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Introduction

The information contained in this paper should assist the reader to better understand Motorola in relation to financial management issues.  The paper contains the following sections:


Primary Business and Top Executives


Industry Information and Ranking


Current Growth Projections


Financial Ratios


Dupont Analysis

Financial Leverage Ratios

Capital Policy

Summary

Primary Business and Top Executives

It could be argued that Motorola's main focus is the telecommunications industry, their communications division or what Motorola refers to as their Communications Enterprise.  More exactly the industry is electronics equipment.  Motorola notes that they are a "global leader in providing integrated communications solutions and embedded electronic solutions".  The communications portion of the Motorola business encompasses the following areas:

    - Personal Communications Sector

    - Broadband Communications Sector

    - Commercial, Government and Industrial Solutions Sector

    - Global Telecom Solutions Sector

    - Internet and Networking Group

According to Hoover's the company focus is mainly in the communications arena:

"Personal and network communications products such as phones, pagers, radios, and cellular and satellite infrastructure account for 55% of sales. Motorola, a top maker of embedded processors, generates almost 25% of sales through its semiconductor operations. After stumbling in recent years, the company is adding new lines of Internet-ready handsets, and solidifying its broadband strategy (it was already the top maker of cable modems) through its buy of set-top box maker General Instrument. Motorola was a major backer of the failed Iridium satellite consortium."

Motorola has been in business since the 1920s with an initial focus on electronics.  They branched into radios in the 1930s and expanded their communications products during the 1940s.  In 1943 the company has their first public stock offering.  During the years of 1950 to the present the company injected many innovative products to the communications industry.  

Business Units 

The entire list of Motorola business units is as follows:

- Automotive & Industrial Electronics Group

- Communications Division

- Energy Systems Group

- Internet and Networking Group

- Lexicus Division

- Motorola Computer Group

- Network Solutions Sector

- Personal Communications Sector

- Semiconductor Products Sector

- Systems Solutions Group 

Top Executives

Chairman and CEO - Christopher B. Galvin 

Vice Chairman - Gary L. Tooker 

President and COO -  Robert L. Growney 

EVP and CFO - Carl F. Koenemann 

EVP and Deputy to the CEO and President - Frederick T. Tucker 

A full list of officers can be found at:

http://www.corporate-ir.net/ireye/ir_site.zhtml?ticker=MOT&script=2200 

Electronic Equipment Industry

Motorola produces a wide range of products in the electronic field; their major industry categorization is considered to be electronics, while their sub industry categorization is “diversified electronics”.  They provide integrated communications and embedded electronic solutions.

Industry Averages

Motorola can be compared to some of their larger competitors.  For this comparison the following large firms were included:

· Sony  (SNE)

· Matsushita  (MC)

· Emerson  (EMR)

· Hitachi  (HIT)

· Sanyo  (SANYY)

Using the Quicken Excite website and looking at the above companies yielded these ratios for comparison:
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Divisions

In order to better understand the industry in which Motorola operates, it is necessary to examine their business divisions and products / services which they provide. In some divisions there are percentages which reflect what percentage of sales come from these divisions. There are three business units and multiple sectors within each business unit:

I. - Integrated Electronic Systems Sector Unit – This unit is responsible for designing and manufacturing electronic components, systems and products. They serve multiple markets including automotive, computer, industrial, transportation, navigation, energy systems and consumer markets.

II - Semiconductor Products Sector Unit – This unit produces semiconductors (and high-volume semiconductors that power electronic equipment), and offers digitalDNA solutions. These allow customers to create new business opportunities and serve multiple markets including consumer, networking and computing, transportation and wireless communications markets. This accounts for 22% of total sales.

III - Communications Enterprise Sector Unit – This single unit handles almost 70 percent of Motorola's global business. It is comprised of seven major business units and provides integrated solutions to consumers.

Personal Communications Sector – This unit provides voice, data and video communications solutions to the consumer market. Product examples include wireless telephones, iDEN digital phones, and satellite radio-telephones, paging and advanced messaging devices and personal 2-way radios, with related software and accessory products. This accounts for 35% of total sales.

