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The subject of my final exam is my employer Psion Teklogix Corporation.  We are an operating company of Psion PLC, which is strictly a holding company.  Psion PLC is a public company and is traded on the London Stock Exchange.  Psion Teklogix is a manufacturer of rugged hand held and vehicle mounted computing devices that are used in supply chain and mobile environments.  Examples of supply chain uses are controlling inventory in large warehouses and tracking container moved from vessels to dock in ocean ports.  In mobile environments, the company’s products are used to track package deliveries and to process ticketed train passengers.  Psion produces its products in France and Canada and sells around the globe through sales and marketing offices in France, UK, Germany, China, Australia, Argentina and the US.  The EU is the company’s largest market, making up about 45% of all sales.  The fastest growing market is China, which current sells 10% of all Psion products but increased sales by 70% in 2009 versus 2008.  It looks like this will be the case of 2010.  Psion’s major competitors are Motorola and Intermec.  Motorola has 45% market share of rugged computers and Intermec has 12%.  Psion is third in market share at 9%.

Psion has several challenges in the short to medium term that will impact the financial performance of the firm into 2011 and 2012.  Psion is significantly smaller than its main two competitors in the market.  Motorola has a market capitalization of $18.5 billion, Intermec’s market capitalization is $750 million and Psion’s is only about $220 million.  Psion is also experiencing both decreasing revenues and more important decreasing gross margins.  The final challenge for the company is to get back in the black in 2010.  Profitability will be an issue not only due to general macroeconomic challenges, but also because of foreign exchange issues.  Psion reports in Pound Sterling, has extensive sales and costs in Euro and US Dollars.  The continued currency fluctuations make earnings very unpredictable.

    One advantage Psion enjoys over Intermec (Motorola is not compared due to their mixed operations) is decreasing SG&A costs as a percentage of sales and a stronger operating margin due to better year over year revenue performance.  Psion also has no debt, which will provide it with flexibility to take on new projects as needed.  The other advantage Psion has over its competition is a pipeline of new products that are innovative and will create a buzz in the industry.  Among these new offerings is a modular device that will increase the life of a computer up to three additional years.  This decrease of the customers cost of ownership should drive incremental revenue growth.  

The stock price of Psion PLC over the past three years has moved from 127.75 Pence on October 23, 2007 to 93.01 on October 22, 2010.  This is a 37.35% decrease of value during the three year period.  This compares to the 27.97% decrease in the S&P 500 Index over the same period.  The three year graph shows that Psion’s stock has underperformed the S&P 500 since November 2007 when Psion’s former CEO announced the company would miss it 2007 revenue projection.  After this announcement the lines of Psion’s stock and the S&P 500 diverged significantly as the stock price dropped at a faster rate than the index.  Several times in 2008 the lines converged.  Once in March as Psion’s price moved upward at a time the S&P was dropping.  Again in June the Psion price improved as the S&P continued downward.  Then in July the Psion stock dropped significantly again as the company announced disappointing 1 Half 2008 revenue and earnings results.  From September 2008, the time the financial crisis became known the movement in Psion’s stock has been in lockstep with the S&P.  August 2009 found the Psion stock surging again moving from 72 on August 13, 2009 to 102.75 on August 25, 2009, which was the opposite direction of the S&P 500.  In February 2010 the lines started diverging again as the S&P 500 was on the way up against Psion stock.  This trend ended in April 2010, when both were generally declining.  Psion stock surged upward in July 2010 as the S&P dropped.  The trend the past 75 days has Psion’s stock price dropping again against the S&P 500.

As mentioned earlier, on November 22, 2007 the former CEO of the firm, announced in a press release that year end results to be reported in February 2008 was going to miss revenue projections due to sales softness in the Americas.  The specific reasons provided for lower than anticipated sales was delays of purchasing decisions by logistics and transportation customers due to economic conditions and the weakness of the US Dollar against the company’s reporting currency, Sterling.  The decline in revenue was anticipated to be 15% over prior year performance in Americas.


The evening of November 21, before the announcement the stock closed at 123 pence.  The announcement of November 22 led to a one day stock value decline of 17%, down to a close of 102.5 pence.  The days after the announcement led to additional decrease in the value of the stock.  At the close of trading the following day, the price declined to 97 pence, another 5% decline.  The stock traded in this range up to December 5, when the stock dropped another 5% from 92.5 to 87.5.  The fact that Psion’s share price declined an additional 16.5% from November 22 (102.5) to December 5 (88) indicates the semi-strong efficient market hypothesis was not applicable in this case and the market acted inefficiently.  By definition, the semi-strong form of efficient market hypothesis assumes that prices adjust rapidly to public information.  However, in this case the continued drop of price without any new public information and that this decrease was outside the movement of the S&P Index indicates that investors interpreted the information in a biased and therefore inefficient manner.  


Psion PLC is a firm without any bank or bond debt on its balance sheet.  The vast majority of the firm’s debt is comprised of its accounts payable.  This is indicated in a very lean debt to equity ratio of .33.  This is essentially flat from 2008’s .30.  This indicates the firm has capacity to take on more debt if desired.  Psion is also highly liquid, as evidenced by a current ratio of 2.12 and a quick ratio of 1.70.  The company as also improved working capital performance by increasing inventory turns from 3.05 during 2008 to 5.77 for 2009.  Days Sales Outstanding decreased from 103 days to 97 days, further improving liquidity.  The profitability and solvency ratios are not relevant for Psion since it has lost money for the past two fiscal years.


