
     

         Seven Corners Capital Management            |            Tel: 646-592-0498               |             info@sevencornerscapital.com 1 

 

Precision Optics: Ross Acquisition Makes Long Case Intriguing 

Expected Value vs. $1.42 Market Price (as of 9/11/19) = $2.85/share 

101% Upside To PEYE’s Price Target, Which Reflects a P/S Multiple of 3.7X 

Comparable Companies Trade at an Average 5.7X Revenue Multiple, Versus Just 1.7X for PEYE 

(See Section I.E herein for calculations) 

Precision Optics Corporation (ticker PEYE) [SEC filings here] is a microcap medical device 
company whose products include microprecision lenses and micro medical camera, 3D 
endoscope, and robotic surgery systems. Over the past five years, PEYE has basically been 
treading water, with annual losses ranging from $350,000 to $1.2 million and annual 
revenues relatively flat in the $3 million to $4 million range. However, PEYE recently 
completed the acquisition of Ross Optical Industries, Inc., which appears to significantly 
improve PEYE’s investment risk-reward calculus. On a pro forma basis giving effect to the 
transaction, PEYE was solidly profitable in FY 2018 and basically breakeven in the first 
three quarters of FY 2019. Moreover, the Ross transaction will cost PEYE shareholders 
just $2 million at most, pending a $500,000 contingent earnout payment, meaning PEYE 
acquired Ross at just a mid-single digit P/E multiple, a seeming bargain (see Section I.B 
below). 

Acquisitions can really move the needle for an acquirer’s investors, occasionally for the 
better, unfortunately more often for the worse (normally acquisitions are value 
destructive because they are made primarily for management’s empire building 
purposes). Happily, however, in PEYE’s case we think the Ross acquisition falls clearly in 
the former category. With high insider ownership (major shareholders hold around 45% 
of the outstanding common stock), one can expect the merged company’s assets to be put 
to their highest and best use, with the benefits thereof accruing to the company’s owners 
(PEYE longs). Given a recent stock price of $1.42/share, there is ample 101% upside for 
shareholders to our target price of $2.85/share (or ~3.7X our pro forma FY 2019 revenue 
estimate). This multiple appears more than reasonable given the combined company’s 
nearly 25% organic revenue growth and near breakeven underlying operations. (For 
comparison purposes, peers in the medical device space trade at an average revenue 
multiple of 5.7X.) In sum, with the Ross Acquisition, PEYE’s pie just got quite a bit large 
for shareholders, but with minimal dilution. Enterprising small and micro-cap investors 
should carve a slice out for their portfolios.1 

 

Disclaimer: As of the publication date of this report, Seven Corners Capital Management, other research contributors, and 
others with whom we have shared our research (the “Authors”) have long positions in and may own option interests on the 
stocks covered herein and stand to realize gains in the event of price increases thereof. Following publication, the  Authors may 
transact in any of the discussed securities. The Authors have obtained all information herein from sources they believe to be 
accurate and reliable. However, such information is presented “as is”, without warranty of any kind, whether express or implied. 
The Authors of this report make no representation, express or implied, as to the accuracy, timeliness, or completeness of any 
such information or with regard to the results obtained from its use. All expressions of opinion are subject to change without 
notice, and the Authors do not undertake to update this report or any information contained herein. Please read our full legal 
disclaimer at the end of the report.  

 
1 Bad puns included in this report free of charge. 

http://www.poci.com/about-us/investor.php
https://seekingalpha.com/symbol/PEYE?s=peye
https://www.sec.gov/cgi-bin/browse-edgar?CIK=peye&owner=exclude&action=getcompany
http://www.rossoptical.com/
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I. Investment Overview 

A. Company Background and History 

Precision Optics (ticker: PEYE) is a medical device company that makes endoscopes, 
endocouplers and extremely small lenses for noninvasive surgery. Below is a 
description of an endoscope [source: Wikipedia]: 

 