Broadband Communications Sector – This unit delivers end-to-end broadband systems solutions. They provide video, high-speed data and IP telephony services.

Commercial, Government and Industrial Solutions Sector – These units provide systems, equipment, software, services, etc. to distinct global markets. Examples include two-way radio products and systems for public safety agencies including police, fire, utilities; and institutions. This accounts for 12% of total sales.

Global Telecom Solutions Sector – This unit provides worldwide wireless Internet for telecom carrier customers. The marketing, designing and operation of satellite communications is also a major part of the business.

Internet and Networking Group – This unit delivers combined capabilities in order to develop server, application and Internet solutions. This accounts for 20% of total sales.

Competitors

Motorola’s competitorlist is extremely long, mainly due to the diversity of products which it offers. Almost every major manufacturer of electronics is represented. The list includes: 3Com, Casio Computer, Cisco Systems, Ericsson, GE, Hitachi, IBM, Intel, Kyocera, Lucent, Matsushita, Micron Technology, Mitsubishi, NEC, National Semiconductor, Nokia, Nortel Networks, Oki Electric, Philips Electronics, QUALCOMM, Samsung, Siemens, Sony, Texas Instruments and Toshiba.

Motorola was once the world leader in mobile phone sales. The company has fallen to the #2 position, Nokia capturing the number 1 spot. After having difficulties in recent years, Motorola is adding new product lines of Internet-ready handsets, and solidifying its broadband strategy (it was already the top maker of cable modems) through its buy of set-top box maker General Instrument.   

Current Growth Projections

Motorola is a leading supplier of cellular telephone systems, semi- conductors, two-way radios and paging equipment also offers information systems and other electronics products.

Recent Performance

Motorola recently announced its yearly results for 2000 ending Dec 31. It reported a sales growth of 14% in 2000. EPS for 2000 came in at $0.58 compared to $0.44 in 1999. Its sales growth for the MRQ vs Qtr 1 Year ago came in at 18.43% lower than the industry at 36.26%. It’s sales TTM vs TTM 1 year ago came in at 15.68% vs. industry average of 27.41%. Five-year growth rate for the company stood at 7% compared to industry average of 40.86%.  

Evaluating the performance Motorola experienced a rough year. Economic slowdown in the last half of year 2000 reduced its sales to telecom companies the sector most hurt by the current economic scene. In addition, overly stated handset sales forecasts and sales shortfalls contributed to lower revenue numbers. Aggressive forecasts resulted in Motorola missing its double digit margins on its handset and semiconductor segments. Weakness in euro also cut its EPS. Motorola core business segments wireless handsets and semiconductors were two industries experienced significant volatility in the last year. In addition, higher manufacturing costs reduced its margins.

Industry Outlook

The S&P Communication Index fell 57% versus an 8% decrease in the S&P 1500. The Index was down primarily due to market concerns and witnessed slowdown in telecom spending. In addition, other companies like Lucent and Nortel Networks revision of earning estimates added to market fears. On analysis, it can be seen that the problems were company specific rather than the performance of the market. Spending on telecom equipment in 2000 exceeded forecasts, growing at 30%.  Telecom companies will need to invest in their networks to remain competitive, lower costs and introduce new service enhancements. However, budget forecasts from ILEC and CLEC indicate lower capital expenditures for year 2001. CLEC segment is struggling and represents about 10% of the total telecom market. Trend lines indicate an increase in percentage of capital expenditures on a year over year basis. 2001 indication are currently lower growth % but overall dollar amounts to be higher. The wireless markets remains healthy, although the aggressive numbers forecasts are being revised downwards. Handset sales are forecasting keeping in mind the manufacturing constraints of leading handset producers like Motorola and Nokia. The market dynamics are changing with carrier looking at increasing profitability over subscriber growth. Country specific conditions like reduction of subsidies in Korea and France and higher penetration rates in Europe and Asia make for difficult forecasting of the market. Overall long term trends in the handset market looks positive with Nokia projecting wireless handsets surpassing PC’s by 2003.

