
 

 

T. 03 9827 6999 
F. 03 9827 9100 
E. clientservices@primefinancial.com.au 
W. www.primefinancial.com.au 

PRIMESTOCK SECURITIES LTD 
AFSL 239180 
 

PRIME HEAD OFFICE 
Level 17, HWT Tower 
40 City Road 
Southbank VIC 3006 

 

BUY SPARK NZ (SPK) FOR INCOME  

January 2022 

With cash rates set at virtually 0% for much of the past 2 years the search for yield within portfolios remains 

an ongoing dilemma for investors. 

Generating a steady and stable return of income has become increasingly more difficult in an environment 

that has undoubtedly seen heightened levels of volatility, disruptions to supply chains and lockdowns. 

Global interest rates are expected to climb higher in 2022 and it is our view that the Reserve Bank of Australia 

will likely bring forward its planned 2023 rate hike. However, with global economies still navigating COVID-19 

unknowns, we believe any rate rises will be gradual and systematic in nature. 

We believe Spark NZ (SPK) is well suited to benefit from a rising interest rate environment and we 

recommend you ADD SPARK NZ to the portfolio. 

Spark NZ (formerly Telecom NZ) is New Zealand’s largest telecommunications and digital services company 

spanning mobile, broadband, entertainment media and cloud services. It is the dominant provider of fixed-

line and mobile services in NZ and has a strong presence in NZ corporate and wholesale telecommunications 

service markets. 

Spark has a competitive advantage in terms of economies of scale in a relatively small market. Spark is the 

equal-largest player in the mobile market with over 40% revenue market share and its superior mobile 

network attracts high-end subscribers seeking a premium wireless service. 

SPK has a strong focus on cost-out and efficiency gains driving free cash flows (FCF) and dividends paid to 

shareholders which underpins our investment thesis.  

SPK delivered a solid FY21 result achieving underlying growth in mobile revenues and disciplined control of 

operating costs. While revenues were impacted by a lower contribution from Broadband and roaming 

services, gains in mobile market share and strong momentum in Cloud services delivered SPK a result in line 

with guidance. 

SPK grew its EBITDA by 1% in FY21 due to strong performance in mobile and cloud markets. Steady 

subscriber growth has been driven by the superior coverage and quality of its mobile network and SPK 

continues to leverage its market position and capabilities to invest in data and the 5G rollout, focusing on 

becoming primarily wireless.  

In the medium term we expect to see it exiting legacy technology which will pave the way for new revenue 

streams and an improved cost base.  

We view management’s good track record of execution and the more efficiently structured NZ telecom market 

as positive elements in its strategic direction and long-term financial outlook. 

SPK provides investors with an attractive forward dividend yield of ~5.7%, with lower-than-average Aust & 

NZ Telecommunications industry risk. The current Spark review of options for its infrastructure assets could 
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also prove an additional positive catalyst for shareholders with SPK considering selling a stake of its mobile 

towers and fibre networks to unlock further value for shareholders.  

Spark has approximately 1,500 mobile towers in New Zealand and believes there is no competitive advantage 

in complete ownership. The prospect of a capital return to shareholders and a strong income return profile for 

investors makes SPK a compelling buy at current levels.  

SPK’s reliable cash flows and cost discipline combined with a conservative balance sheet at ~1.2x EBITDAI 

provides greater dividend sustainability with SPK targeting $420-$460m in FCF for FY22 and $500m in FCF 

for FY23. Should SPK continue to grow its subscriber base and execute on its cost-out delivery we believe 

SPK could return a full year dividend of ~27.5c per share next year. 

We recommend you BUY SPK at current levels.  

 


