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Member discussion comparing Texas Instruments and Cognex turned our attention toward semiconductor manufacturers and related support industries.  Screening did not support either company.  Here’s what came out…

The initial screen:

Industry  = Semiconductors

ADR/ADS = false (only U.S. companies)

Price  >= 5  (no penny stocks)

returned 88 companies.

The 25th percentile screen:

Cashflow/share 12m > 0.77

Free cashflow/share 12m > 0.45

ROA 12m > 4.7 

ROE 12m > 6.8
Each criterion passes 22 companies; the full screen returns 9 companies.

Here are the data for the 25th percentile screen (sorted by ROE):
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ICST Integrated Circuit System 0.84 0.98 17.6 25.0 $1,471

MXIM Maxim Integrated Products 0.99 1.07 13.4 15.4 $12,173

QLGC QLogic Corporation 1.14 1.59 12.7 13.8 $3,576

LLTC Linear Technology Corp. 0.81 0.6 11.0 12.3 $10,143

INTC Intel Corporation 1.26 0.57 7.1 8.8 $113,618

SPA Sparton Corporation 1.11 1.46 7.0 8.8 $64

MCHP Microchip Technology Inc. 0.97 0.93 7.1 8.5 $4,330

OSIS OSI Systems, Inc. 1.15 0.59 6.5 8.5 $223

KLAC KLA-Tencor Corporation 1.19 0.91 6.0 8.0 $7,135


Comparing business results (…_grapf.xls) like sales growth, net income, profit, gross margin, and cash:debt: 

ICST Sales growth/share up 50-60% each of last 3Qs, profits up 60% last 3 Qs, cash:debt dropped from 200 to 2 one year ago steadily up to over 4 now, R&D steady at over $8M per Q (15% to sales), cash management trends positive (Working Capital Cycle of 75 days is half of what it was 6 Q’s back), gross margins in a range around 60%.

MCHP Positive sales and profit trends (19% and 32%).  Gross margins increasing (50 to 55% last 4Qs), R&D 13-15%, WCC 101 up from 28 two years ago, debt free.

QLGC Steady growth in sales/share up to 37% last Q, ditto profits (43% last Q), WCC is high (404 days). Positives: Gross margins up from 60 to now 64% over 6 Qs, R&D steady at 20%, debt free.  

MXIM Sales growth not as good (20% last 2 Qs), ditto profits (15% last 2 Qs), WCC 4 times ICST’s and climbing.  Positives: R&D investment steady at 25% to sales, and gross margins at 70%, and debt free.  

LLTC Sales and profits trending up (20% and 25%).  WCC very high (800+).  Gross margins 75%, R&D 15%, debt free.

INTC Sales and profits up <5% last 4Qs.  Cash management metrics good (and WCC only 67).  Gross Margins 50%, R&D 15%, cash:debt 9.

SPA Sales and profits growth just positive last Q.  Gross margin 10-15%.  WCC 127.  Debt free.

OSIS Sales/share just positive last Q (20% increase in shares outstanding last 6Qs).  Profit growth steadily over 60%.  Gross margins up from 26% to 33%.  WCC down from 157 to 90, R&D steady at 5%, cash:debt up from <1 in Q6 to >15 last Q.

KLAC Sales/share down, profits down, gross margins down, R&D investments down, WCC up.  

Note on WCC:  Here (http://boards.fool.com/Message.asp?mid=13711911) you can read Foolish Eric’s November 2000 response to yours truly’s query regarding WCC.  It is loosely the amount of money (working capital) tied up in running the business, scaled to quarterly sales (so it comes out in “days” just like “days sales outstanding”).  Lighter businesses require less working capital.  Heavy working capital requirements can impede growth or indicate a vulnerability to economic fluctuations.  Eric’s work is worth the read. 

