
 
    

 

Cirrus Logic is an American based semiconductor supplier that focuses on micro integrated circuits. The 

company was founded by Dr Suhas Patil in Austin, Texas 33 year ago. Cirrus Logic is a mid-size company that 

posesses more than a 1,000 patents and offers roughly 600 different services. The flagship product of the 

company is an audio processor featured in various devices such as, smartphones, tablets, and laptops.   

 

 

 
 
 
BUY 
Current Price:  $64.11 
Target Price:  $75.89 
Market Cap:  $4.12B 
Beta:   0.26 
 

 

 
 

 
 

Thesis:  .Cirrus Logic is a company with a history 

of performance. The company is posting good 
margins and operating performance as compared to 
most of its competitors. The company also has a 
lower P/E ratio than its peers which may indicate 
that the company is currently unfairly priced. In 
addition, I believe that the business model as well as 
the strategy pursued by the management of the firm 
will yield in the future. 
 
 
 
 
 

Catalysts:  
 

 Next earnings (May 3) surprise 
coefficient can drive the stock price 
higher 

 Apple partnership, IPhone 8 launch next 
September.  

 Healthy demand for audio chips fueled 
by efficient innovations.  
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Earnings Performance: 
Cirrus Logic saw its sales boosted by the fact that the company increased chip content in the new IPhone7. In 

November 2016, the company beaten estimates by 8% during Q3 and managed to top expectation of Q4 by 

12%. Apple partnership represented 78% ($334 million) of the Cirrus in Q3 up from 73% a year ago. In addition 

to the apple partnership, the diversification strategy undertaken by Cirrus helped the company to boost its 

overall sales for the year. The downside here, is that the company’s performances solely rely on Apple sales at 

the present moment. In Q4 Samsung corp. represented 17% of the company’s growing by 3% YoY and is 

expected to grow further in the future. The company’s earnings constantly grew over the last 5 quarters (see 

table below) 

 
 

 

 

 

 

 

 

 

 

 



 
    

 

 

 

 

Industry Outlook: 
The semiconductor industry is divided into 15 sub sectors, and Cirrus is operating under the semiconductor 

equipment sector. There are several drivers to that industry that can trigger stock price fluctuations. 

PricewaterhouseCoopers is expects this sector to grow at a CAGR of 9.7% in the next two years. The US 

remains the largest market out there and this is also where Cirrus Logic make most of its sales. As mentioned 

previously, apple is the main customer while Samsung is expected to gain ground within the next few years. 

Although, according to a Global Industry Analyst report, Pacific/Asia is the fastest growing market. The overall 

market is expected to be worth $60 billion in 2022. All in all the growing middle class in Asia and different 

emerging markets is boosting the technological sector therefore the sales of semiconductor suppliers such as 

Cirrus Logic. Furthermore, according to IDC estimates, PC market is declining due to an increasing tablet and 

smartphones market that continuously gains ground. Consumers are turning their heels around towards smaller 

devices that may appear more convenient (portable). The table is showing the expected growth from the IC 

(Integrated Circuit) industry: 

 

 

Products and Services: 

As mentioned previously, Cirrus Logic produces circuits and chips to build audio device system. The company’s 

slogan is: “Audio is in everything we do”  

The company sell three type of products that serves many different purposes. Those three products are 

microphones, codecs (portable and smart), and amplifiers, and can be used in different devices (smartphones, 

headset, speaker, etc.)   



 
    

 

 The smart codecs are chips that give enhancing qualities to a given device. This smart codec can be 

found in headset, speakers, and smartphones. By the definition, the “smart” codec entails the device in which 

it is connected to an artificial intelligence that can interact with both the users and the environment. For instance 

in headsets, ANC (Active Noise Cancellation) is using microphone 9(if the device has one) to capture the noise 

of the users surroundings, and generate an “anti-noise” frequency. This aim at enhancing musical experience as 

well as speech quality. Those codecs were designed for high-end devices and flagships, but the company’s 

diversification strategy enabled mid-tier codecs to be produced. These codecs are efficient and are qualified as 

low power consuming. 

 Portable codecs are designed for devices that integrates wireless systems such as Bluetooth. These 

codecs provides the devices with a high dynamic range of features. These codecs along with smart ones, were 

the ones used to remove headphone jack in the IPhone 7. The Digital Signal Processor (DSP) chips used by 

Apple increased Cirrus logic dollar amount content per phone from $3.5 to $6.  

 Voice capture, in other words microphones, are the first elements of the Signal Chain (as shown 

below): 

 

These chips are used to capture voice patterns and identity thanks to a complex integrated circuit. In recent 

years, we saw the hatching of voice recognition market. According to Gartner, the market will grow at a CAGR 

of 24% from 2017 to 2022. All in all, the increase in technology, innovation and above all consumer appetite, 

could drag Cirrus Logic revenues higher.  