Endoscopes are used in minimally invasive surgeries to allow doctors to view the 
inside of a patient’s body (see Section I.B below). Endocouplers are devices that 
attach cameras to endoscopes [source]: 

 

http://www.poci.com/about-us/investor.php
https://seekingalpha.com/symbol/PEYE?s=peye
https://en.wikipedia.org/wiki/Endoscope
https://www.visiscope.co.nz/product/endo-coupler/
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PEYE’s history and lines of business are more fully described as follows (emphases 
added) [source: 2018 Form 10-K]: 

PEYE has been developing and manufacturing advanced optical instruments since 
1982. Today, the majority of PEYE’s business is the design and manufacture of high-
quality medical devices and approximately 17% of PEYE’s revenue in fiscal year 
2018 is from the design and manufacture of military and industrial products. PEYE’s 
medical instrumentation line includes traditional endoscopes and endocouplers as 
well as other custom imaging and illumination products for use in minimally 
invasive surgical procedures. Much of PEYE’s recent development efforts have 
been targeted at the development of next  generation endoscopes . Over the last 
ten years, PEYE has funded internal research and development programs to develop 
next generation capabilities for designing and manufacturing 3D endoscopes and 
very small MicroprecisionTM lenses, anticipating future requirements as the surgical 
community continues to demand smaller and more enhanced imaging systems for 
minimally invasive surgery. PEYE’s unique proprietary technology in these areas, 
combined with recent developments in the areas of 3D displays and millimeter sized 
CMOS image sensors, has allowed PEYE to begin commercialization of these 
technologies. Thus, over 30% of PEYE’s  revenues in each of the fiscal years 2016, 
2017 and 2018 were derived from engineering and design services PEYE 
performe d for PEYE’s customers to incorporate PEYE’s technologies and 
capabilities into their medical device products . PE YE believes that new products 
based on these technologies provide enhanced imaging for existing surgical 
procedures, which help to enable development of many new medical device 
products and related medical procedures. Over 50% of PEYE’s total revenues in 
fiscal years 2016, 2017 and 2018 were derived from the assembly and 
manufacture of endoscopic me dical devices, sub-assemblies and optical 
components  ordered by PEYE’s customers and usually developed from the 
engineering and design services the company performs for them. PEYE expects sal es 
revenue increases to come from the orders from PEYE’s customers to manufacture 
the products PEYE helps them engineer and design. 

Principal Products and Services - PEYE’s Current Core Business: Since 1982, PE YE 
has manufactured medical products such as endoscopes and endocouplers. PE YE 
has developed and sold endoscopes incorporating various optical technologies 
including PEYE’s proprietary LenslockTM technology, for use in a variety of 
minimally invasive surgical and diagnostic procedures. Today, PEYE produces 
endoscopes for various applications, which are CE marked and therefore certified 
for sale throughout the European Economic Area. Since 1985, PEYE has developed,  
manufactured and sold a proprietary product line of endocouplers. PE YE also 
designs and manufactures custom optical medical devices to satisfy PEYE’s 
customers’ specific requirements. In addition to medical devices, PEYE also 
manufactures and sells components and assemblies specially designed for industrial 
and military use. 

MicroprecisionTM Lenses and Micro Medical Cameras: While the size of 
endoscopes has gradually decreased over time, the widespread use of very small 
endoscopes, with diameters of one millimeter or smaller, has been limited, in part,  
PEYE believes, by the inability of traditional lens fabrication methods to support 
these smaller sizes with good image quality and acceptable manufacturing costs. 
PEYE’s MicroprecisionTM optics technology provides a solution to this problem.  
Combined with recent advances by other companies in compl ementary metal -oxide-
semiconductor, or CMOS, image sensor fabrication techniques, PEYE’s  
MicroprecisionTM lenses and proprietary manufacturing techniques enable the 

http://www.poci.com/files/financial/Precision%20Optics%2010-K%206.30.18%20AS%20FILED.pdf
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manufacture of micro medical cameras at low prices and with sizes on the order 
of one millimeter or less, characteristics that make them well suited to medical 
applications. 

