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     How often has New Zealand berated itself for being a laggard in joining the “knowledge economy”?

     The truth is, we aren’t completely lacking world-class operators and it looks like Rakon, which is currently being floated, is one of them.

     The company makes quartz crystals and oscillators which are essential components of electronics goods from computers and televisions through to cellphones and high performance global positioning systems (GPS) and it has just developed the world’s smallest GPS receiver.

     The company is no upstart, having been established by founder Warren Robinson in 1967 in his Howick basement. Its more than 400 customers include some of the biggest “knowledge economy” brands such as Ericsson, Fujitsu, Motorola and Samsung as well as some well known local high flyers such as Navman and Tait Radio Communications.

     Rakon claims more than 50 per cent of the global autonomous GPS market and about 95% of its sales are exports.     

     An important consideration for any investor is the calibre of the people behind a float and Rakon has a quality line-up. 

     Probably the most high-profile director is Navman founder Peter Maire, who will own 15.6 per cent of Rakon after the float, but the board also includes chairman Bryan Mogridge, former managing director of Montana and its former parent, Corporate Investments, and currently a director of Mainfreight  and Pyne Gould Corporation, among other positions. 

     The other independent director, Bruce Irvine, is managing partner of Deloitte’s Christchurch office who also sits on a number of other boards.

     Then there’s Warren Robinson and his two sons, Brent and Darren, both of whom have been with the company long enough to prove themselves. Brent has been managing director for 20 years and Darren marketing director since 1990.

     The prospectus makes it clear an investment in Rakon isn’t without risks and its financial performance over the last few years has been decidedly lumpy.

     When the dotcom boom went bust, Rakon’s sales slumped 35 per cent from $54 million in the year ended March 2001 to $35.1 million in 2002. 

     While its earnings before interest, tax, depreciation and amortisation always stayed in positive territory, net profit slumped from just under $3 million in 2001 to a $97,000 loss the following year followed by an even worse $2.1 million loss in 2003, despite sales picking up 25.8 per cent. 

     Progress since then has also been lumpy with sales growing 14 per cent in 2004 and 42 per cent in 2005. The prospectus forecasts sales will grow only 2.6 per cent in the year ended March, 2006 – it includes actual results for the eight months ended November, but you’d have to think the directors have a good handle on the actual outcome – but will jump 23.6 per cent the following year.

     The bottom line improvements are even greater, growing 29.9 per cent in 2005, a forecast 51 per cent to $4.4 million in 2006 and 64.3 per cent to $7.2 million in 2007 – the latter jump isn’t as big as it looks because the $10 million float proceeds that go to the company will help cut its interest bill.

     Another reason to feel comfortable with that forecast is that about 95 per cent of the company’s sales are in US dollars and the prospectus assumes a 67 US cent exchange rate. It was 62.74 US cents last Wednesday and the lower it goes the more local dollars Rakon will get for every sale.

     And remember its growth in 2004 and 2005 was against a rising New Zealand dollar – Rakon says its actual unit sales in 2004 jumped 76 per cent.

     A key risk is how much consumers take to new GPS devices, although they are already being incorporated in mobile phones – how many parents wouldn’t want to be able to locate their teenagers?

     Rakon is also banking on GPS devices being applied more widely to cars and laptop computers and it also expects its non-GPS business will continue to grow.