  

  

Business Risk: 

As previously mentioned, Cirrus Logic derives most of its revenues from Apple, which create a certain 

dependence. The most skeptical analysts believe that Cirrus Logic is too exposed to Apple to be an attractive 

investment. Indeed, these analysts are viewing Cirrus Logic as perfect hedge for an Apple Long. In other word 

if Apple stock price tank, being short in CRUS could offset the loss. To back this strategy, these analysts are 

mentioning Apple’s recent habit and trend to cut ties with some of its suppliers. Within the last 2 years, Apple 

ceased partnerships with Imagine Tech (down by 75% the following week) and GT Advanced Technologies in 

an effort to vertically integrate its production of IPhones. More recently, Apple entered a legal dispute against 

a long-standing partner, Qualcomm. The ongoing dispute is based on claims made by Apple that Qualcomm 

has been exercising a monopoly over modern chips that connects devices to Wi-Fi networks. This shows a 

trend by apple to cease some partnership in “desperate” nevertheless “unjustified” effort to cut costs. However, 

I believe that it does not necessarily applies to Cirrus Logic as relationship with apple is relatively different. First 

and foremost, chips produced by CRUS are said to be reasonably cheap and low power consuming, therefore 

cutting deals with Cirrus is not where Apple is going to save money. In addition, CRUS chips are protected by 

patents, apple would have to either buyback patents (costly) or worse spend money developing the chips. 



 
    

 

Secondly, Apple has continuously been increasing deals amount with the company since they entered in 

partnership (2008). As I mentioned earlier, the dollar content went to $6 in the IPhone 7 from $3.5 in the 

IPhone 6.  

Diversification Strategy: 

We saw in the earnings section that the company employed a diversification strategy in order to boost its 

revenues. In 2014 acquired one of its most ferocious competitors Wolfson Microelectronics in order to reduce 

its dependency on Apple and break in the Android market. The terms of the transaction recommended an 

acquisition at GBP 2.35 per share implying $467 million in total. As I mentioned earlier, Cirrus began dealing 

with Samsung Electronics and it now represents slightly less than 20% of the revenues. “This acquisition 

strengthens Cirrus Logic’s core business as a leader in audio signal processing components, enhances our ability 

to differentiate our products with software, and adds new product categories such as MEMS microphones to 

our portfolio.” Said Jason Rode, CRUS Chief Executive Officer. To follow up with the risk, if the company 

manages to re-caliber its operating segmentation, the business risk would considerably be lowered. In addition, 

by entering this market the company could finally target more mid-range devices instead of solely high end 

ones. According to Business Insider Intelligence, android smartphones represented roughly 80% of global unit 

sales in 2014 and was set to increase to 85% in the next 10 years.  

  

All in all, this shows a real effort on the end of Cirrus Logic put itself in a much more comfortable position 

by diversifying its revenue stream.  

 

 

 

 



 
    

 

 

Conclusion:  

As we saw throughout the analysis, there are numerous factors that could cause an increase in stock price. The 

main catalyst at the present moment remains the launch of the IPhone 8. The phone is expected to be Apple 

largest launch since the IPhone 6 in 2014. Apple is expected to re-design its phone for the first time in 4 years, 

and smartphones expert judged by the low IPhone 7 holders, that IPhone 6 holders will renew by purchasing 

the IPhone 8. Hence the reason why if the sales are consequent, Cirrus Logic revenue and stock price could 

skyrocket. In addition, the ANC and DSP technologies are expected to flood the market in the next few quarters 

and the company had couple other innovation on hold that could yield in a near future. Financially, the company 

is currently striving as shown on the table below: 

 

Both EBITDA and Gross margins are well above the industry with 19% and 48% respectively. Sales growth 

are also much faster than its peers with 27.575 and 7.98%. In terms of value creation, the company posted quite 

remarkable figures with Return On Invested Capital (ROIC) above 25% and a Weighted Average Cost of 

Capital (WACC) of 9.3%.  

 

This results in a considerable value creation 

with a ROIC to WACC of 2.98x against an 

industry average of 1.65x. All in all, the 

company is perfect financial shape and serves 

as best-in-class in many categories such as 

ROIC (see table above) and has a relatively low 

cost of capital of 9.3%. The cost of equity is 

also low at the same percentage of 9.3.



