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Company Information

Nokia Corporation manufactures mobile devices, and provides Internet services and digital map information worldwide. The company is divided into three main segments: Devices & Services, NAVTEQ, and Siemens Networks.  The company’s Devices & Services segment designs, develops, and manages its mobile device portfolio, including the sourcing of components. It also offers consumer Internet services in music, maps, media, messaging, and games and working areas. Its NAVTEQ segment provides digital map information and related location based content and services for automotive navigation systems, mobile navigation devices, Internet-based mapping applications, and government and business solutions. Its map database enables its customers to offer dynamic navigation, route planning, location-based services, and other geographic information-based products and services to consumer and commercial users. This segment also provides its database to mobile device and handset manufacturers, automobile manufacturers and dealers, navigation systems manufacturers, software developers, Internet portals, parcel and overnight delivery services companies, and governmental and quasi-governmental entities. The company’s Nokia Siemens Networks segment provides wireless and fixed network infrastructure, communications, and networks service platforms, as well as professional services to operators and service providers This segment also offers operators a range of professional services, from consultancy to outsourced operations; systems integration to hosting; and network design to network care.  It is the world’s #1 maker of cell phones.
Research and Development is very important to the telecommunications field as this field is constantly innovating.  Since 2006 R & D has represented approximately 32% of Nokia’s total workforce and representative of 9.5% of Nokia’s net sales.  The principle areas of research and development include Mobile Phones, Multimedia and Enterprise Solutions, Technology Platforms, and in the Nokia Research Center (NRC).
The company was founded in 1865 and is based in Espoo, Finland.  And, only yesterday the Dow Jones Index named Nokia as the World's Most Sustainable Technology Company


Industry Information

Nokia is in the communications sector of the communications technology industry.  The US telecommunications industry includes about 2,000 companies with combined annual revenue of $65 billion.  Major US companies in this field are 3Com, Cisco systems, and Motorala.  Other foreign competitors (Nokia is a Finnish company) include Alcatel-Lucent, NEC, and Siemmens.  This industry is highly concentrated as about 50 of the largest companies generate 75% of the market volume. 
There is a very good lookout for this industry as telephones are converting to VoIP technology and televisions are migrating to HDTV.  These changeovers all necessitate new communications equipment. Additionally, the creation of faster bandwidth, which is nearly 100 times faster than it was in 2000, is driven in large part by the growth in wireless data services and products from new communications equipment. Faster bandwidth means more innovative products, as manufacturers introduce state-of-the-art videoconferencing and other real-time applications.  
Smart phones are another growing sector of this industry that does not appear to be slowing down.  As many as 310 million smart phones are expected to be shipped by 2013, about 140 percent more than in 2008. The devices' combination of practical and entertainment elements will continue to draw consumers for years to come, according to market research firm Parks Associates. The number of users is expected to surpass 1.1 billion by 2013, offering even more opportunities for manufacturers of handsets and network equipment, such as Nokia. 
One problem of this sector is the slow economy which pushes consumers to low-margin products.  Additionally, there is a need for greater technological expertise in this field.  

Security Information

Ticker Symbol: NOK
Exchange: NYSE
52-Week Range: 8.47 - 21.52
10-Day Average Trading Volume: 19.1 million
Beta: 1.53

Financial Information

Earnings per Share: 1.47
Price/Earnings: 10.7
Price/Sales: .84
Dividend Rate: 3.30%
Current Yield: 3.3%

Company Analysis

Estimated Earnings Growth:
*2009 -59.8 
*2010 33.8 
*2011 24.0
Profit Margin: 7.90
Return on Equity: 28.10
Return on Assets: 11.57

The 5-year average ROE is 33%, and current ROE is 28.10, which indicates profitability.  Close industry competitor’s 5-year average ROE range from 7.4% to 37.2%.  This means that compared with competition, management is relatively efficient and Nokia has a good indication of profitability.  As stated in the WIC Methods of Security Analysis, companies are selected “on the basis of fundamental factors, including current earnings, consistency, and quality of earnings growth.”  Although Nokia appears to have a relatively efficient management, the estimated earnings growth is a negative for the current year, -59.8.  Since WIC looks to long term capital, the future estimated earnings growth is also an equally, if not more, important factor.  The initial 2010 outlook is an earnings growth of 33.8 but followed by a decrease in 2011 to 24.0.  

