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Danger Zone: Intersil Corporation (ISIL)
Check out this week’s Danger Zone interview with Chuck Jaffe of Money Life and MarketWatch.com.
The semiconductor industry continues to grow rapidly and there are new uses emerging for these products on an
almost daily basis. But not all semiconductor stocks are the same. This week we’re focusing on a company that
is struggling to survive in this competitive industry: Intersil Corporation (ISIL: $14/share)
Intersil designs and develops power management and precision analog integrated circuits. The company offers
power integrated circuit chips for battery management, processor power management, and display power
management. Intersil’s products can be divided into industrial and infrastructure products (64% of revenue),
consumer products (16% of revenue), and computing products (21% of revenue).
Growth is Long Gone
Intersil, which went public in early 2000, is a tech bubble company still struggling to find its way. It should be
noted that the company grew after-tax cash flow (NOPAT) from -$34 million to $141 million and return on
invested capital (ROIC) from -6% to 8% from 2001 to 2006 — certainly an impressive feat. Since 2006, however,
the company has entered a downward spiral, and the stock, while down 45% since 2006, still has a lot of room to
fall.
Since 2006, NOPAT has declined by 30% compounded annually while ROIC has fallen from the aforementioned
8% to just 0% in 2014.
Figure 1 shows Intersil’s long-term downward trend in profitability:
Figure 1: No Growth, No Profitability

Sources: New Constructs, LLC and company filings.

We think the main reason for the past decline in Intersil’s profitability is its fluctuating strategy. In 2003, the
company divested its wireless business and switched its focus to becoming a high performance analog and
mixed signal company by acquiring Elantec in 2002. Since then, Intersil has acquired eight other businesses in
the segment, each with the aim of strengthening the new core business. This reckless acquisition strategy led to
Intersil having over 60 different product lines meeting any number of clients’ needs.
This strategy proved to be a losing one, and Intersil again switched focus in 2013 to integrated power
management and precision analog integrated circuits. Its goal is to market its entire portfolio of integrated circuit
products to industrial and infrastructure markets, mobile markets, and automotive and aerospace markets.
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However, Intersil’s shifting strategies have resulted in five consecutive years of revenue decline. This decline is
continuing into 2015, as Intersil reported a revenue decline of 4% year over year in 1Q15.
Intersil’s pretax margins over the past five years have fallen from 17% to 6% in 2014. Economic earnings have
also been negative every year since IPO, indicating that Intersil has yet to generate any true value for its
shareholders.
These Adjustments Reveal Intersil’s Recurring Profitability
To reveal how Intersil reported net income growth from $2 million in 2013 to $54 million in 2014, we must look
deeper into the company’s 10-K.
In 2013, the company understated earnings by taking some unusual charges to set up for a good comp in 2014:
•
•

Nearly $29 million in non-recurring restructuring charges
$6 million in provisions for a one-time compliance settlement

Removing these one-time non-operating expenses revealed that Intersil’s 2013 profit was much higher: a
NOPAT of $35 million versus reported net income of just $2 million
Conversely, 2014’s NOPAT was much lower than Intersil’s reported net income of $54 million.
In 2014, Intersil failed to disclose any inventory reserves in section “Schedule II” on page 66 of its 10-K. In 2013,
the company reported inventory reserves at $47 million. The lack of disclosure is odd given that Intersil has
reported an inventory reserve on every 10-K dating back to 2001.
We removed this “change” in inventory reserves from net income, revealing a 2014 NOPAT of only $8 million,
well below the company’s reported $54 million GAAP net income.
Weak Competitor, Less Resources
Intersil competes with other large analog integrated circuit manufacturers such as Linear Technology Corp
(LLTC), Analog Devices (ADI), Texas Instruments (TXN), and others. Figure 2 shows how Intersil stacks up with
this competition in terms of ROIC and profit margins:
Figure 2: At the Bottom of the industry

Company
Linear Technology Corp.
Analog Devices, Inc.
Texas Instruments
Maxim Integrated Products
ON Semiconductor Corp.
Intersil Corp.

Ticker
LLTC
ADI
TXN
MXIM
ON
ISIL

NOPBT
ROIC Margin
113%
46%
29%
29%
15%
33%
10%
21%
8%
11%
0%
6%

Sources: New Constructs, LLC and company filings.

