Better Sequencing, Better Success?
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Basic Information
Last Closed Price
12M Target Price
+/- Potential
Bloomberg Ticker
GICS Sector
GICS Sub-Industry

We are initiating coverage of Illumina Inc. with a Hold rating and a
$344.52 12M price target.

Investment Thesis

US$339.55
US$344.52
+1.46%
ILMN: US
Healthcare
Medical Equipment &
Devices
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1Y Price v Relative Index
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Key Financials
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Basic Shares O/S
Free Float
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EBITDA
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ROE
EV/EBITDA
P/E Ratio
D/E Ratio
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48.4B
147M
99.6%
US$203.83 - US$372.61
31-Dec-18
FY15A
2220
686
30.9
458
12.9
27.9
36.9
61.7
0.59

FY16E
2398
677
28.2
428
11.6
22.4
24.9
41.4
0.48

Total revenue up 19.5% yoy; sequencing consumables revenue up
23% yoy, sequencing systems revenues up 12% yoy, total
microarray revenue up 11% yoy
Americas’ revenues up 14% yoy, EMEA’s revenue up 33% yoy,
China’s revenue up 17% yoy, driven by strong sequencing
consumable growth, APAC ex-Japan’s revenue up 29% yoy
$13 and $14 million of revenue accelerated into Q2 and Q3
respectively due to pre-tariffs purchases
Non-GAAP net income was $227 million, CFO was $292 million,
free cash flow was $228 million

FY17E
2752
716
26.0
678
15.1
29.3
25.2
44.3
0.43

Chairman
Chief Executive Officer
Chief Medical Officer

Slowdown in revenue growth from ‘recurring’ income:
Illumina’s services and sale of consumables made up 81% of FY17
revenue. However, the adoption of Illumina’s new machine,
Novaseq only contributes to 0.4% YoY growth in consumables
sales, which is substantially lower than market expectations.
Stronger competitors and the emergence of new challengers
signals stronger headwinds ahead: Illumina currently benefits
from its strong market position due to its long-time presence
relative to its competitors. However, other competitors are
gradually gaining traction in the market with lower-priced
machines that was made possible with technological advancement
and support from the Chinese government to develop leadership
in healthcare markets.
Slowdown in outsourcing of NGS and NIPT by academic labs:
The rise of competitors that provides competing services at a
lower price contributes to the decline in NGS and NIPT outsource,
which erodes into Illumina’s top line.

Catalysts
●
●

Favourable earnings surprise from accelerated retirement of
HighSeq systems to transit to new NovaSeq system
Easing of trade tensions between US and China to provide clearer
path for expanding Illumina’s market share in China

Valuations
Our 12-month price target from date of coverage is $344.52. This
represents a 1.46% upside compared to the last closed price of
$339.55. The team believes that even with a burgeoning growth of
sales in the Chinese markets, the actual translation of revenue figures
into higher stock price remains to be seen, given ongoing trade war
tensions and the unpredictability of regulations enforcement on
foreign companies when they expand businesses in China.

Investment Risks
●

Ongoing US-China trade war to make company’s product less
attractively priced, may impact sales

