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Thesis 

• ADI is benefiting from improving consumer revenue, including strong pre-iPhone 7 build, and 
continued strong margin trends in business-to-business (B2B) end markets. 

• Acquiring Linear (after acquiring Hittite) gives the company scale in the analog chip space as it 
seeks to compete with Texas Instruments. 

 
Acquiring Linear Technology (LLTC) 

• On 7/26/16, ADI announced the $14.8 billion acquisition of Linear. 
• Will pay $46 cash plus 0.23 ADI share per LLTC share; value LLTC at $60. 
• Will issue 58 million new shares; new debt of $7.3 billion; remainder balance sheet cash. 
• Set to close first half calendar 2017. 
• Both produce analog chips, but deal is complementary: ADI strong in data converter, LLTC big in 

power management. 
• Deal should vault ADI from 4th in analog to 2nd, with 9%-10% market share. 

 
Fiscal 3Q16 (ended 7/31/16) Guidance  

• At the time of the LLTC deal announcement, ADI updated its guidance for quarter to be reported 
this morning. 

• Revenue of about $865 million, and EPS of $0.77-$0.78. 
• In May, guided for $800-$840 million and EPS of $0.66-$0.74. 
• At new guidance:  

o Revenue flat y/y but up 11% q/q.  
o Adjusted EPS of up 1% annually, up at least $0.14 sequential on sequential basis. 

 
 
 
 



Consumer Market Outlook: iPhone Turbulence 
• ADI builds force-touch controller for Apple. Adoption of force-touch was the most significant 

upgrade from iPhone 6 to iPhone 6S.  
• For ADI’s fiscal 4Q15, Consumer revenue of $317 million (32% of total) more than tripled from 

$92 million a year earlier. 
• in mid-January, cut original revenue guidance of $805-$855 million for 1Q16 to $745-$765 

million, citing weaker than anticipated customer demand for portable devices. 
• Consumer business came back to earth in 1Q16, as revenue of $168 million declined 18% year 

over year and was off 60% sequentially. 
 
4Q16 Guidance: What the Street Wants to Hear 

• ADI expected to guide for 4Q16 revenue of $940-$950 million. 
• At a midpoint of guidance range would be down 3% y/y, up 10% sequentially.  
• Non-GAAP EPS in the $0.90-$0.95 range would be down 10% annually, up $0.10-$.12 

sequentially. 
 
Learning to live with Apple 

• Semiconductor companies with significant Apple relationships are subject to swings in their 
revenue that may occur outside normal seasonal patterns.  

• iPhone 7 will be just the second iPhone iteration that utilizes ADI’s force touch controller.  
• We expect a big upswing in iPhone 7 adoption.  

o Apple to address key complaints (battery life, more Memory). 
o IPhone 4’s and 5’s getting old. 

• Reminder: iPhone 7 revenue will begin in 4Q16, not be really material until fiscal 1Q17.  
 
Capital Allocation 

• Earlier this year the board has announced a 5% hike in the quarterly dividend, to $0.42 per 
common share from a prior $0.40.  

• The board also increased the share repurchase authorization to $1 billion.  
• ADI now has gross cash of $3.8 billion and net cash of $2.1 billion.  

 
Valuation & Conclusion 

• Trading average 19.9-times 2-year forward P/E, vs. historical 18.4-time; w/FY18, will trade at 17-
times 2-year forward P/E. 

• Well below calculated value on DFCF. 
• We look for accelerating growth and strong cash generation from improving operating leverage, 

supporting industry-leading performance and healthy returns to shareholders.  
• LLTC a complementary fit, and affordable. 
• We are reiterating our BUY rating to a 12-month target price of $73. 

 
 
 
 
 
 
 
 



 
 
DISCLAIMER 
This Note reflects the current thinking of an Argus analyst anticipating or responding to corporate 
earnings reports or other news relevant to covered companies. This Note may be an initial, real-time 
response to developments that are expected to impact stocks under coverage; as such, it does not 
imply that the information in it is correct as of any time after its preparation or that there has been no 
change in the business, financial condition, prospects, creditworthiness or status of a covered 
company. The views or opinions expressed in this Note are subject to change pending further analysis. 
This Note is produced and copyrighted by Argus, and any unauthorized use, duplication, redistribution 
or disclosure is prohibited by law and can result in prosecution. The opinions and information 
contained herein have been obtained or derived from sources believed to be reliable, but Argus 
makes no representation as to their timeliness, accuracy or completeness or for their fitness for any 
particular purpose. This Note is not an offer to sell or a solicitation of an offer to buy any security. The 
information presented in this Note is for general information only and does not specifically address 
individual investment objectives, financial situations or the particular needs of any specific person 
who may receive this Note. Investing in any security or investment strategies discussed may not be 
suitable for you and it is recommended that you consult an independent investment advisor. Nothing 
in this Note constitutes individual investment, legal or tax advice. Argus may issue or may have issued 
other reports that are inconsistent with or may reach different conclusions and opinions than those 
represented in this Note, and all opinions are reflective of judgments made on the original date of 
publication. Those reports may reflect the different assumptions, views and analytical methods of the 
analysts who prepared them and Argus is under no obligation to ensure that other reports are 
brought to the attention of any recipient of this Note or to update or keep current the information 
contained in other reports so that such information is consistent with, or not contrary to, the 
information contained in this Note. Argus Research is an independent investment research provider 
and is not a member of the FINRA or the SIPC. Argus Research is not a registered broker dealer and 
does not have investment banking operations. None of our research is attributable to Argus Investors’ 
Counsel, a registered investment adviser and the asset management arm of Argus Research. Argus 
shall accept no liability for any loss arising from the use of this report, nor shall Argus treat all 
recipients of this report as customers simply by virtue of their receipt of this material. Investments 
involve risk and an investor may incur either profits or losses. Past performance should not be taken 
as an indication or guarantee of future performance. Argus has provided independent research since 
1934. Argus officers, employees, agents and/or affiliates may have positions in stocks discussed in this 
report. No Argus officers, employees, agents and/or affiliates may serve as officers or directors of 
covered companies, or may own more than one percent of a covered company’s stock. 
 
 