Note that Intersil is at the bottom of the list in terms of ROIC with a paltry 0%. The second thing to note is just
how poor Intersil’s pre tax margins are compared to other industry competitors. How can Intersil compete when it
has margins already significantly below those of its competitors?
Valuation Ignores Current State of the Business
Despite the poor health of its business, Intersil’s stock price is up over 71% in the past two years. This
appreciation has led the stock to become extremely overvalued.
To justify its current valuation of $13/share, Intersil would need to grow NOPAT by over 24% compounded
annually for the next 28 years.
Seeing as Intersil’s profits have declined by 45% compounded annually since 2010 we think this level of solid,
sustained growth is unlikely. Similarly, since 2001, Intersil has not seen sustained NOPAT growth for even two
consecutive years, yet the company’s valuation implies nearly three decades of sustained growth.
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If Intersil can instead grow profits by an overly optimistic 12% compounded annually for the next 15 years, the
stock is worth $3/share, a 74% downside from current levels.
Dividend is Costly
Intersil currently offers a small $0.48 annual dividend, which represents a 3.6% yield, and with over 131 million
shares outstanding, uses up over $62 million in capital.
These Catalysts Make ISIL Far Too Dangerous
The first potential threat to ISIL’s stock price is further litigation issues. Intersil was ruled to have infringed on
certain patents, and to have breached contract and misappropriated trade secrets in early 2015. The jury ruled
that the company must pay $59 million, and ISIL is setting aside $80 million in provisions for any future
settlements in this case. The semiconductor industry is filled with patent litigation and any rulings like this will
only further hurt the company’s financial position.
The second catalyst comes from Intersil’s competitors, which have significantly more resources than Intersil. This
leaves little room for error in relation to Intersil, as opportunities are more valuable and mistakes more costly for
the company.
Insiders Not Selling, But Also Not Buying
In the past six months, insiders have bought zero shares and sold 5,417 shares, representing less than 1% of
net shares sold.
Short Interest
Short interest stands at 4.8 million shares or nearly 4% of shares outstanding.
Stupid Money Risk
With a market cap of only $1.8 billion and no long term debt, along with the hot acquisition climate in the
semiconductor industry, Intersil could be a takeover target, making a short of this company risky.
Executive Compensation
In addition to their annual salary, Intersil’s executives have a short-term bonus as well as a long-term
compensation plan. Short-term bonuses are cash distributions paid to executives upon the company meeting
desired operating margin, gross margin, or revenue performance goals.
The long-term compensation plans on the other hand consist of a performance-based market stock unit program,
time based stock options, and deferred stock units. The performance based plan is tied directly to ISIL’s stock
price return relative to the S&P Semiconductor Select Index. If the stock return ranks within the 50th percentile of
the peer group, executives receive 100% of the planned equity compensation. Similarly, stock options and
deferred stock units are given and grow in value as the ISIL’s price increases, further incentivizing executives to
ensure the stock price grows by any means necessary.
Dangerous Funds That Hold ISIL
The following ETFs and mutual funds allocate significantly to ISIL and earn our Dangerous or Very Dangerous
ratings.
1. Advisor Series Poplar Forest Partners Fund (PFPFX) — 2.9% allocation to ISIL and Dangerous Rating
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New Constructs® – Profile
How New Constructs Creates Value for Clients
1. Superior Recommendations – Our stock picks consistently outperform. See our track record
in our stock-picking accolades and Proof Is In Performance reports.
2. More Accurate Research – Our patented Research Platform for reversing accounting
distortions and discounted cash flow analysis leverages better data to deliver smarter research.
3. Time Savings – We check the fine print in thousands of corporate filings so you don't have to.
As reported by Barron’s, our expertise in analyzing SEC filings delivers Hidden Gems and Red
Flags that drive long-term stock-picking success.
4. Transparency – We are proud to share the results of our analysis of over 50,000 10Ks. See
the Corporate Disclosure Transgressions report we provided the SEC. Our reports detail all
data and assumptions. Company Models enable users to change them.
5. Objectivity – New Constructs is an independent research firm, not tied to Wall Street or
investment banking services. Our models are driven by comprehensive high-quality data not
stories. See our presentation to the Senate Banking Committee, the SEC and many others in
DC.