 
    

 

 

Analysis by  Current Price: $64.03  Intrinsic Value $64.31 Target 1 year Return: 18.8%

4/28/2017  Divident Yield: 0.3%  Target Price $75.89 Probability of  Price Increase: 97.2%

Market Capitalization $4,215.54

Daily volume (mil) 0.53 #

Shares outstanding (mil) 64.23

Diluted shares outstanding (mil) 66.14

% shares held by institutions 74%

% shares held by investments Managers 79%

Sector Information Technology % shares held by hedge funds 6%

Industry Semiconductors and Semiconductor Equipment % shares held by insiders 0.48%

Last Guidance November 3, 2015 Short interest 8.50%

Next earnings date May 3, 2017 Days to cover short interest 3.59

Estimated Country  Risk Premium 6.25% 52 week high $66.28

Effective Tax rate 40% 52-week low $31.00

Effective Operating Tax rate 42% Levered Beta 0.28

Peers Volatility 46.30%

Quarter ending Revenue EBITDA Xilinx, Inc.

12/26/2015 0.25% -12.40% Maxim Integrated Products, Inc.

3/26/2016 -0.09% -4.82% Synaptics Incorporated

6/25/2016 7.16% -5.59% Silicon Laboratories Inc.

9/24/2016 6.75% 2.22% Microchip Technology Incorporated

12/24/2016 4.91% -0.69% Skyworks Solutions, Inc.

Mean 3.80% -4.26% Cypress Semiconductor Corporation

Standard error 1.6% 2.5% Marvell Technology Group Ltd.

Management Position Total compensations growth Total return to shareholders

Rhode, Jason Chief Executive Officer, Pre 12.06% per annum over 6y 1.93% per annum over 6y

Case, Thurman Chief Financial Officer, Pri 5.34% per annum over 6y 1.93% per annum over 6y

Thomas, Gregory Vice President, Corporate Se 2.63% per annum over 6y 1.93% per annum over 6y

Brannan, Andrew Vice President of Worldwide -15.5% per annum over 2y 32.77% per annum over 2y

Anderson, Scott Senior Vice President and Ge 2.12% per annum over 6y 1.93% per annum over 6y

Kaller, Roy Vice President of Quality an N/M N/M

Profitability CRUS (LTM) CRUS (5 years historical average) Industry (LTM)

ROIC 25.3% 55.95% 9.85%

NOPAT Margin 22% 27.11% 16.7%

Revenue/Invested Capital 1.15 2.06 0.59

ROE 26.4% 43.46% 10.86%

Adjusted net margin 22% 26.94% 15.6%

Revenue/Adjusted Book Value 1.21 1.61 0.70

Invested Funds CRUS (LTM) CRUS (5 years historical average) Industry (LTM)

Total Cash/Total Capital 16.8% 17.4% 39%

Estimated Operating Cash/Total Capital 6.4% 6.0% N/A

Non-cash working Capital/Total Capital 10.1% 9.9% 9%

Invested Capital/Total Capital 69.9% 66.8% 56%

Capital Structure CRUS (LTM) CRUS (5 years historical average) Industry (LTM)

Total Debt/Common Equity (LTM) 0.04 0.05 0.13

Cost of Existing Debt 2.69% 5.42% 3.22%

Estimated Cost of new Borrowing 4.65% 4.52% 3.22%

CGFS Risk Rating CC CC BB

Unlevered Beta (LTM) 0.26 0.62 1.23

WACC 5.46% 7.91% 11.21%

Period Revenue growth NOPAT margin ROIC/WACC

Base Year 21.0% 22.0% 4.64

12/24/2017 10.4% 25.5% 2.97

12/24/2018 5.9% 24.3% 2.59

12/24/2019 5.7% 23.3% 2.33

12/24/2020 5.5% 22.2% 2.14

12/24/2021 5.3% 21.2% 1.99

12/24/2022 5.1% 20.5% 1.90

12/24/2023 4.9% 19.8% 1.82

12/24/2024 4.7% 19.2% 1.75

12/24/2025 4.5% 18.7% 1.71

12/24/2026 4.3% 18.4% 1.69

Continuing Period 4.1% 18.1% 1.43

Period Invested Capital Net Claims Price per share

Base Year $356.89 $24.34 $61.38

12/24/2017 $615.07 -$514.75 $72.52

12/24/2018 $599.90 -$1,088.70 $83.93

12/24/2019 $866.49 -$1,660.30 $95.14

12/24/2020 $1,252.50 -$2,219.61 $106.08

12/24/2021 $1,591.45 -$2,767.00 $116.73

12/24/2022 $1,845.09 -$3,306.26 $127.16

12/24/2023 $2,068.88 -$3,827.09 $137.23

12/24/2024 $2,269.59 -$4,306.96 $146.58

12/24/2025 $2,454.32 -$4,771.93 $155.63

12/24/2026 $2,619.26 -$5,223.20 $164.43

Continuing Period

ValuationPorter's 5 forces (scores are out of 100)

CENTER FOR GLOBAL FINANCIAL STUDIES NEUTRAL

Cirrus Logic, Inc., a fabless semiconductor company, develops, manufactures, and markets 

analog and mixed-signal integrated circuits (ICs) for a range of consumer and industrial 

markets.

Cirrus Logic, Inc. (CRUS)
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