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Basic Information 
Last Closed Price US$339.55 
12M Target Price US$344.52 
+/- Potential +1.46% 
Bloomberg Ticker ILMN: US 
GICS Sector Healthcare 
GICS Sub-Industry Medical Equipment & 

Devices 
 

1Y Price v Relative Index 

 
 

Key Financials 
Market Cap  48.4B 
Basic Shares O/S 147M 
Free Float 99.6% 
52-Wk High-Low US$203.83 - US$372.61 
Fiscal Year End 31-Dec-18 

 

(US$ M)  FY15A FY16E FY17E 
Revenue  2220 2398 2752 
EBITDA  686 677 716 
Margin (%)  30.9 28.2 26.0 
Net Income  458 428 678 
ROA  12.9 11.6 15.1 
ROE  27.9 22.4 29.3 
EV/EBITDA  36.9 24.9 25.2 
P/E Ratio  61.7 41.4 44.3 
D/E Ratio  0.59 0.48 0.43 

 

Key Executives 
Jay Flatley Chairman 
Francis Desouza Chief Executive Officer 
Dr Phillip Febbo Chief Medical Officer 

 

Better Sequencing, Better Success? 
 

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

3Q18 Earnings Review 
● 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 

 
Investment Thesis 
● 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  
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● Leadership position highly dependent on successful R&D. Poor        
results from R&D efforts may lead to them potentially losing their           
market leader position 

● Further strengthening of Dollar to cause foreign exchange losses         
for revenue derived in international markets  

 
Figure 1: Revenue by Products, FY17 

 
Source: Illumina Investor Presentation May 2018 
 
 
Figure 2: Revenue by Geography, FY17 

 
Source: Illumina Annual Report 2017 
 
 
Figure 3: Illumina revenue over the years 

 
Source: Bloomberg 
 
 
 

 
Company Overview 
 
Illumina is a bio-tech company founded in 1998. Headquartered in          
San Diego, California, it is a global leader in sequencing and           
array-based solutions for genetic analysis.  
 
Illumina targets two main targets to sustain its growth. Life Sciences           
and Clinical Genomics. In Life Sciences, Illumina offers sequencing         
solutions by synthesis technology that provides researchers with        
various applications and the ability to sequence mammalian genomes;         
and arrays for a range of deoxyribonucleic acid and RNA analysis           
applications. Next-Generation sequencing (NGS) and Array-based      
solutions are the key solutions Illumina provides for clients, and NGS           
contributes to 83% of the company’s total revenue. In Clinical          
Genomics, the company provides various library preparation and        
sequencing kits to simplify complicated analysis process at the         
fraction of time and cost, and this includes genome sequencing,          
genotyping, and Non-Invasive Prenatal Testing (NIPT) as well as         
product support services to clients that does not have direct access to            
Illumina’s machines. 
 
Illumina serves clients such as genomics research centres, academic         
institutions and consumers genomics companies and similar to any         
life-science companies, Illumina reaches out to customers directly or         
market their products through life-science distributors. Illumina have        
revenue streams from North America, Europe and the emerging         
markets, with an increasing focus from China. 
 
Illumina main competitors include Agilent Technologies, Beijing       
Genomics Institute (BGI), Pacific Biosciences of California, QIAGEN        
N.V. and Roche. Currently, Illumina maintains a substantial 70% of          
market share in the life-sciences technologies market.  
 