In June 2015, PEYE announced a partnership with OmniVision Technologies, Inc., 
and Fujikura, Ltd., in which PEYE jointly developed a CMO S based camera module 
with a diameter of 1.6 mm and 400 x 400 pixel resolution, representing superior 
image quality for camera modules of i ts size. In June 2017 OmniVision Technologies, 
Inc. announced PEYE’s collaboration with them in the development of an even 
smaller, high-quality optical solution based on a newly developed OmniVision image 
sensor integrated with PEYE’s MicroprecsionTM lenses. This solution enabl es even 
smaller diameter endoscopes for use in medical procedures. 

PEYE is currently engaged in development projects with numerous customers to 
design and produce even smaller CMOS based camera modules together with 
customized illumination using various technologies to match the needs of the 
medical device endoscopes. PEYE is also currently designing disposable versions 
of PEYE’s camera modules and assemblies designed for single-use and reduced 
risk of contamination from repeate d use . PEYE believes these on-going 
improvements are significant to the continued evolution and acceptance of PEYE’s 
MicroprecisionTM technology platform. 

PEYE has been engaged by various customers for an increasing amount of 
development work relating to the design of endoscopes and camera assemblies that 
utilize PEYE’s MicroprecisionTM technology. PEYE has now received two production 
orders exceeding $1 million each from two customers for their custom designed 
products, and PEYE believes in the future PEYE will receive follow-on orders from 
these customers as well as production orders from other customers currently in 
PEYE’s engineering and design pipeline. 

3D Endoscopes: PEYE’s 3D endoscopes provide next generation optical imaging for 
minimally invasive surgical procedures that utilize hand -held rigid endoscopes by 
using the brain’s natural ability to perceive depth, which is the third dimension, by 
viewing one’s environment through two eyes. Utilizing PEYE’s proprietary 
technology to provide independent images to right and left eyes, surgeons can view 
the operative field with 3D perception. 

Historically, PEYE has plodded along, slowly growing revenues over time, albeit 
with significant shareholder dilution (shares outstanding have increased from  
4,455,134 to approximately 12.8 million over the past 6 years, a CAGR of 19%) as 
well as continuing net losses (the company has racked up $45.5 million in historical 
losses through Q3 of its FY 2019). Normally, this would signify a company with 
minimal equity value, as is currently reflected in PEYE’s $18 million market cap.  

B. July 2019 Acquisition of Ross Optical 

However, PEYE announced the acquisition of Ross Optical Industries, Inc. this past 
July, which we believe changes the investment calculus significantly (and for the 
better)  [source here]: 

http://www.poci.com/files/POC%20Press%20Release%20Ross%20Optical%208July2019%20FINAL.pdf
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Per the deal announcement, Divi Mangadu, who has been Ross’s long-standing 
President, will continue in that role for a seamless transition. PEYE will continue to 
operate the acquired entity under Mr. Mangadu’s leadership in its existing facility in 
El Paso, TX and “anticipates significant cooperation between sales, engineering and 
manufacturing teams of the two operations”. For a description of Ross’s product 
offerings, please visit their website: http://www.rossoptical.com. 

Ross was acquired for just 4.3X its net income during PEYE’s FY 2018 and 5.7X its 
run rate net income for first 9 months of PEYE’s FY 2019.2 Below are the financial 
statements for the combined PEYE/Ross entity (or “Pro forma PEYE”) [source: PEYE 
Form 8-K, August 15, 2019]: 

  

 
2 Please note that PEYE’s fiscal year ends June 30th. 

https://www.linkedin.com/in/divaker-mangadu-13005013/
http://www.rossoptical.com/
https://www.sec.gov/Archives/edgar/data/867840/000168316819002653/poci_ex9903.htm
https://www.sec.gov/Archives/edgar/data/867840/000168316819002653/poci_ex9903.htm
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FY 2018: 

 

First 9 months FY 2019: 

 

