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Nortel Networks Corp. o

Rating NEUTRAL® [V]
HS, Price (01 Aug 08, US§) 6.52
this Target price (US§) 7.000
E2-week price range 21.74 - 5.80 A
Market oo, (USS$ m azasz CY2QO08 Earnings Results
“Stock ran ralaive to te raiey: ndex,
|Taw$;?,:?‘; ,gm:& ey Investment Thesis. While NT has made progress in remaking and repositioning its
{V] = Stock considenad voltie (ses Disciosure Appandi). business to address higrher growth and profitability markets, the restrained capex
outlook and competitive

andscape continue to pose signiﬂcant challenges.
Research Analysts  Results. NT reported CY2Q08 revenues and P/F EPS of $2.62bIn/{$0.11) v. our
Paul Silverstein  $2.47BIN/($0.06) and consensus's $2.50bin/($0.04) estimates. Carrier Networks
212 3255200 AoM (primarily related to the LG JV), Metro Ethemet and Global Services were the
paul silverstain@cradit-suisse.com rimary drivers of the revenue upside. Higher than forecast Taxes and Minority
nterest related to profitability of the LG JV more than offset the revenue upside and

stronger than forecast gross and operating margins to drive the EPS shortfall.
CY08 Guidance. NT reiterated CY08 guidance of low single digit rev growth, which
at 3% would translate to $11.28bln, and approximately 43% GM and 6.7% OM v. our
$11.07bInf42.9%./6.1% and consensus’s $11.22bIn/42.8%4/6.6% previous estimates.
Estimates. Our revised Rev and EPS estimates follow: CY08 to $11.21bIn/$0.31

from $11.07bIn/$0.43; and CY09 to $11.38bIn/$0.72 from $11.20bIn/$0.68.

Outlook/Valuation. \We reiterate our Neutral rating. Our unchanged $7 12-month
target price is dernived _tla_y applying a 10x multiple to our revised CY09 $0.72 PF EPS
(ex-ESO) estimate. NT has exceeded our revenue expectations and significantly
outperformed its peers in driving margin improvements. We see increased risk,
however, to Street’s CY09 revenue and margin outlook presentad bg the significant
Q/Q and Y/Y decline in bookings and correspondingly weak 2008 book-to-bill and
by NT’s projected significant CY09 decline in deferred revenue. NT acknowledged
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