Analyst Earnings Estimates

Motorola recently guided downwards or reduced its operating outlook for the fiscal year 2001. Indications are slowing market conditions in the semiconductor industry will hurt its results, and there will be lower than expected cost reductions in the handset division. Profitability is expected to be hurt by the lower sales volume and delays in achieving expected cost reductions in wireless phones production. Analysts believe Motorola has too many moving parts in too many markets resulting in a lack of focused execution. The company's expected to struggle throughout the first half of 2001. Current earnings estimates by analyst are 2001 EPS at $0.85 and 2002 EPS at $1.02. Sales growth estimates are at 5% for 2001 compared to 14% in 2000.

	Earnings Estimates
	This Quarter

(Mar 01)
	Next Quarter

(Jun 01)
	This Year

(Dec 01)
	Next Year

(Dec 02)

	Avg Estimate
	0.13
	0.17
	0.88
	0.99

	# of Analysts
	15
	15
	26
	8

	Low Estimate
	0.11
	0.14
	0.65
	0.85

	High Estimate
	0.25
	0.28
	1.2
	1.25

	Year Ago EPS
	0.2
	0.23
	0.84
	0.88

	EPS Growth
	-35.93%
	-27.54%
	4.62%
	12.79%


Financial Ratios
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RATIOS

MOT

SNY

MC

EMR

HIT

SANYY

average

liquidity

current ratio

1.3

1.4

1.7

1.1

1.5

1.3

1.40

quick ratio

0.6

0.8

1.0

0.6

0.9

0.9

0.84

asset mgt

inventory turnover

4.8

4.8

5.3

4.7

4.0

4.0

4.56

return on assets

2.20%

1.80%

1.30%

9.40%

0.20%

0.80%

2.70%

financial leverage mgt

debt ratio

0.08

0.12

0.08

0.15

0.14

0.23

0.14

debt to equity

0.19

0.37

0.19

0.35

0.52

0.92

0.47

profitability

return on stockholders' equity

5.00%

5.60%

2.90%

22.20%

0.60%

3.30%

6.92%

market

p/e

40.4

63.4

49.9

22.6

187.4

43.9

73.44

p/bv

2.48

3.33

1.37

4.99

1.09

2.46

2.65


Dupont Analysis
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MOTOROLA

INDUSTRY

ASSESSMENT

liquidity

current

current assets / current liabilities

 = 19,885 / 16,257

1.22

4.31

fair

quick

(current assets - inventories) / current liabilities

 = (19,885 - 5,242) / 16,257

0.90

3.49

good

asset management

average collection period

accounts receivable / (credit sales / 365)

 = 7,092 / (37,580 / 365)

68.88

not available

satisfactory

inventory turnover

cost of sales / average inventory

 = 23,628 / [(5,242 + 3,707) / 2]

5.28

4.56

satisfactory

fixed asset turnover

sales / fixed assets

 = 37,580 / 11,157

3.37

not available

poor

total asset turnover

sales / total assets

 = 37,580 / 42,343

0.89

0.67

fair

profitability

gross profit margin

(sales - cost of sales) / sales

 = (37,580 - 23,628) / 37,580

37.13%

47.00%

fair

net profit margin

earnings after taxes / sales

 = 1,318 / 37,580

3.51%

-6.64%

fair

return on investment

earnings after taxes / total assets

 = 1,318 / 42,343

3.11%

2.32%

good

return on stockholders' equity

earnings after taxes / stockholders' equity

 = 1,318 / 18,612

7.08%

3.90%

good

market based

price to earnings (p/e)

market price per share / current earnings per share

 = 23.10 / 0.06

38.50

40.33

fair

market-to-book

market price per share / book value per share

 = 23.10 / 8.58

2.69

8.28

poor


Financial Leverage Ratios

1. Debt Ratio = Total debt
Total assets

Total Assets = $42,343 (mil) 
Total Debt  = $10,684 (mil)

Debt Ratio  = $10,684 (mil)


                $42,343 (mil)

= 25.2 %

Note --- This test measures the amount of a company’s total assets that is being financed with creditors’ money; it is a good indicator of the extent to which a business is leveraged. Motorola’s debt ratio indicates that they are conservative and they provide their creditors with excellent protection if Motorola were to ever fall on hard times. When compared to the industry, they are on par with their competition.