Peer Analysis







Two big competitors of NOK are Ericsson and Qualcomm Inc, both involved in the digital, wireless telecommunications industry.  Eriksson is currently selling at a price of $10.62 but has a much higher P/E than NOK at 22.55 while Qualcomm Inc is selling at $44.87 and has an even greater P/E than both NOK and Ericsson at 45.09.  Additionally, Apple, who is a very important competitor in the smart phone sector is trading at $184.02 with a P/E of 32.16.

Analyst Information

Consensus earnings estimates for 2009: $.76 (23 analysts from Business Week)
Consensus recommendations: HOLD (2.6--1 is strong buy, 5 is strong sell, Moneycentral.com—27 analysts reporting)


•Nokia's biggest competitive advantage is scale, as it commands roughly 37% of worldwide market for handset devices--about the same as the next four largest suppliers combined. Nokia's advantages in the wireless handset market, including massive scale and extremely broad distribution, will be difficult for competitors to match over the long run. These advantages should apply to all segments of the market, but especially at the low end. (Morningstar, Joseph Beaulieu 07-16-2009)
•Nokia Siemens Networks has struggled as the carriers cut back on spending, but the firm has done a great job of growing services revenue. For example, the unit recently won a landmark network management outsourcing contract with Embarq EQ. (Morningstar, Joseph Beaulieu 07-16-2009)
•Morningstar gives it 3 stars. (Morningstar, Joseph Beaulieu 07-16-2009)
•Nokia is looking to leverage its massive installed base of wireless phones by offering new handset-based Internet services via its Ovi platform. These services, such as music and messaging, could drive strong growth in the coming years and help the firm defend its position in the handset market. (Morningstar, Joseph Beaulieu 07-16-2009)
•With more than 1 billion phones selling annually, the wireless phone industry has attracted a lot of attention. Multiple firms that make tangential products--notably Apple, but also firms like Garmin and Google--have begun attacking the market. (Morningstar, Joseph Beaulieu 07-16-2009)
•Nokia's aggressive plunge into handset-based Internet services illustrates the challenges the firm faces over the long run. Consumers will increasingly look for devices that seamlessly integrate numerous communications and computing functions, with basic hardware more of a commodity. (Morningstar, Joseph Beaulieu 07-16-2009)
•Nokia Siemens Networks faces an uphill battle as it attempts to cut costs and restructure in the current environment. (Morningstar, Joseph Beaulieu 07-16-2009)	•Nokia ADR, a large-cap value company in the technology sector, is expected to significantly outperform the market over the next six months with less than average risk. Given out 8 out of 10 stars (Moneycentral.com) 
•The most recent quarterly earnings report was significantly higher than analysts’ consensus forecast. (Moneycentral.com)
•Zacks average brokerage recommendation is Hold. (Moneycentral.com)

Evaluation

While NOK appears to be a secure and efficiently managed company, at this time I do not recommend buying it.  In the past three months it has had BUY recommendations from industry analysts, but now is at the HOLD level.  While the technology sector is a growing sector of the economy, there is the rational that as technology becomes more efficient; these devices will become cheaper to produce, decreasing total revenue.  Yes, the company invests 10% into research and development, but is this enough when competitors are investing up to 20% in new technology?  Furthermore, there is increasing market competition to be aware of.   The industry is very concentrated by the 50 largest telecommunications companies, and as new companies grow and develop, average selling prices in the mobile device industry will only continue to fall (as they have been falling for the past several years).  Although the WIC portfolio is lacking in the telecommunications sector, and Nokia is a stable and well run company, at this time Nokia underperformed the S & P 500 by 11%.  Revenues declined 24.6% year over year, with most of the decrease stemming from a 27.5% year-over-year decline in the devices and services segment.  Thus, I would not recommend a current buy as there is no analyst or company information to suggest large-scale profitability in the company in either the short or long term.  

Motion

At this time, I do not wish to make a motion to purchase shares of NOK.  I motion to research other companies in the telecommunications industry and consider purchasing a company with a more positive profit and growth outlook.  NOK should be watched as a potential stock to buy as technology always has the potential for immense and rapid growth and development.   
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