3Q18 Earnings Review 
● Total revenue up 19.5% yoy; sequencing consumables revenue        

+23% yoy, sequencing systems revenues +12% yoy, total        
microarray revenue +11% yoy 

● Americas’ revenues +14% yoy, EMEA’s revenue +33% yoy,        
Greater China’s revenue +17% yoy driven by strong sequencing         
consumable growth, APAC ex-Japan’s revenue +29% yoy 

● $13 and $14 million of revenue accelerated into Q2 and Q3           
respectively due to pre-tariffs purchases 

● Non-GAAP gross margin was 71.1%, a 230 basis points yoy          
increase; Non-GAAP operating margin was 29.4%, up from 28.4%         
in Q2 

● Non-GAAP net income was $227 million, CFO was $292 million,          
free cash flow was $228 million 

● DSO was 46 days compared to 43 days in Q2, driven by less             
favourable revenue linearity 

● Management foresees a 20% growth for the full 2018 revenue,          
and full-year non-GAAP gross margin to increase modestly from         
2017 values 

● Management expects revenue from sequencing consumables to       
be down sequentially, to account for goods shipped in advance          
prior the implementation of tariffs 

● Revenue from microarray instruments are expected to decline as         
customers shift their preferences to NGS technologies 
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Figure 4: Top 10 sequencing companies by revenue in 
2017 

Source: Genetic Engineering and Biotechnology 
News (GEN) 
 
 
 
Figure 5: Cost of sequencing a genome since 2001 

 

 
 
Source: National Human Genome Research Institute 
 
 
 
 
 
 
 
 
 
 
 

● Bangladesh launched a cancer-focused Precision Medicine      
Initiative that utilizes Illumina’s sequencing and array       
technologies, further extending their reach into developing       
countries 

 
 
 
 
Industry Outlook 
Uncovering Genomics and its hidden potential 
Companies in the next-generation sequencing industry produce       
research tools and equipment that assist scientists and researchers in          
investigating how DNA sequencing affects biological events on the         
molecular scale. This process is known as genome sequencing, and a           
genome is the order of nucleotides (think building blocks) that          
constitutes a person’s DNA. The results of the analysis are then           
filtered and synthesized into medically valuable applications, and this         
field of study is known as genomics. In recent years, with aging            
population worldwide and the emerging of rare diseases amongst         
human beings, genomics is gaining the spotlight in the field of           
life-sciences, given its potential for customized diagnoses and        
treatments, improved drugs and therapies, and cure for rare diseases.          
According to Mordor Intelligence, the next-generation sequencing       
market was valued at USD$4.01 billion in 2015 and is projected to            
reach USD$12 billion by 2021. Therefore, growth potential for         
companies in the industry is predicted to remain strong in the           
upcoming years. 
 
Incumbents dominate market, but new players are getting        
increasingly aggressive  
With the advancement in technology. the entire industry is moving          
towards developing machines that can reduce the time and costs of           
sequencing a single genome. For instance, decoding a single genome          
cost USD$1,000 and several hours in 2018, which is significantly          
cheaper and faster comparing to achieving the same objective in          
weeks for USD$1M 10 years ago. As such, many Venture Capitalists           
(VCs) are eyeing for their share of this profitable pie. According to CB             
Insights, as of July 2017, VCs has poured in USD$1.7B in 2016, and             
this number is expected to double in end-2017. This leads to a surge             
in genomics startups, intensifying competition in the next-generation        
sequencing industry. That being mentioned, the industry is still         
dominated by a few players, with Illumina grabbing on to          
approximately 70% of the market share. Switching costs from one          
system to another is too high, taking into account the additional           
trainings required for integration of machine operations into        
operational workflow.  
 
China’s the way to go 
The next-generation sequencing market in China has expanded        
rapidly in the past few years. Government initiatives to develop          
leadership in healthcare markets, coupled with increasing volume of         
molecular testing ​for infectious diseases, are some reasons why         
companies in the industry are rapidly turning their attention towards          
the Chinese markets. However, it was the removal of restrictions on           
Non-Invasive Prenatal Testing (NIPT) in 2016 that catalyzes the         
proliferation of genome startups and MNCs alike, in the Chinese          
markets. Therefore, growth potential of companies with relatively        
easier access to R&D will thrive in the competitive Chinese markets.  
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Figure 6: Growth Rates of Revenue Segments 

 

Source: Annual Report, NUS Investment Society 
Estimates 
 
 
Figure 7: Projected Revenue by Segments 

 
 