ICST seems to stand out from all other companies, its only wart seemingly some debt leverage; growth rates are tops, margins are high, WCC is dropping steadily.  QLGC has less exciting growth numbers and higher and rising WCC figures, but nice margin growth and no debt.  MCHP was somewhat less exciting growth numbers and a WCC that recently jumped higher than ICST, but also shows increasing margins and no debt.  Now let’s check the valuation data…

Comparing valuations (…_val.xls): valuations (price to earnings, sales, cashflow, free cashflow), cash (quick and current ratios), and management (ROA, ROE):

ICST From the screening chart above we already know ICST reported the top returns (ROA and ROE) for the last 12 months.  The 7-year graphs show this is indeed the case for the last 2 fiscal years.  PE is lower than most of the others (including QLGC and MCHP: 31 vs 39 and 46 or roughly ¾ the “price” for each dollar of earnings).  Price per sales, cashflow, and free cashflow are essentially equal.  Ready cash (quick and current ratios) tip slightly to ICST’s favor over MCHP, however QLGC shows over twice ICST’s cash.  (All have over 3 times expected annual expenses available.) 

QLGC  Improved price ratios over the last three years may be due solely to the deflated price per share (less than ¼ of its peak 3 years ago).  Cash ratios are better than ICSTs and returns have been very steady over 7 years.  (Is QLGC’s long price slide ready to turn around?  Will ICST’s price growth continue?)

MCHP  Aside from the higher PE ratio other price ratios similar to ICST.  Returns are also more consistent but are less than half ICST returns.

INTC All valuation measures similar to ICST’s but generally more consistent.

MXIM  Costs more than ICST on all counts and shows slightly lower returns, but those returns have been more consistent over a 7 year history.
LLTC Price is less than half its peak level, yet price ratios are still higher than ICST’s and returns are lower.
SPA  Price has doubled in 3 years yet price ratios are all notably less than ICST.  Returns are also less than half ICST and are very consistent.

OSIS  Price ratios are lower than ICST, but so are returns (even lower than MCHP).
KLAC    Price ratios indicate KLAC costs more than ICST, the returns are lower, and they have less ready cash.
Business Descriptions:

ICST Integrated Circuit Systems designs, develops, and markets silicon timing devices for consumer and business electronics.  For the 26 weeks ended 12/28/02, revenues increased 61% to $119.8M.  Net income increased 56% to $29.6M.  Revenues reflect the acquisition of Micro Network and increased average selling prices.  Net income was partially offset by an increase in R&D and S/G/A expenses as a result of the acquisition.

QLGC  QLGC designs and supplies semiconductor and board level input/output (I/O) products, which provide a high performance interface between computer systems and their attached data storage peripherals, & semiconductor enclosure management products. For the 9 months ended 12/29/02, revenues rose 26% to $320.2M. Net income rose 41% to $73.6M. Results reflect an increase in sales of Fibre Channel products and lower general and administrative expenses.  

MCHP  MCHP develops, manufactures and markets programmable 8-bit microcontrollers, application specific standard products and related specialty memory products for consumer, automotive, office automation, industrial and communications markets.  For the 9 months ended 12/31/02, net sales rose 18% to $500.5M.  Net income increased 1% to $69M.  Results reflect increased demand for microcontroller products, partially offset by a $50.8M impairment & R&D charge.  

INTC  Intel Corp. is the maker of semiconductor chips, supplies the computing and communications industries with chips, boards, systems and software that are integral in computers, servers and networking and communications products.  For the FY ended 12/28/02, revenues rose 1% to $26.76B.  Net income totaled $3.12B, up from $1.29B. Results reflect higher flash memory unit shipments and the absence of $1.71B of goodwill amortization.

Conclusion:

A number of these companies eliminate themselves on closer inspection.  INTC is too large and the sales/profit growth numbers too small (<5%) to interest me.  ICST is smaller (sales just 1/2 QLGC sales, 1/3 MCHP sales) and its niche (consumer and business electronics) may be broader and more flexible.  ICST requires less working capital to run their business (75 days sales compared to 100 for MCHP and 400! For QLGC); I believe this leaves them more flexible, essentially a lighter business.  MCHP is interesting, but ICST shows sales and profit growth 2-3 times MCHP.
My opinion is that BHGP should buy ICST.
Kindly,


Mike

Morningstar note:  All of companies are Morningstar classified as “Hardware” with the lone exception of Sparton which is “Industrial Materials.”  Morningstar’s default scoring of this group ranks as follows:  QLGC (40), ICST (38), MXIM (36), MCHP (35), INTC (32), OSIS (30), LLTC (30) , KLAC (28) , SPA (12).
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