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EPS Data

Investment Thesis

• Well positioned to benefit from an increased demand for 
sensory devices in consumer, military and health products.

• Acquisition of Linear technologies increases TAM from $8 
billion to $14 billion, increasing revenue growth prospects.

• Steady growth in dividends and anticipated upside in stock 
price will increase net returns on investment.

Risks

• Reliance on third-party suppliers

• Cyclicality of the semiconductor markets

• Foreign currency fluctuations

• Raw materials

Recommendation Price 3- Year Target Price intrinsic Value

BUY $76.51 $101 $88.96

Analysts: L. Del Castillo, J. Ortiz, S. Rodas, 
R. Sentongo

Q1 Q2 Q3 Q4 Total

2017 0.69 E0.79 E0.88 E1.02 E3.62

2016 0.52 0.55 0.74 0.95 2.76

2015 0.57 0.65 0.68 0.30 2.20

2014 0.48 0.59 0.57 0.34 1.98

Key Statistics

Summary -  Analog Devices is a leading analog semiconductor company 
focused on high performance analog chips. It is a highly diversified 
company with several customers across the industrial, automotive and 
consumer end-markets.
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52-Wk Range 52.17 - 84.24 Gross Margin 66%

Market 
Capitalization

27.93B Net Debt to 
Equity

15.7%

Dividend Yield 2.2% FWD P/E 20.7

Beta 1.14 ROE 2017E 19.9%
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Business Overview

Products

Analog Devices Inc (ADI)  manufactures 
analog, mixed-signal and digital signal 
processing (DSP) integrated circuits (ICs) 
used in electronic equipment. These 
technologies are used to convert, condition 
and process real-world phenomena, such 
as light, sound, temperature, motion, and 
pressure into electrical signals.Its combine 
sensors, data converters, amplifiers and 
linear products, radio frequency (RF) ICs, 
power management products, and signal 
processing products into technology 
platforms that meet specific customer and 
market needs.
Nevertheless, data converters remain 
ADI`s largest and most diverse product 
family that it is continuously innovating to 
enable its customers to redefine and 
differentiate their products.

Operations

Analog`s products  are sold to customers 
globally through a direct sales force, third-
party distributors, independent sales 
representatives, and via its website. It 
derives approximately 52% of its sales 
revenue through distributors, some of 
which also sell products that compete with 
Analog. In all regions of the world, Analog 
defers revenue and the related cost of 
sales on shipments to distributors until the 
distributors resell the products to their 
customers. It make sales to distributors 
under agreements tha t a l low the 
distributors to receive price adjustment 
credits and to return qualifying products for 
credit in order to reduce the amounts of 
slow-moving, discontinued or obsolete 
product from their inventory; however 
these agreements limit such returns to a 
certain percentage of Analog`s  shipments. 
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Suppliers

The raw materials used to manufacture Analog`s products include silicon wafers, processing chemicals, 
precious metals, and ceramic and plastic used for packaging. It has multiple sources for many of the 
components and materials that it purchases and incorporates into its products. However, it currently 
sources approximately 60% of its wafer requirements annually from third-party wafer fabrication foundries, 
primarily Taiwan Semiconductor Manufacturing Company (TSMC).

Customers
 
Analog Devices has over 100,000 customers 
worldwide, those of which are in a variety of 
industries, such as automotive, industrial, 
consumer, and communications. As of FY16, its 
largest single customer accounted for only 12% 
of net revenues and its top 20 largest customers 
accounted for about 39% of net revenues.
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Investment Thesis

Growth prospects due to industry trends

ADI is expected to benefit from trends which will 
increase demand for the company’s four main chip 
categories: Data Converters, Interface, Power 
Management, and Radio Frequency Microwaves. 

According to a report from Technavio, the data 
converters market is expected to grow at a CAGR of 
6% between 2016-2020. This growth in demand is 
driven by a need for improved image processing, 
touch sensitivity, and signal processing. The 
automotive industry, which accounts for 35% of the 
overall market for sensory technology, has an 
expected growth of 5% due to increase innovation of 
advanced driver assistance systems, crash sensors, 
and car telematics. Thus, ADI’s revenue from new 
radar chips and power management products that 
facilitate these features is also expected to increase. 

In addition to growth from the automotive industry, ADI 
will benefit from the telecommunications industry as its 
new radio frequency chip is expected to play a major 
role in testing next generation 5G networks; this will 
give a boost to the company's organic revenue 
growth.  

Lastly, ADI’s ability to create custom sensory chips for 
high-end clients, puts the firm in a prime position to 
profit from new innovations. An example is Apple’s 
increased reliance on ADI to develop custom sensors 
for its smartwatches, tablets, phones and laptops. ADI 
is on course to continue supplying the 3D touch 
controller for the upcoming iPhone 8. We expect this 
trend to continue as sensors are expected to play a 
larger role in consumer electronics devices, driven by 
demand for voice and gesture control systems.
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Acquisition Synergies

ADI’s acquisition of Linear Technologies Corporation (LLTC) has put the firm in a position to benefit 
from the increased need for power efficiency in electronics. LLTC’s power management solutions 
increase the energy efficiency of chips, thus we believe ADI’s acquisition of Linear Technologies 
improves its current product portfolio by making the company the second largest supplier of power 
management chips with a 10% market share. Sales of the company’s power management products 
contributed 7% of revenue in 2013, but should be expected to provide approximately 20% of 
revenues by 2017.
 