Notably, the combined company financials show dramatic improvement in 
profitability versus PEYE as a standalone entity. Given that both entities will 
continue operations at their current locations, it appears that minimal disruption 
will occur as they are integrated into a single company (note, however, that cost 
synergies will likewise be minimal).  
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For reference, below are PEYE’s standalone historical financial statements  for the 
two most recently completed fiscal years [source]: 

 

 

  

https://www.sec.gov/Archives/edgar/data/867840/000168316818002873/poci_10k-063018.htm#a_013
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C. Minimally Invasive Surgery Growth 

Endoscopes should benefit from the secular tailwind currently benefitting 
minimally invasive surgery (“MIS”), sometimes as referred to as “robotic surgery”. 
What is MIS? We are glad you asked. Per the Mayo Clinic [source]: 

 

 

 
One research firm estimates that the MIS market should expand from $36.5 billion 
in 2018 to over $58 million by 2024, representing a strong CAGR of 8% [source]. 
MIS seems to have momentum for several reasons: it is safer than conventional 
surgery (only a small incision is required), cheaper to perform and allows patients 
to recover more quickly and with less post-operative pain. In addition, it relieves 
doctors of fatigue, since they can remain in a sitting position while performing 
surgeries. One can track the rise of MIS by the stock price of Intuitive Surgical 
(ticker: ISRG), creator of the Da Vinci robotic surgical system, over the past five 
years: 

https://www.mayoclinic.org/tests-procedures/minimally-invasive-surgery/about/pac-20384771
https://www.globenewswire.com/news-release/2019/04/29/1811028/0/en/US-58-2-Billion-Minimally-Invasive-Surgery-Market-Global-Industry-Trends-Share-Size-Growth-Opportunity-and-Forecast-2019-2024.html
https://isrg.gcs-web.com/investors
https://seekingalpha.com/symbol/ISRG
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Suffice it to say, we think that PEYE’s principal lines of business should experience 
growth due to overall MIS industry expansion over the coming years, boding well 
for the stock.  
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D. Corporate Governance and Insider Incentives 

Key Shareholders 

PEYE’s major (5%+) shareholders own 5.7 million shares, or approximately 45% of 
the outstanding common stock (pro forma for share issuance in connection with the 
Ross Acquisition)3 [source: PEYE prospectus dated February 20, 2019]: 

 

Peter Woodward, who heads major shareholder MHW Partners, is the board 
chairman: 

 

Joseph Forkey, son of founder and director emeritus Richard Forkey, is the current 
CEO: 

 

 
3 There are no preferred shares outstanding currently, nor will any be issued in connection with the Ross transaction. 

https://www.sec.gov/Archives/edgar/data/867840/000168316819000457/precision_424b3.htm#a_022
https://www.linkedin.com/in/peter-woodward-6728493/
https://www.linkedin.com/in/joe-forkey-1b962b9/
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In addition, several notable non-insiders are large shareholders: Stuart Sternberg, 
the owner of the Tampa Bay Rays [see here]; and the Pessins, prominent microcap 
activists investors [see here]. 

Executive Compensation 

PEYE’s executive compensation plan generally appears to align the interests of 
insiders with those of the shareholders. The C-suite members receive fairly low 
salaries, while receiving option grants that will only pay off if the stock appreciates 
over time: 

 

 

Although insiders have not been buying shares on the open market recently, neither 
have they been selling [source]; in fact, CEO Forkey appears to have never sold a 
share of his stock [source].  

https://en.wikipedia.org/wiki/Stuart_Sternberg
https://www.sec.gov/cgi-bin/browse-edgar?action=getcompany&CIK=0000923666&type=&dateb=&owner=exclude&count=100
https://www.sec.gov/cgi-bin/own-disp?action=getissuer&CIK=0000867840
https://www.sec.gov/cgi-bin/own-disp?action=getowner&CIK=0001360197
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E. Valuation and Investment Opportunity 

