cable.  A quick summary:   
 

 Comcast grew cable revenues by $556 million (6%), operating cash flow by $215 million (5.5%) 
and shrunk capital expenditures by $57 million (4.4%).  The cable side of the house is performing 
well, led by increased penetration of High Speed Internet and continued residential phone 
growth, offset by (slowing) declines in video.  One interesting statistic brought out on the call 
was that 27% of their High Speed Internet base subscribed to a premium level of service (Time 
Warner Cable’s number was 21%).  Management of both companies saw room for improvement 
with data ARPU levels.   

 

 NBC Universal had a decent quarter with the exception of the film Battleship which drove the 
Universal division to an $83 million loss.  Films drive earnings volatility – we’ll see an example of 
upside when Comcast talks about Ted in the third quarter.  Comcast CFO Michael Angelakis 
talked about the need to manage the cable and NBCU businesses differently – couldn’t agree 
more.   

 

 Comcast held back expressing excessive enthusiasm about the Olympics coverage, but stated 
that their coverage this year should turn a profit (versus an expected $200 million loss).   

 

 Time Warner Cable had similar weakness in basic video disconnects, offset by continued 
strength in High Speed Internet sales.  While it’s difficult to determine how many voice connects 
occurred on a pro forma basis in 2Q, it’s clear that it was better than the same quarter in 2011.   

 

 Time Warner Cable reported that they had connected fiber for cellsite backhaul to 8,500 sites 
and that the backlog was “healthy.”  Business growth overall was very strong, led by Ethernet 
and IP services.   

 

 Both Time Warner Cable and Comcast are clearly looking forward to the benefit of an ad-heavy 
presidential election season.  This should benefit both the third and, to a lesser extent, fourth 
quarters.   

 

 Time Warner Cable also announced the availability of 5,000 Wi-Fi sites to their users in Los 
Angeles, and estimated that when the cross-cable Wi-Fi initiative was complete, there would be 
more than 35,000 sites to choose from across the country (it’s clear that this number is headed 
much higher, likely 50-100 thousand sites, driven by Comcast growth and Verizon Wireless 
offload opportunities).   

 

 Insight and Navisite integrations continue to drive synergies for Time Warner Cable.  They 
appear to be ahead of Insight integrations, which should drive more 3Q profitability.   

 
Overall, while both companies are integrating acquired operations, growing High Speed Internet 
subscribers, partnering on Wi-Fi Hotspot coverage, and making inroads with their respective Business 



units, Comcast clearly is looking for new cash flow growth through operational excellence and their 
Xfinity X1 product innovation, and Time Warner is looking for an economic turnaround and changes in 
the Business/ Consumer mix to generate higher levels of cash flow.  There appear to be no 
insurmountable short-term hurdles to keep the growth from continuing in the core cable units, and that 
should drive continued cash flow, dividend, and share repurchase growth.   
 
Outside of the wireless units of AT&T and Verizon, cable is the place to be – no doubt about it.  Cable 
gets the gold, and Comcast edges out Time Warner Cable to take the top spot.   
 
Next week, we wrap up the earnings season with some overall thoughts.  By the way, if you have a 
friend who would enjoy receiving this brief, please send an email to sundaybrief@gmail.com and we’ll 
get them on the list.  Thanks for your help, continued readership and comments!  
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