Our Philosophy About Research
Accounting data is not designed for equity investors, but for debt investors. Accounting data must be
translated into economic earnings to understand the profitability and valuation relevant to equity
investors. Respected investors (e.g. Adam Smith, Warren Buffett and Ben Graham) have repeatedly
emphasized that accounting results should not be used to value stocks. Economic earnings are what
matter because they are:
1.
2.
3.

Based on the complete set of financial information available.
Standard for all companies.
A more accurate representation of the true underlying cash flows of the business.

Additional Information
Incorporated in July 2002, New Constructs is an independent publisher of investment research that
provides clients with consulting and research services. We specialize in quality-of-earnings, forensic
accounting and discounted cash flow valuation analyses for all U.S. public companies. We translate
accounting data from 10Ks into economic financial statements, i.e. NOPAT, Invested Capital, and
WACC, to create economic earnings models, which are necessary to understand the true profitability
and valuation of companies. Visit the Free Archive to download samples of our research. New
Constructs is a BBB accredited business and a member of the Investorside Research Association.
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DISCLOSURES
New Constructs®, LLC (together with any subsidiaries and/or affiliates, “New Constructs”) is an independent organization with no
management ties to the companies it covers. None of the members of New Constructs’ management team or the management team of any
New Constructs’ affiliate holds a seat on the Board of Directors of any of the companies New Constructs covers. New Constructs does not
perform any investment or merchant banking functions and does not operate a trading desk.
New Constructs’ Stock Ownership Policy prevents any of its employees or managers from engaging in Insider Trading and restricts any
trading whereby an employee may exploit inside information regarding our stock research. In addition, employees and managers of the
company are bound by a code of ethics that restricts them from purchasing or selling a security that they know or should have known was
under consideration for inclusion in a New Constructs report nor may they purchase or sell a security for the first 15 days after New
Constructs issues a report on that security.
New Constructs is affiliated with Novo Capital Management, LLC, the general partner of a hedge fund. At any particular time, New
Constructs’ research recommendations may not coincide with the hedge fund’s holdings. However, in no event will the hedge fund receive
any research information or recommendations in advance of the information that New Constructs provides to its other clients.

DISCLAIMERS
The information and opinions presented in this report are provided to you for information purposes only and are not to be used or considered
as an offer or solicitation of an offer to buy or sell securities or other financial instruments. New Constructs has not taken any steps to ensure
that the securities referred to in this report are suitable for any particular investor and nothing in this report constitutes investment, legal,
accounting or tax advice. This report includes general information that does not take into account your individual circumstance, financial
situation or needs, nor does it represent a personal recommendation to you. The investments or services contained or referred to in this
report may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about any
such investments or investment services.
Information and opinions presented in this report have been obtained or derived from sources believed by New Constructs to be reliable, but
New Constructs makes no representation as to their accuracy, authority, usefulness, reliability, timeliness or completeness. New Constructs
accepts no liability for loss arising from the use of the information presented in this report, and New Constructs makes no warranty as to
results that may be obtained from the information presented in this report. Past performance should not be taken as an indication or
guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. Information
and opinions contained in this report reflect a judgment at its original date of publication by New Constructs and are subject to change
without notice. New Constructs may have issued, and may in the future issue, other reports that are inconsistent with, and reach different
conclusions from, the information presented in this report. Those reports reflect the different assumptions, views and analytical methods of
the analysts who prepared them and New Constructs is under no obligation to insure that such other reports are brought to the attention of
any recipient of this report.
New Constructs’ reports are intended for distribution to its professional and institutional investor customers. Recipients who are not
professionals or institutional investor customers of New Constructs should seek the advice of their independent financial advisor prior to
making any investment decision or for any necessary explanation of its contents.
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which
would be subject New Constructs to any registration or licensing requirement within such jurisdiction.
This report may provide the addresses of websites. Except to the extent to which the report refers to New Constructs own website material,
New Constructs has not reviewed the linked site and takes no responsibility for the content therein. Such address or hyperlink (including
addresses or hyperlinks to New Constructs own website material) is provided solely for your convenience and the information and content of
the linked site do not in any way form part of this report. Accessing such websites or following such hyperlink through this report shall be at
your own risk.
All material in this report is the property of, and under copyright, of New Constructs. None of the contents, nor any copy of it, may be altered
in any way, copied, or distributed or transmitted to any other party without the prior express written consent of New Constructs. All
trademarks, service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of New
Constructs.
Copyright New Constructs, LLC 2003 through the present date. All rights reserved.
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