On a pro forma basis giving effect to the Ross acquisition, PEYE's enterprise value 
currently stands at a just $18.7 million (12.8MM shares outstanding multiplied by 
$1.42 stock price plus $500K potential earnout payment [the company has no debt 
outstanding]). Over the past 5 years, despite significant shareholder dilution, PEYE’s 
stock has appreciated about 78%, a very respectable CAGR of 12%: 

 

As indicated in Section I.A above, PEYE acquired Ross for just 4.3X its net income 
during PEYE’s FY 2018 and 5.7X its run rate net income for first 9 months of PEYE’s 
FY 2019. Given PEYE’s expectation (based on our analysis of company filings) that 
the combined entity will experience nearly 25% year-over-year revenue growth and 
achieve basically breakeven financial results in FY 2019, “pro forma PEYE” currently 
trades at remarkably low 1.84X P/S and 1.89X EV/S multiples. Please see below how 
PEYE stacks up against peers with respect to these metrics: 

  

 “Pro forma PEYE” trails only SPNE among peers, despite the fact that of all of these 
companies only UTMD, IRMD and BLFS are profitable, while AXGN, SPNE, VRAY, 
TRXC and ECIA are all burning significant amounts of cash. Below please find year -
over-year revenue growth for the trailing twelve quarters: 
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From the above chart, we find that despite falling close to the bottom of peers with 
respect to the two above valuation metrics, PEYE and “pro forma PEYE” present 
among the most impressive revenue growth rates. Of course, historical growth does 
not always translate into future growth; nevertheless, we proceed on a base 
assumption that recent strong rates of growth are the best indicators of the future.  

Finally, we look at profitability and gross profit percentages: 

  

 
PEYE (standalone) does not appear overly impressive, however, given its low 
valuation, “pro forma PEYE” is somewhat of a standout. While obviously not yet in 
the best-of-class category of UTMD, IRMD and BLFS, the company appears superior 
to the rest of its peers, making us wonder whether the market realizes what PEYE 
has seemingly accomplished with the Ross acquisition. Thus, we think that PEYE 
should trade at a revenue multiple above the current 1.7X, but well below the 
average 10X P/S multiple for UTMD, IRMD and BLFS. Since the remainder of 
PEYE’s peers trade at a P/S of 5.7X (despite appearing to have overall metrics on 
par with, or outright inferior to, “pro forma PEYE”), we think that 3.7X PEYE’s 
expected pro forma revenues for FY 2019 is reasonable price target for its 
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equity (i.e., the midpoint between 1.7X and 5.7X)4. This would imply a stock price 
for PEYE of $2.85/share5, or 101% above the recent market price. 

Please see Appendix A attached hereto for a complete set of financial metrics for 
PEYE and its peer group. 

II. Risk Factors / Red Flags 

As with any microcap company, there are various investment risks associated with 
an investment in PEYE. Below are several for investors to consider in particular 6: 

• The Ross acquisition may not work out as anticipated and is therefore subject to the following 
risks: The success of the PEYE/Ross combined company will depend, in part, on the 
combined company’s ability to successfully combine and integrate Ross’s business, and 
realize the anticipated benefits, including synergies, cost savings, innovation and 
technological opportunities and operational efficiencies in a manner that does not materially 
disrupt existing customer, supplier and employee relations and does not result in decreased  
revenues due to losses of, or decreases in orders by, customers. If the combined company is 
unable to achieve these objectives within the anticipated time frame, or at all, the anticipated 
benefits may not be realized fully or at all, or may take longer t o realize than expected, and 
the value of the combined company common stock may decline. The combined company may 
fail to realize some or all of the anticipated benefits of the merger if the integration process 
takes longer than expected or is more costly than expected. In addition, the combined 
company will be significantly larger than the size of either PE YE or Ross’s separate  
businesses. The combined company’s ability to successfully manage its business will depend, 
in part, upon management’s ability to design and implement strategic initiatives, but also the 
increased scale and scope of the combined business with its associated increased costs and 
complexity. There can be no assurances that the combined company will be successful in 
integrating the businesses or that it will realize the expected operating efficiencies, cost 
savings and other benefits currently anticipated from the acquisition. 