Psion not been profitable since 2007.  2009 showed a net loss of 7.152 million British Pounds.  This follows 2008’s loss of 12.032 million GBP.  These losses have lowered the net worth of the company to 178 million GBP.  The loss in 2009 is attributed to both a 15% revenue decrease from 2008, but also a decrease of gross margin from 43.3% to 37.5%.  Some of this margin decline was offset by a decrease of SG&A expense which went from 40.6% of sales down to 36.1%.  2009 Operating margin was a thin 1.4%.   

Intermec, Inc, a competitor of Psion in the rugged computer market also lost money in 2009.  It reported a loss of US$16.612 million.  Similar to Psion, it lost gross margin year over year, moving down from 39.8% to 37.8%.  However unlike Psion, Intermec’s SG&A as a percentage of sales increased in 2009 from 33.8% to 37.6%.  Intermec’s revenue decrease was worse than Psion’s, coming in at a 26% decline over 2008.  Their inventory turns are now slower than Psion’s, now at 4.03, but their days sales outstanding is stronger at 58 days.


The estimated beta co-efficient for Psion is 1.0687.  This beta has calculated comparing the performance of Psion stock price against the S&P 500 Index.  The comparison was made over 60 months.  The estimated cost of equity capital for Psion is 9.98439.  This was calculated using cost of capital of 9.5583, which was computed by adding the yield of the 10 year Treasury note to an estimated risk premium of 7.0.  7.0 is the historical return of common stock against the 10 year T-note.  Using the Weight Average Cost of Capital model, the WACC for Psion is estimated as 9.377 per the use of the WACC model.  Since Psion only participates in the manufacturing and selling of rugged computing devices, there are not other weighted average costs of capital to estimate for Psion.    

The forecasted stock price for Psion, PLC for 2010 was calculated as 38.45825 pence.  This stock price was calculated using the Constant Dividend Growth Model.  However, it should be noted that dividend growth and earnings per share data from fiscal year 2007 was used in the calculation because this is the most recent fiscal year the company was profitable.  The dividend growth rate using 2007 payout ratio and return on equity was .01154.  This is a very small dividend growth rate which is reflected in the forecasted price of 38.458 pence.  The amount of the December 31, 2009 stock price of 99 pence that was attributed to the present value of growth opportunities (PVGO) was 51.068 pence.  This was calculated using again 2007 earning per share data since it was the last year Psion was profitable.  The discount rate of .105148 was used in the calculation.

Psion uses one weighted average cost of capital across the firm in the calculation of net present value of projects it chooses to take on.  This is because the operations and activities of the business are centered on the research and development, construction, marketing and sales of rugged computing devices.  At this time, the firm does not plan to undertake a new project that is not related to its core competencies.  If the company planned to introduce a consumer based product, it would be expected that management would utilize a different WACC in discounting the value of the revenue stream of such a new project.  The CFO of Psion, along with the VP of Finance and the company’s outside auditors work together to calculate the WACC the firm will use on an annual basis.  The audit firm calculates the equity beta, using an index of a basket of UK equities as the risk comparative.  The debt rate used is the average bond yield for Motorola, Inc; the only competitor who has any outstanding bonds.  Since Psion does not have any debt of its own, the CFO uses Motorola as a proxy.

Psion is in a position where it could increase its leverage if or when it feels the time is right for an expansion of company activities and operations.  This is reflected in the company’s debt to equity ratio of .33.  A measurement of 2.0 would start to move up the ladder to some concern.  Therefore, I feel the firm has ample capacity to take on debt to finance growth when desired.  The equity beta being slightly above 1.0 indicates average market risk in the stock price of the firm.  This factor allows the company to have a relatively lower financing structure than average firms in the corporate universe.


Psion has one analyst that covers the company on a regular basis.  He is Charles Brennan with the Royal Bank of Scotland.  Mr. Brennan’s last full report on Psion was published on August 13, 2010.  He is more bullish on the future stock price than I was in my calculations using the Constant Growth Model.  The RBS price target is 124 pence versus my target of 38.46 pence.  In the report, Mr. Brennan stated that he was using a model that uses EV/sales (Market Cap+Debt+Preferred Shares-Cash and Cash Equivalent/Annual Sales) to drive his forecasted stock price   This valuation compares the value of the enterprise to the company’s sales.  In his analysis, Mr. Brennan states that EV/Sales is the most appropriate way to value a recovering firm like Psion.  This explains the difference in our forecasted stock prices.  I was using a model that contained depressed earnings results along with lowered dividend payouts from three years past.


Mr. Brennan mentioned in his report one reason for his optimism about Psion is the way the company has delivered on controlling costs as reflected in the lowered SG&A Expense versus sales.  He is also optimistic about the new products Psion is bringing to market and its ability to keep the R&D push moving forward.  The low debt load of the firm helps make this possible.  His projections of medium term margin recovery of 10% might be a bit optimistic.  Finally, his projection of revenue growth in 2011 due to a change in Psion’s sales channel strategy is also causing optimism in his price forecasts.


In closing, Psion has room to leverage the firm to finance projects that may enable it to gain a competitive edge in the market against their competitors.  Perhaps, additional investment in research and development could be untaken.  Another possibility is an upgrade of its ERP system to increase efficiency.  These projects would help drive more revenue streams and decrease costs to create more profits for shareholders.  The lowering of costs in 2009 and continuing into 2010 are a positive for the company.  If revenue increases as hoped in the second half of 2010 and into 2011 with the new product launches coupled with the new cost savings, Psion is poised to improve profitability dramatically in the near future.
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