2. Debt-to-Equity Ratio = Total debt
Total equity

Total Debt  = $10,684 (mil)

Total Equity = $18,612 (mil)

Debt-to-equity Ratio  = $10,684 (mil)


         

      $18,612 (mil)

  = 57.4 %

Note --- This test measures the amount of a company’s debt financing relative to equity financing. Motorola’s debt-to-equity ratio indicates that they use a greater amount of borrowed funds in order to finance their business. When compared to the industry, however, their record is twice that of their competitors in the industry. This area needs to be examined further in order to align the numbers closer to their peer group.

3. Times interest earned Ratio = Earnings before interest and taxes (EBIT)
Interest Charges

Earnings before interest and taxes (EBIT) = $2,231 (mil)

Interest charges = $ 248 (thousands)

Times interest earned Ratio  = $2,231  (mil)


                

   $ 248 (thousands)

=  8.995 %

Note --- This test indicates whether creditors, in particular, long term creditors will continue to receive their interest payments from the borrower. Motorola had generated enough earnings in order to pay their interest expense almost 9 times over. This indicates a very strong ability to pay and a very unlikely chance that Motorola will default on its interest payments. Motorola’s ratio is very close to that of industry competitors.

4. Fixed-charge coverage = Earnings before interest and taxes (EBIT) + Lease payments
Interest charges + lease payments + pref. Dividends before tax + before-tax sinking fund

Note --- There are no lease payments, pref. Dividends before tax + before-tax sinking fund thus, this ratio cannot be calculated.

Capital Policy

This is an analysis of the Motorola working capital policy.  The analysis is based on the operating cycle, cash conversion cycle, average daily sales information and short-term investment opportunity for funds tied to improved sales collections. For this analysis the year end 2000 data from Motorola is used for the calculations.

Operating Cycle

The Motorola operating cycle is equal to the inventory conversion period plus the receivables conversion period. 

operating cycle = inventory conversion period + receivables conversion period = 69.12 + 68.88 = 138 days 

where the inventory conversion period = average inventory / (cost of sales/365) = [(5,242 + 3,707) / 2] / (23,628 / 365) = 69.12 days 

and 

where the receivables conversion period = accounts receivable / (annual credit sales / 365) = 7,092 / (37,580 / 365) = 68.88 days

Cash Conversion Cycle

The Motorola cash conversion cycle is equal to the operating cycle minus the payables deferral period. 

cash conversion cycle = operating cycle - payables deferral period = 138 - 127.19 = 10.81 days 

where the payables deferral period = (accounts payable + salaries, benefits, payroll taxes payable) / [(cost of sales + selling, general, and admin expense) / 365] 

= (3,492 + 6,374) / [(23,628 + 4,684) / 365] = 127.19 days

Average Daily Sales

The Motorola average daily sales figure is equal to the annual sales divided by 365 which is 37,580 / 365 = $102,958,904. 

Summary

Overall Motorola is a strong firm with a long-term showing in the electronic industry and among the top players in that large industry.  As a publicly traded firm there is a wealth of financial information readily available to study as related to Motorola.  Motorola’s ratios are mostly very solid, and align very well with that of competitors in their industry.  Recent news show the company electing to layoff 4,00 workers due to a slowdown in the semiconductor market and falling profitability in the mobile phone market.  This is the third round of employee cuts this year.  However only 3% of the workforce has been reduced.  The company cited cost reductions as the reason for the job cuts.  A serious investor may want to look for more in-depth analysis after reviewing this information.
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