• PEYE has a history of losses, may continue to incur losses, may never achieve profitability  and 
may need to raise additional funds. PEYE has accumulated $45.5 million in historical losses 
through Q3 of its FY 2019. PE YE may incur losses for the foreseeable future and may never 
achieve sustained profitability. PEYE must generate sufficient cash flow or raise additional 
capital to pursue PEYE’s product development initiatives, penetrate markets for the sale of 
PEYE’s products and continue to conduct operations. PEYE cannot provide any assurance 
that PEYE will raise additional capital. PEYE believes it has access to capital resources 
through possible public or private equity offerings, debt financings, corporate collaborations, 
strategic alliances, or other means, but may not raise enough capital to meet PEYE’s needs 
and the company may thus have to raise additional  capital in the future. If  PE YE is unable to 
secure additional capital, it may be required to curtail its research and dev elopment 
initiatives and take additional measures to reduce costs in order to conserve its cash in 
amounts sufficient to sustain operations and meet its obligations. These measures could 
cause significant delays in PE YE’s efforts to further commercialize its products and complete 
development projects and manufacturing services for i ts customers, which are critical to the 
realization of PEYE’s business plan and to its future operations. 

• PEYE relies on a small number of customers who may not consistently purc hase PEYE’s 
products in the future and if PEYE loses any one of these customers,  PEYE’s revenues may 

 
4 A multiple below peers is warranted in light of PEYE’s relatively low market capitalization and small float. 
5 Calculation = 3.7 X 9.87MM (pro forma annual revenue) / 12.8MM (shares outstanding). 
6 For a full set of risk factors, please see that included in PEYE’s recent secondary offering prospectus here. 

https://www.sec.gov/Archives/edgar/data/867840/000168316819000457/precision_424b3.htm#a_005
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decline. For the nine months ended March 31, 2019, approximately 77% of PEYE’s sales were 
made to seven customers. Of these, three were medium to large, international, medical 
device companies and one was a large defense contractor.  E ach of these customers  has been 
our customer for numerous years. The other three customers were early-stage companies 
developing endoscopic products that incorporate our unique design capabilities. In the fiscal 
year ended June 30, 2018, PEYE’s two largest customers represented approximately 16%, 
and 14%, respectively, of PEYE’s total revenues. In the fiscal year ended June 30, 2017, 
PEYE’s three largest customers represented approximately 11%, 10%, and 10%, 
respectively, of PEYE’s total revenues. No other customer accounted for more than 10% of 
PEYE’s revenues during those periods. At June 30, 2018, PEYE’s largest customer account 
receivable balances were 22%, 16%, 13%, and 13%, respectively, of total accounts 
receivable. At June 30, 2017, PEYE’s five largest account receivable balances were 16%, 15%, 
12%, 12%, and 11%, respectively, of the total accounts receivable. 

• In the future, a small number of customers may continue to represent a significant portion of 
PEYE’s total revenues in any given period. These customers may not consistently purchase 
PEYE’s products at a particular rate over any subsequent period. A loss of any of these 
customers could adversely affect PEYE’s revenues. PE YE could suffer unrecoverable losses on 
PEYE’s customers’ accounts receivable, which would adversely affect PEYE’s financial 
results. At June 30, 2018, PE YE’s largest customer account receivable balances were 22%, 
16%, 13%, and 13%, respectively, of total accounts receivable. While PEYE has a varied 
customer base and has experienced strong collections in the past, PEYE may experience 
changes in its customer base, including reduc tions in purchasing commitments, which could 
also have a material adverse effect on its revenues and liquidity. Additionally, PEYE’s 
customers could become unable or unwilling to pay amounts owed to it. During fiscal 2018, 
PEYE recorded a $227,500 reserve against accounts receivable amounts owed by one 
customer that has not been able to pay for design services PEYE provided. PEYE has not 
purchased insurance on its accounts receivabl e balances. Large uncollectible accounts 
receivable balances could have a material adverse effect on PEYE’s financial condition. 