Additionally, the LLTC acquisition is expected to improve the company’s margin structure compared 
to its past. LLTC had a 75% Gross Margin compared to ADI’s 66%. We expect ADI to register gross 
margins in the low 70s in the next two financial years. This in turn should increase net margins and 
improve the company’s free cash flow position. Furthermore, the acquisition has increased the 
company’s total addressable market by $6 billion to $14 billion, increasing ADI’s top line growth 
prospects.

 
Solid Financial Performance

ADI has a history of strong financial performance due to its solid profitability, consistent free cash 
flow generation, and its steady dividend policy. The company has an industry leading margin 
structure with 65% gross margin, 30% operating margin, and 20% net margin. This has enabled ADI 
to consistently generate free cash flows, currently standing at $1.2 billion (TTM). Due to this, the 
company has been able to maintain a positive net cash balance standing at $2.5 billion (1Q17) 
despite making acquisitions. Over the past 10 years, the company has returned 80% of free cash 
flows to shareholders through stock buybacks and dividends; management has reiterated a desire to 
continue this trend. The company also has a solid dividend policy providing a 2.2% yield, which has 
grown at an average rate of 10% over the past four years. Management expects to grow the dividend 
between 5-10% annually. 

We believe this steady dividend yield, stock buybacks, and upside in the stock price should provide 
net returns of approximately 23% during a one year holding period. The company has also 
consistently reported surprise EPS figures over the past twelve quarters. We expect this to continue 
during the current financial year, driven by strong performance in the consumer segment.
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Competitive Landscape

Competition in the market for signal processing products is highly competitive. Market success is dependent 
on multiple factors, including technological innovation, brand strength, and product portfolio. Analog Devices 
competes with numerous semiconductor companies: Microchip Technology Inc. (MCHP), Maxim Integrated 
Products Inc. (MXIM), Avago Technologies (AVGO), NXP Semiconductors (NXPI), and others. 

ADI MCHP MXIM AVGO NXPI
Gross	Margins 65.10% 55.47% 56.70% 60.00% 42.84%
Price	to	Earnings 26.11 193.93 25.3 -44.42 -174.58
Earnings	per	Share $2.79 $1.59 $0.80 ($4.75) $0.59
Return	on	Equity 16.68% 15.06% 10.79% -8.51% 2.38%
Return	on	Assets 10.81% 5.82% 5.30% -3.73% 1.04%

2016	Ratios	for	ADI	and	Competitors

Microchip Technology Inc. (MCHP)  
Microchip Technology Inc. competes with ADI in all major segments.

Maxim Integrated Products Inc. (MXIM)
Maxim Integrated Products Inc. competes with ADI in all major segments: automotive, industrial, consumer, 
and communications. The revenue breakdown for the automotive, industrial, consumer, and 
communications markets are 19%, 25%, 31%, and 21%, respectively. 

Avago Technologies (AVGO) 
Avago competes with Analog in the Industrial/Automotive segment, however that segment is only 5% of 
AVGO`s  of net revenue.

NXP Semiconductors (NXPI) 
NXP is set to be acquired by Qualcomm Inc. by the end of 2017. NXP competed with ADI in Standard 
Product business but on February 6, 2017, NXPI divested its business to an Asset Management business 
receiving $2.75 billion in cash proceeds.
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Risks

Reliance on third-party suppliers

Analog Devices heavily relies on third-party suppliers for industry-standard wafers, manufacturing 
processes, assembly and test services, and transportation. The risks associated involve reduced control 
over availability, capacity utilization, delivery schedules, manufacturing yields, and costs. Approximately 
60% of wafers are outsourced, primarily by Taiwan Semiconductor Manufacturing Company. However, the 
company has been able to sustain strong relationships with third-party suppliers that lessen the weight of 
the risk exposure.

Cyclicality of the semiconductor markets

The nature of semiconductor markets is very cyclical. The demand for products is dependent on the 
strength of the industrial, communications, automotive, and communication markets. The strength for the 
demand in Analog Devices’ products has been increasing year over year as the markets it serves have 
been expanding. 

Foreign Currency Fluctuations 

As of FY16, about 62% of net revenues came from international markets. The company is paid in foreign 
currencies for transactions outside of the United States. Fluctuations in the currency exchange rate of the 
US Dollar against foreign currencies pose a risk. However, the company engages in hedging to reduce the 
risk.

%	of	Net	Income ADI MCHP MXIM AVGO NXPI
Loss/Gain -0.70% 0% 0% 0% -47.88%

2016	Foreign	Currency		Exchange	

Raw Materials 

As a manufacturer, the company heavily relies on raw materials for production. The company is susceptible 
to disruptions in the flow of raw materials that may be brought on by cost changes, availability, capacity, 
natural disasters, and political influences. As a hedging technique, the company has acquired insurance 
that covers losses from such disruptions. 
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Valuation

The FCFE model above was used to estimate the intrinsic value of Analog Devices Inc. Our intrinsic value 
of $88.96 implies a 16% undervaluation of Analog Devices.

The P/E expansion model was used to 
set the 3-year price target for ADI. 
ADI’s multiple of 21.7X is inline with 
other diversified semiconductors. The 
industry ranges between 15-22X. 
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