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Date: December 8, 2020 Vonage P/B: 4.54 
Company Ticker: VG Sector P/B: 1.6 
Sector: Communication Services Market Price: $13.52 
Industry: Wireless Telecommunication Services Estimated Fair Price: $9.60 

Recommendation: SELL 

Company Summary: 

Vonage Holdings Corp. engages in the provision of communication services through cloud-connected 
devices such as UCaaS and CPaaS solutions. It operates through the Business and Consumer segments 
offering office phone systems, marketing automation, call centers, conferencing, mobility, and phone 
related accessories. Vonage’s clients operate in almost every industry across the Americas, Europe, Asia-
Pacific, and Middle East. 

Industry Outlook: 

Cloud based telecommunication services is a market that is expected to grow significantly through 2022 
as companies become more reliant on the technology to scale up business operations. Although the 
Industry took a hit at the beginning of COVID-19, wireless telecommunication services are performing 
stronger than ever. The biggest threat to this industry is the highly intensive competition as many 
telecommunication companies are switching to cloud-based technologies. 

Earnings Forecast: 

 

Our earnings forecast for Vonage is based on three key drivers based on historic data and analyst 
reports. Sales growth for years 2021-22 are based on JP Morgan analyst reports and years 2023-24 were 
based on historical growth. Gross profit margins increase over time as the company finalizes the 
transition to a focus on its business segment. SG&A is expected to stay relatively consistent and is based 
on a historical average. These factors allow us to forecast a significant increase in earnings for Vonage 
through 2024. 



 

 

Valuation: 

 

A standard long-term growth rate of 3.5% was used, while a discount rate of about 8% was calculated 
from our sector P/E of 22.1. Net working capital for Vonage is consistently negative through recent years 
which we believe is due to a liquidity ratio significantly below the industry average. We have assumed 
this trend will continue through 2024. Capital expenditures and debt were calculated using historical 
averages. 

Sensitivity Analysis: 

The following tables show the effects of the discount rate shifting +/- 1.5%: 

 

 

The following tables show the effects of the growth rate shifting +/- 1.5%: 



Change in the discount rates and growth rates have similar impacts on our target price. Sales growth 
rate is the key factor of focus here as Vonage is expected to and has historically had higher growth rates 
than the standard 3.5%. 

Conclusion: 

Even though our model shows Vonage to be overvalued, we are recommending holding Vonage. This is 
due to the assumption that expected sales growth will be higher than the 3.5%. This assumption aligns 
with J.P. Morgan Research where they have a target price of about $13.50.  