Source: NUS Investment Society Estimates 
 
 
Figure 8: Illumina's Range of Instruments 

Source: Illumina Annual Report 
 
Figure 9: China's genome sequencing industry projected 
growth 

 

 
Source: Grand View Research 
 

Investment Thesis 
 
1. Slowdown in revenue growth from ‘recurring’ income  
 
In FY17, Illumina derived 81% of its revenue from sale of           
consumables and services rendered to customers. Revenue       
contributed by these two segments are considered ‘recurring income’.         
The general view is that these two segments will continue its strong            
year-on-year growth if Illumina continues modest growth in sale of          
instruments, especially with the ramp-up in Novaseq, which is         
expected to reap-in greater ‘recurring income’ for Illumina. 
 
However, from a survey commissioned by Morgan Stanley from 1H17          
to 1H18 amongst global NGS laboratories, the weighted average         
consumables spending that resulted from the purchases and usages of          
Novaseq only contributes to a negligible growth of 0.4% YoY. The           
growth of consumables contributed by the ramp-up of Novaseq is          
insignificant because Novaseq’s 20% discount on genome sequencing        
has resulted in a surge in sample volumes from consumers, and they            
offset each other. With the increase in adoption of Novaseq, revenue           
growth from ‘recurring’ income will remain 
 
2. Stronger competitors and the emergence of new challengers         
signals stronger headwinds ahead 
 
In the NGS space, other competitors are gradually gaining traction in           
the market with lower-priced machines that was made possible with          
technological advancement. For instance, even though Oxford       
Nanopore took up a mere 2% of the entire NGS market, planned            
purchases for its machines went up significantly by 18% in FY17.           
Therefore, Illumina may find itself losing market share to its          
competitors over time if competition amongst peers in the NGS space           
intensifies.  
 
Furthermore, in October, MGI Tech, which is part of BGI, introduced           
the MGISEQ-T7 sequencer at the 13​th International Conference on         
Genomics (ICG-13) in Shenzhen. The new system is capable of 6Tb           
maximum daily output at an approximate 60 human genomes daily,          
which is as equally competent as an Illumina Novaseq. Early users has            
also indicated that the MGISEQ-T7 can deliver higher accuracy         
(~99%) and throughput, directly competing with Novaseq.  
 
The new MGISEQ-T7 will be available for early-access customers in          
2Q19 and fully available for commercial users in 3Q19. Even though           
pricing and regional availability of the MGISEQ-T7 remains unknown,         
it is believed that its high competency and throughput would put it on             
equal placing with the Novaseq. The emergence of MGISEQ-T7 will          
therefore provide headwinds to the increase in adoption of Novaseq. 
 
Slowdown in outsourcing of NGS and NIPT by academic labs 
 
Illumina offers NIPT, which can be conducted in-house by using NGS           
machines developed by Illumina, or outsourcing of samples to         
Illumina’s CLIA labs, which generates revenue for Illumina as well.          
However, according to a survey conducted by Morgan Stanley         
Research in 1H18, sample outsourcing by academic/pharma labs to         
Illumina’s CLIA labs has decreased from ~50% in 1H17 to ~40% in            
1H18. The rise of competitors, such as BGI, that provides competing           
services at a lower price is an attributable factor that leads to the             
decline in NGS and NIPT outsource.  
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Figure 10: Trend of Gross Profit Margin 

 
Source: NUS Investment Society Estimates 
 
 
Figure 11: Trend of Cash Ratio 

 
Source: NUS Investment Society Estimates 

Catalysts 
 
1. Accelerated retirement of HighSeq systems as customers        
increasingly adopt the new NovaSeq system - to drive short-term          
revenue growth and provide earning surprise  
 
2. Clearing up of trade tensions between US and China, with a            
possible trade deal in the pipeline - removal of tariffs on US            
imports to China to clear up hindrance in expansion plans in China 
 
 
Financial Analysis  
 

 
Overview: 
The chart above displays various financial ratios relevant in showing          
certain telling signs about Illumina’s current and projected        
performance 10 years forward, with specific attention paid to         
profitability and liquidity ratios, which would tend to be more          
sensitive due to various factors we raised above in our investment           
theses.  
 
