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Fat Prophets take profits
Spark New Zealand (NZX,ASX, SPK) stunned the market last week in announcing that CEO Simon Moutter
is stepping down, effective July 1, 2019. He is to be replaced by Jolie Hodson, currently the company’s
Customer Director. With no ‘real’ reason given other than “it was time,” the move is surprising and very
strange in our view, given the host of new management initiatives still have time to run (Agile), or have only
just been launched (Spark Sport).

The transformation under Mr Moutter has been an impressive one, and although his replacement has held
senior executive positions during the company’s ‘repositioning, it does feel like the timing of the CEO
transition is a year or so early, and creates a number of risks. We note that most brokers in New Zealand are
praising Ms Hodson’s credentials and track record – putting it bluntly this makes us all the more wary.

We have backed the company’s turnaround plan under Mr Moutter’s leadership since April 2013, issuing an
initial buy recommendation around the $2.10 mark. At the time most brokers across the Tasman were overtly
negative on the company, but we had confidence the envisaged transformation of what was then Telecom
Corporation of New Zealand, would be successful.

Such has proven the case, with not only a name change and cost out programme, but also a disruptive story,
with Spark putting pressure on Vodafone in mobile, and pursuing other digital earnings drivers, including the
move into streaming. This has seen the share price re-rated strongly from the levels of five years ago,
accompanied by robust dividend pay-outs.

We do harbour some concerns that with the job not quite done yet, a layer of risk has now been
added by a change at the top. Particularly if current initiatives are not executed on properly, or indeed
should there be a change of strategic course (Ms Hodson has stated that this will not be the case for the
record). We are therefore exercising prudence and changing our rating on Spark New Zealand, taking some

Spark New Zealand 10/04/2019  FAT-AUS-917



strong profits off the table (a return of over 125% including dividends). We are however maintaining some
exposure for longer term outperformance.

As notified in our mid-week alert last Wednesday, we recommend Members sell half their holdings in
Spark New Zealand.

Latest Developments

The news that Jolie Hodson will be taking over as CEO has come as a bolt from the blue, and we have no
problem with her track record per se. She has been on the telco’s senior leadership team since 2012, and
has delivered ‘outcomes’ across a number of business units. She has been a key driver of the company’s
growth strategies in Cloud and IT services, and headed up the Spark Digital unit, and was CFO.

A box has also been ticked as the corporate sector move towards having more women in leadership
positions. Ms Hodson, with Chair Justine Smyth, will occupy the two most senior executive roles.

The main problem we do have is that Simon Moutter, the executive whose turnaround program we
have consistently backed, is going. We appreciate that moving from a ‘buy’ to a ‘sell’ recommendation is
an abrupt switch, but the circumstances are also somewhat exceptional.

Regardless of the magnitude, the undeniable fact is that a layer of uncertainty has been added to the
investment case that was not there a week ago. Succession planning has occurred, but this has been
poorly communicated to the market in our view, and regardless of how ‘good a game’ is talked, there is now
the real risks of a change in strategy.

Playing devil’s advocate, one might also argue that the move is because the ‘Agile’ program is not going as
well as planned, or there are doubts creeping in about the move into sports streaming, and the company’s
ability to deliver ahead of the Rugby World Cup. There have already been outages reported during
broadcasting of Formula 1 Grand Prix in Bahrain, which infuriated some devout ‘petrol-heads.’

No one rings the bell near the top, but perhaps we have seen it with the departure of Simon Moutter.
Is he leaving in John Key- like fashion? Only time will tell.

Not much has been made of the fact that a few days before the announcement of Mr Moutter’s departure,
Spark revealed it was seeking a ‘growth partner’ for Lightbox. The SVOD service has been a success in that
it has 355.000 subscribers, but is likely to be still loss-making. With content costs rising, and other disruptors
likely to arrive down the track (think Apple), this could be as much about reducing the cash burn, whilst also
hooking up with a quality content provider. We will be watching this space closely for any developments.

Turning to the daily chart, support has been breached at the 127.2% Fibonacci retracement around $3.95
earlier this year. The bleaker picture has also seen prices break below the rising up-trend line (dotted green),
and with a bearing moving average crossover developing last week – this is where the 50-day moving
average (red line) crosses below the 200-day moving average (green line). Momentum has swung south,
with support at the 61.98 Fibonacci retracement at $3.49 being toyed with. A breach would likely open up
levels below $3.40.



Regarding the monthly chart, the long-term uptrend line (upward sloping green dashed) was breached in
February 2018, and then again last week. The long-term uptrend is still in place, but is being probed, with a
break below here bringing support at $3.10 (the 2018 lows) into focus.



Summary

Spark New Zealand stunned the market last week in announcing that CEO Simon Moutter is stepping down,
effective July 1, 2019. He is to be replaced by Jolie Hodson, currently the company’s Customer Director. With
no ‘real’ reason given other than “it was time,” the move is surprising and very strange in our view, given the
host of new management initiatives still have time to run (Agile), or have only just been launched (Spark
Sport).

The transformation under Mr Moutter has been an impressive one, and although his replacement has held
senior executive positions during the company’s ‘repositioning, it does feel like the timing of the CEO
transition is a year or so early, and creates a number of risks. We note that most brokers in New Zealand are
praising Ms Hodson’s credentials and track record – putting it bluntly this makes us all the more wary.

We have backed the company’s turnaround plan under Mr Moutter’s leadership since April 2013, issuing an
initial buy recommendation around the $2.10 mark. At the time most brokers across the Tasman were overtly
negative on the company, but we had confidence the envisaged transformation of what was then Telecom
Corporation of New Zealand, would be successful.

We do harbour some concerns that with the job not quite done yet, a layer of risk has now been added by a
change at the top. Particularly if current initiatives are not executed on properly, or indeed should there be a
change of strategic course. We are therefore exercising prudence and changing our rating on Spark New
Zealand, taking some strong profits off the table (a return of over 125% including dividends). We are however
maintaining some exposure for longer term outperformance.



As notified in our mid-week alert last Wednesday, we recommend Members sell half their holdings in
Spark New Zealand.

Disclosure: Interests associated with Fat Prophets hold shares in Spark New Zealand.
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Snapshot SPK

Spark New Zealand

Latest Closing Price: $3.45

Spark New Zealand (formerly Telecom New Zealand) is a supplier of telecommunications and information, communications and
technology (ICT) services in New Zealand and Australia. Telecom provides a range of telecommunications and ICT products and
services, including local, national, international and telephone services; mobile services, data, broadband and Internet services;
information technology (IT) consulting, implementation and procurement, equipment sales, and installation services. The
Company’s portfolio of IT services includes cloud computing services, managed IT services, IT outsourcing, IT software and
hardware procurement, and professional services to assist organizations with business and technology investments.

The company was rebranded from Telecom to Spark in August 2014.

Market Capitalisation:$6.45b

 FY1 FY2
Price to Earnings 17.2 16.3

Dividend Yield (%) 6.7 6.8

Price to Book 4.6 4.8



Return on Equity (%) 26.5 29.2

EV/EBITDA 7.9 7.7
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