• PEYE rely heavily upon the talents of PEYE’s Chief Executive Officer, the loss of whom could 
damage PEYE’s business. PE YE’s performance depends, to a large extent, on a small number 
of key scientific, technical, managerial  and marketing personnel. In particular, PEYE’s 
success is highly dependent upon the services and reputation of its Chief Executive Officer, 
Dr. Joseph N. Forkey. The loss of Dr. Forkey’s services could damage PEYE’s business. Dr. 
Forkey provides highly valuable contributions to PEYE’s capabilities in optical instrument 
development, in management of new technology and in potentially significant longer-term 
Company initiatives. 

• PEYE face risks inherent in product development and production under fixed-price purchase 
orders and these purchase orders may not be profitable over time . A portion of PEYE’s 
business has been devoted to research, development and production under fixed-price 
purchase orders. For PEYE’s purposes, a fixed-price purchase order is any purchase order 
under which PEYE will provide products or services for a fixed-price over an extended 
period of time, usually six months or longer. Fixed-price purchase orders represented 
approximately 25% to 50% of PE YE’s total revenues during the last several years. PE YE 
expects that revenues from fixed-price purchase orders will continue to represent a 
significant portion of PEYE’s total revenues in future fiscal years. 

• PEYE primarily performs engineering and manufacturing services for PEYE’s customers who 
could decide to use another vendor for these services in the future . A significant portion of 
PEYE’s revenues are derived from engineering and manufacturing services that PE YE 
performs to design and fabricate medical device products or sub -assemblies of medical 
device products for its customers who in turn sell the products to the end users. PEYE’s 
customers typically own the proprietary rights to and control commercial distribution of the 
final products. Therefore, in many of these cases PEYE does not own the proprietary rights 
to the medical device products that it manufactures or that its sub-assemblies are made a 
part of. PEYE’s customers could decide to use other suppliers for these services based on 
cost, quality, delivery time, production capacities, competitive and regulatory considerations 
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or other factors. Thus, revenues from PEYE’s customers and the products and services PE YE 
provides them are subject to significant fluctuation on a product to product basis from 
period to period. 

III. Trading Volume and Short Interest 

Although a microcap stock, PEYE has been fairly liquid recently, averaging over 
18,000 shares traded per day over the past three months, meaning an individual 
investor could establish a decent position over a short period and a small fund could 
do so over a longer period. Please see the most recent 3 weeks worth of trading 
volume below [source]: 

 

Regarding short interest, the most recent figures show that PEYE’s is virtually 
nonexistent, at just 900 shares [source].  

  

https://www.nasdaq.com/symbol/peye/historical
http://shortsqueeze.com/?symbol=peye&submit=Short+Quote%E2%84%A2
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IV. Conclusion 

Occasionally an opportunity arises in the stock market where a company undergoes 
significant positive change, yet investors fail to see it in real time. Often this can 
happen when a company announces a game-changing acquisition. One means of 
detecting such a situation is by scrutiny of a deal’s  pro forma financials on file with 
the SEC—while the historical financial accounts may appear unappealing, those of 
the combined entity occasionally present an entirely different prospect. This is 
essentially what we see happening with PEYE, given the extremely low multiple of 
earnings PEYE has dished out for Ross Optical. While many risks abound for a 
company as small as PEYE (even after accounting for the acquired operations), we 
think PEYE’s current market valuation is simply far too low given overall peer 
metrics. Assuming that PEYE continues to trade below peers on a P/S and EV/S 
basis, yet is able to close half of the current gap, we see significant (namely, 101%) 
upside for investors purchasing PEYE at prevailing market prices. It’s pie time 
investors cut out a piece of this PEYE for their portfolios7. 

