EDISON

Infinera

Lighting up fiber optics

Infinera supplies a comprehensive set of electronics that activates long-
haul fiber optic networks with its highly integrated photonic integrated
circuits (PICs) and proprietary software. Over the last two years it has
become the world’s third largest provider of emerging 100Gbps ports to
customers that include telecom carriers, cable operators, internet content
providers and bandwidth wholesalers. It offers performance and time-to-
market advantages, as well as a very quick potential software upgrade to
next-generation 500Gbps performance.

Q4 international expansion

Revenue of $139.1m declined by 2% sequentially but exceeded the high-end of
expectations on record 100Gbps port shipments as subsea deployments occurred
more smoothly than anticipated. Pro forma gross margin of 41% dropped by 800bp
on a richer mix of new deployments, but was the second highest in eight quarters.
International customers accounted for a record 46% of sales as the company
expands its geographic footprint beyond the US. Infinera returned to both pro forma
profitability and positive cash flow during H213 as planned, but was unprofitable on
a GAAP basis in Q4. Cash, equivalents and short-term investments totaled $297m,
helped by a $145m convertible offering last May, while debt was $109m.

100Gbps growth, and lots of earnings leverage

Infinera stumbled in 2010 after a good start due to the lack of a scalable 40Gbps
offering, and it addressed that issue for the emerging 100Gbps generation in 2012
by including a software upgrade for 500Gbps by basically adding together five
100Gbps channels. Last year that strategy paid off as revenue growth of 24%
approximately doubled that of 100Gbps port growth due to considerable market
share gains. Growth vectors now include: persistent 100Gpbs market growth; Asia,
where it is under-exposed; adding the fifth top cable provider and fourth top internet
content provider in North America as customers; and the metro market later next
year when it migrates to 100Gpbs. Infinera is extremely well positioned for margin
expansion when its customers upgrade to 500Gbps, and the company reconfigures
software of the existing installation with a single click to deliver it.

Valuation: Upside awaits

We believe the shares are worth over 2x sales and 20x earnings, and that earnings
could easily exceed expectations given the simplicity of network upgradability.

Consensus estimates

Year Revenue PIS  GAAPEPS Pro forma Pro forma P/B
end ($m) (x) ($) EPS ($) PIE (x) (x)
12112 4384 24 (0.77) (0.39) N/A N/A
12113 5441 20 (0.27) 0.03 286.0 2.6
12/14e 613.1 1.8 (0.10) 0.15 57.2 N/A
12/15¢ 682.6 1.6 0.09 0.31 21.7 N/A

Source: Company reports, Thomson Datastream
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Business description

Infinera supplies vertically integrated optical networks
supporting 500 gigabits per second (Gbps) based on
its unique large-scale PICs. It is based in California’s
Silicon Valley.

Bull

Infinera offers simplicity, performance, and time-to-
market competitive advantages.

Gaining share in the growing market for 100Gbps
optical networking ports.

Well positioned for margin expansion when

customers upgrade existing installations.
Bear

Elusive profitability.

Range-bound revenue since Q310.

Only recently stopped burning cash.

Analysts
Dan Scovel +1 646 653 2079
Dan Ridsdale +44 (0)20 3077 5779
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EDISON

Edison, the investment intelligence firm, is the future of investor interaction with corporates. Our team of over 100 analysts and investment professionals work with leading companies, fund managers and investment banks
worldwide to support their capital markets activity. We provide services to more than 400 retained corporate and investor clients from our offices in London, New York, Frankfurt, Sydney and Wellington. Edison is
authorised and regulated by the Financial Conduct Authority ( ). Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of Edison.
Edison NZ is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research
Inc (Edison US) is the US subsidiary of Edison and is not regulated by the Securities and Exchange Commission. Edison Investment Research Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison and is
not regulated by the Australian Securities and Investment Commission. Edison Germany is a branch entity of Edison Investment Research Limited [4794244].

DISCLAIMER

Copyright 2014 Edison Investment Research Limited. All rights reserved. This report has been prepared and issued by Edison for publication globally. Al information used in the publication of this report has been compiled
from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of this report. Opinions contained in this report represent those of the research department of
Edison at the time of publication. The securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors. This research is issued in Australia by Edison Aus
and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. The Investment Research is distributed in the United States by Edison US to major US institutional
investors only. Edison US is registered as an investment adviser with the Securities and Exchange Commission. Edison US relies upon the "publishers' exclusion” from the definition of investment adviser under Section
202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. As such, Edison does not offer or provide personalised advice. We publish information about companies in which we believe our
readers may be interested and this information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to be, and should not be construed in any manner whatsoever
as, personalised advice. Also, our website and the information provided by us should not be construed by any subscriber or prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a
security. The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale
clients” for the purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities
mentioned or in the topic of this document. This document is provided for information purposes only and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this
document. A marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject
to any prohibition on dealing ahead of the dissemination of investment research.

Edison has a restrictive policy relating to personal dealing. Edison Group does not conduct any investment business and, accordingly, does not itself hold any positions in the securities mentioned in this report. However,
the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report. Edison or its affiliates may perform services or solicit business from any of the
companies mentioned in this report. The value of securities mentioned in this report can fall as well as rise and are subject to large and sudden swings. In addition it may be difficult or not possible to buy, sell or obtain
accurate information about the value of securities mentioned in this report. Past performance is not necessarily a guide to future performance. Forward-looking information or statements in this report contain information
that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other factors which may cause the actual results,
performance or achievements of their subject matter to be materially different from current expectations. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general
information only and is not intended to constitute a recommendation or opinion in relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a
“personalised service” and, to the extent that it contains any financial advice, is intended only as a “class service” provided by Edison within the meaning of the FAA (ie without taking into account the particular financial
situation or goals of any person). As such, it should not be relied upon in making an investment decision. To the maximum extent permitted by law, Edison, its affiliates and contractors, and their respective directors, officers
and employees will not be liable for any loss or damage arising as a result of reliance being placed on any of the information contained in this report and do not guarantee the returns on investments in the products
discussed in this publication. FTSE International Limited (‘FTSE”) © FTSE 2014. “FTSE®” is a trade mark of the London Stock Exchange Group companies and is used by FTSE International Limited under license. All
rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors accept any liability for any errors or omissions in the FTSE indices and/or FTSE ratings or underlying data. No
further distribution of FTSE Data is permitted without FTSE’s express written consent.
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