Falling Margins 
In the long run, we expect a growing percentage of revenue to be             
made up of consumable sales, which provide lower profit margins as           
compared to their other business segments. Coupled with growth in          
CapEx due to aggressive expansions in China, we expect margins to           
remain stifled and on a declining trend for the foreseeable future.           
Given this observed trend, it would be more prudent to put the            
business under a longer observation period before identifying new         
growth drivers.  
 
Strength in Liquidity  
In our projection of cash flows, we foresee that cash and cash            
equivalents are expected to grow steadily over the foreseeable future,          
showing strength in cash flow management. With a cash ratio          
hovering substantially above industry average, Illumina would be able         
to tide over revenue and cost induced shocks. This advantage would           
be pertinent, especially in the context of expansion into the Greater           
China region.  
 
Flexibility in Financing Future Ventures 
Currently, Illumina’s leverage ratios hover around industry average.        
While it acts to gradually pay down its debt, we foresee that Illumina             
would be able to leverage upon its strong cash flow position and            
market power to attain the support of banks and financial institutions.           
This would produce the business with the necessary financing options          
as it seeks to expand its business in the Chinese market.   
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Valuations  
Valuation Price Target: ​$344.52 
 

 
Figure 12: WACC Build-up 

 

Source: Bloomberg, Damodaran, NUS Investment 
Society Estimates 
 
 
Figure 13: DCF Valuation, Terminal Growth Method 

 

 
Source: NUS Investment Society Estimates 
 
 
 
 
Figure 14: DCF Valuation, Exit Multiple Method 

 

 
 
Source: NUS Investment Society Estimates 
 

 
 

DCF Model 
A discounted cash flow analysis was used to estimate intrinsic value           
of Illumina’s share price. Illumina’s cash flows is forecasted over 10           
years because Illumina’s revenue growth in the Americas, EMEA and          
China is burgeoning and a longer time frame can better reflect the            
contributing cash flows. The model is driven by the sales of           
instruments, consumables and services on the revenue side. On the          
cost front, costs of products & services, R&D, SG&A and CapEx serve            
as crucial perimeters for projections due to costs contributions to its           
revenue growth and Illumina’s core nature as a bio-tech firm, in which            
R&D is an important factor in identifying newer technologies in          
driving down genome sequencing costs. The DCF model is         
constructed based on guidance from historical performance, annual        
report, industry outlook, along with investor day presentations.  
 
Weighted Average Cost of Capital (WACC) 
To calculate Beta, linear regression of Illumina’s stock price were run           
against the NASDAQ 100 Index for time frame of 12 months on a             
weekly basis and then averaged and adjusted. CAPM was used to           
estimate Cost of Equity, while the current debt outstanding was used           
during calculation of Cost of Debt in a weighted average manner. Tax            
shield was taken into account as Illumina pays income taxes for all            
operations. The calculated WACC is 7.5%, but the team has lowered           
Illumina’s WACC to 6.0% instead, due to its strong market power in            
the various regions it operates in; Illumina currently dominates the          
NGS industry in regions such as China due to its superior technology.            
Therefore, the strong economic moat that Illumina has consolidated         
justify the lower WACC.   
 
Revenue Growth 
Revenue growth for Illumina in this model is based primarily on           
projecting the percentage growth rates of each sales segment in the           
various geographical locations the business is based at, namely         
Instruments, Consumables and Services. Illumina’s revenue growth in        
FY2017 was 14.8%; but we project that Illumina’s revenue should          
enjoy strong growth over the next 3 years, peaking at 17.4% before            
slowing down to a CAGR of 14.6%. This revenue growth is mainly            
driven by expected improved traction within the Greater China         
region, where the loosening of regulatory measures in China opens a           
new market for the business, improving prospects for overall sales of           
instruments and consumables.  
 
