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Thesis 

• Ciena’s network specialist role differentiates the company from peers that are either over-
diversified or are engaging customers with legacy technology. 

o Peers dependent on mobile only are struggling. 
• The company continues to grow revenue faster than peers while using volume leverage and mix 

to expand margins and grow EPS. 
• Cisco is benefiting from diversification across geographies and particularly growth in non-

traditional customers, which comprised 37% of revenue in 3Q16 and should exceed 40% going 
forward. 

 
Outlook for 4Q16 

• Street: expects revenue of $717 million, non-GAAP EPS of $0.47. 
• Argus: expects revenue of $725 million, non-GAAP EPS of $0.50. 
• For 4Q16, Ciena guided for revenue in a range of $700-$730 million; at $715 million midpoint, 

revenue would be up 3% annually. 
• Directional EPS guidance pointed Argus to $0.50 Street at $0.47. 

o Our non-GAAP EPS estimate would be up 18% y/y. 
 
Non-traditional business: best growth area 

• For 3Q16, non-telco customers accounted for 37% of revenue.  
• Direct sales to webscale customers comprised 12% of Ciena revenue, about double the 

percentage from a year ago.  
 
 
 
 
 



Cyan acquisition 
• In 2015, Ciena completed acquisition of Cyan for $488 million ($415 million net of cash 

acquired). 
• The Blue Planet network orchestration business (acquired with Cyan) is in multiple trials and 

pilots, and should begin to ramp to revenue in fiscal 2017 (CEO Smith).  
• This software-based solution will further help Ciena expand margins. 
• Ciena acquired Cyan to accelerate time to SDN/NFV, or risk watching rivals including Cisco and 

Dell/EMC/VMware pull away with SDN/NFV solutions. 
• Cyan’s revenue: $120 million annualized revenue from metro optical customers. 

 
Conclusion 

• Even without Cyan, Ciena’s underlying business is healthy. 
• Despite forex headwind (now moderating), Ciena anticipates growing its top line faster than 

rivals. 
• Strong momentum: 

o domestic (AT&T Domain 2.0) and intl. carriers (Telstra); 
o carrier metro (8700 multi-terabit packet switch); 
o non-telco markets (Cable MSOs, enterprise data centers, cloud ISPs). 

• Valuation 
o Currently at 14.6-times Fy16 and 12.5-times FY17, vs. 30.1-times 3-yr historical (2013-

15). 
• We view CIEN as an attractive buying opportunity to $30 target. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
DISCLAIMER 
This Note reflects the current thinking of an Argus analyst anticipating or responding to corporate earnings 
reports or other news relevant to covered companies. This Note may be an initial, real-time response to 
developments that are expected to impact stocks under coverage; as such, it does not imply that the 
information in it is correct as of any time after its preparation or that there has been no change in the 
business, financial condition, prospects, creditworthiness or status of a covered company. The views or 
opinions expressed in this Note are subject to change pending further analysis. This Note is produced and 
copyrighted by Argus Research Co., and any unauthorized use, duplication, redistribution or disclosure is 
prohibited by law and can result in prosecution. The opinions and information contained herein have been 
obtained or derived from sources believed to be reliable, but Argus makes no representation as to their 
timeliness, accuracy or completeness or for their fitness for any particular purpose. This Note is not an 
offer to sell or a solicitation of an offer to buy any security. The information presented in this Note is for 
general information only and does not specifically address individual investment objectives, financial 
situations or the particular needs of any specific person who may receive this Note. Investing in any 
security or investment strategies discussed may not be suitable for you and it is recommended that you 
consult an independent investment advisor. Nothing in this Note constitutes individual investment, legal or 
tax advice. Argus may issue or may have issued other reports that are inconsistent with or may reach 
different conclusions and opinions than those represented in this Note, and all opinions are reflective of 
judgments made on the original date of publication. Those reports may reflect the different assumptions, 
views and analytical methods of the analysts who prepared them and Argus is under no obligation to 
ensure that other reports are brought to the attention of any recipient of this Note or to update or keep 
current the information contained in other reports so that such information is consistent with, or not 
contrary to, the information contained in this Note. Argus Research is an independent investment research 
provider whose parent company, Argus Investors’ Counsel, Inc., is registered with the U.S. Securities and 
Exchange Commission. Argus Investors’ Counsel is a subsidiary of The Argus Research Group, Inc. Neither 
The Argus Research Group nor any affiliate is a member of the FINRA or the SIPC. Argus Research is not a 
registered broker dealer and does not have investment banking operations. Argus shall accept no liability 
for any loss arising from the use of this report, nor shall Argus treat all recipients of this report as 
customers simply by virtue of their receipt of this material. Investments involve risk and an investor may 
incur either profits or losses. Past performance should not be taken as an indication or guarantee of future 
performance. Argus has provided independent research since 1934. Argus officers, employees, agents 
and/or affiliates may have positions in stocks discussed in this report. No Argus officers, employees, agents 
and/or affiliates may serve as officers or directors of covered companies, or may own more than one 
percent of a covered company’s stock. 
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