 

  

 
7 See footnote 1 above. 
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V. Disclaimer 

As of the publication date of this report, Seven Corners Capital Management and its 
affiliates (collectively, "Seven Corners") have long positions in the Precision Optics 
stock (“PEYE”). In addition, others that contributed research to this report and 
others that we have shared our research with (collectively with Seven Corners, the 
“Authors”) likewise may have long positions in, and/or own options on, PEYE. The 
Authors stand to realize gains in the event that the price of the stock increases. 
Following publication of the report, the Authors may transact in the securities of the 
company covered herein. All content in this report represent the opinions of Seven 
Corners. The Authors have obtained all information herein from sources they 
believe to be accurate and reliable. However, such information is presented “as is,” 
without warranty of any kind—whether express or implied. The Authors make no 
representation, express or implied, as to the accuracy, timeliness, or completeness 
of any such information or with regard to the results obtained from its use. All 
expressions of opinion are subject to change without notice, and the Authors do not 
undertake to update or supplement this report or any information contained herein.  

This document is for informational purposes only and it is not intended as an official 
confirmation of any transaction. All market prices, data and other information are 
not warranted as to completeness or accuracy and are subject to change without 
notice. The information included in this document is based upon selected public 
market data and reflects prevailing conditions and the Authors’ views as of this date, 
all of which are accordingly subject to change. The Authors’ opinions and estimates 
constitute a best efforts judgment and should be regarded as indicative, preliminary 
and for illustrative purposes only. 

Any investment involves substantial risks, including, but not limited to, pricing 
volatility, inadequate liquidity, and the potential complete loss of principal. This 
report’s estimated fundamental value only represents a best efforts estimate of the 
potential fundamental valuation of a specific security, and is not expressed as, or 
implied as, assessments of the quality of a security, a summary of past performance, 
or an actionable investment strategy for an investor. 

This document does not in any way constitute an offer or solicitation of an offer to 
buy or sell any investment, security, or commodity discussed herein or of any of the 
affiliates of the Authors. Also, this document does not in any way constitute an offer 
or solicitation of an offer to buy or sell any security in any jurisdiction in which such 
an offer would be unlawful under the securities laws of such jurisdiction. To the best 
of the Authors’ abilities and beliefs, all information contained herein is accurate and 
reliable. The Authors reserve the rights for their affiliates, officers, and employees to 
hold cash or derivative positions in any company discussed in this document at any 
time. As of the original publication date of this document, investors should assume 
that the Authors are long shares of PEYE and may have positions in financial 
derivatives that reference this security and stand to potentially realize gains in the 
event that the market valuation of the company’s common equity is higher than 
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prior to the original publication date. These affiliates, officers, and individuals shall 
have no obligation to inform any investor or viewer of this report about their 
historical, current, and future trading activities. In addition, the Authors may benefit 
from any change in the valuation of any other companies, securities, or commodities 
discussed in this document. Analysts who prepared this report are compensated 
based upon (among other factors) the overall profitability of the Authors’ 
operations and their affiliates. The compensation structure for the Authors’ analysts 
is generally a derivative of their effectiveness in generating and communicating new 
investment ideas and the performance of recommended strategies for the Authors. 
This could represent a potential conflict of interest in the statements and opinions in 
the Authors’ documents. 

The information contained in this document may include, or incorporate by 
reference, forward-looking statements, which would include any statements that 
are not statements of historical fact. Any or all of the Authors’ forward-looking 
assumptions, expectations, projections, intentions or beliefs about future events 
may turn out to be wrong. These forward-looking statements can be affected by 
inaccurate assumptions or by known or unknown risks, uncertainties and other 
factors, most of which are beyond the Authors’ control. Investors should conduct 
independent due diligence, with assistance from professional financial, legal and tax 
experts, on all securities, companies, and commodities discussed in this document 
and develop a stand-alone judgment of the relevant markets prior to making any 
investment decision. 
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VI. Appendix A – Financial Metrics for PEYE and Peers 

 

 

 

Note: Data are as of 9/9/19, derived from multiple sources or as calculated by Yahoo Finance. 