Terminal Growth 
As the industry becomes increasingly competitive and more markets         
hitting saturation point, Illumina’s growth rate will definitely slow         
down. This rate is expected to reach a terminal growth rate of 4%,             
accounted for in the 10 year DCF model.  
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Figure 15: Sensitivity Tables 

 

 
Source: NUS Investment Society Estimates 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 16: Investment Risk Matrix 

 

 
Source: NUS Investment Society Estimates 

 
Relative Valuation 
 
Currently, Illumina’s main competitors have market capitalizations       
that are too small for fair comparisons, As such, biotech and large            
laboratories equipment companies with diversified product streams       
are used for relative valuation. Using P/E, EV/EBITDA, P/Sales,         
Illumina implied share price is extremely close to the industrial          
average. Given the political instability that arises due to the trade war            
and greater economic headwinds in the EMEA and Chinese markets,          
the team remains neutral towards the outlooks of Illumina. Using          
comparables as sanity checks, Illumina’s high growth prospects in the          
Chinese markets remains to be seen. 
  
This analysis leads to an intrinsic value of $344.52 for Illumina, a 1.46             
% upside to the current trading price. We remain confident that this            
valuation reaffirm our Hold recommendation and validates our view         
of upcoming 12 month period. 
 
 
Investment Risks  
  
M1: Market Risk – Ongoing US-China trade war 
 
Moving forward, China will be Illumina’s hyper-growth market and         
their main revenue driver. An escalation of and prolonged US-China          
trade war will impede this growth as Illumina’s products will become           
less attractively priced as compared to competitors.  
 
We believe this risk will have certain degree of impact on Illumina’s            
growth potential in the country but due to Illumina’s superior          
products, the impact will be cushioned. 
 
B3: Business Risk – Poor results from R&D efforts 
 
Illumina’s market leader position is heavily reliant on engaging in          
significant research & development, innovating products that are        
constantly ahead of competitors. Should these efforts not materialise         
in better product innovations and discoveries, Illumina may        
potentially lose their market leader position, impacting sales. 
 
However, given the resources Illumina has, it is more than probable           
that they come up with better innovations than smaller competitors.  
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Disclaimer 

This research material has been prepared by NUS Invest. NUS Invest specifically prohibits the redistribution of this material in whole or in                      
part without the written permission of NUS Invest. The research officer(s) primarily responsible for the content of this research material, in                     
whole or in part, certifies that their views are accurately expressed and they will not receive direct or indirect compensation in exchange for                       
expressing specific recommendations or views in this research material. Whilst we have taken all reasonable care to ensure that the                    
information contained in this publication is not untrue or misleading at the time of publication, we cannot guarantee its accuracy or                     
completeness, and you should not act on it without first independently verifying its contents. Any opinion or estimate contained in this                     
report is subject to change without notice. We have not given any consideration to and we have not made any investigation of the                       
investment objectives, financial situation or particular needs of the recipient or any class of persons, and accordingly, no warranty                   
whatsoever is given and no liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient or                        
any class of persons acting on such information or opinion or estimate. You may wish to seek advice from a financial adviser regarding the                        
suitability of the securities mentioned herein, taking into consideration your investment objectives, financial situation or particular needs,                 
before making a commitment to invest in the securities. This report is published solely for information purposes, it does not constitute an                      
advertisement and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. No                        
representation or warranty, either expressed or implied, is provided in relation to the accuracy, completeness or reliability of the                   
information contained herein. The research material should not be regarded by recipients as a substitute for the exercise of their own                     
judgement. Any opinions expressed in this research material are subject to change without notice. 

 

© 2016 NUS Investment Society 
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Appendix:  

Pro Forma Financial Statements 
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Debt: 
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DCF Valuation 
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