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$20.31 

Semiconductor Devices 

$2.73 B 

$16.22 - $29.04 

1.66 

  Q2 2017 Earnings Announcement 

 New contracts lead to new revenues 

 New product introductions on the market & in  

the revenue stream 

 
Company Description: 

  

Integrated Device Technology (IDT) is a technology company specialized in designing, developing, and manufacturing 

semiconductor products used to optimize customers’ applications. Market-leading products include radio-frequency (RF), 

timing, wireless power transfer, serial switching, interfaces, and sensing solutions. These products are used in the 

development of 5G infrastructure, network communications, cloud datacenters, and power management for computing 

and mobile devices. IDT markets its products worldwide, especially in Hong Kong and the rest of Asia (3/4 of their 

revenues), North America, including the United States, and Europe. 
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Thesis 

 IDT lost, in August 2016, its Huawei contract 

worth $12M in revenues per quarter. The stock 

price dropped by 12% on the day, which shows an 

overreaction to the news, according to analysts. 

 To compensate for the loss, it has many products 

in R&D, for which patents were granted in 

September 2016, and some of which will start 

being marketed by end of 2017.  

 The company also bought ZMDI in December 

2015, which is said to be reorganized and fully 

incorporated in their revenue stream by the end of 

2016. This acquisition will bring new revenues 

from the automotive and industrial business, for 

which ZMDI is a market leader. 

 

Macro Environment 

With IDT having 3/4 of its revenues coming from Asia, 

it is important to look at the Asian environment. 

According to the World Bank, developing East Asian 

growth is projected to grow at 5.8% this year and 5.7% in 

2017-2018. Domestic demand is also expected to remain 

robust across much of the region.  

 

 

 

According to the IMF from July 2016, the above table 

shows a 2017 growth of 2.5% in the US, 1.4% in Europe 

and 6.3% in Asia. 

 

Industry Outlook 

Looking at the technology sector and the semiconductors 

industry, they are both highly driven by consumer 

demand. Growth in the technology sector is expected to 

be around 4-5% for 2016 and 2017. 

 

According to the World Semiconductor Trade Statistics 

(WSTS), the semiconductor industry is predicted to grow 

as follows: 

 

For years 2017 and 2018, the Asia Pacific semiconductor 

industry is expected to grow by 2.2% and 2.3%, 

respectively. Growth in Europe is expected to remain 

constant and growth in Americas is expected to increase 

by 2.1% by 2018.  

Looking at specific products in the industry, integrated 

circuits (IC) are expected to grow by 1.5% in 2017, 

compared to discrete semiconductors by 2.7%, and 

sensors by 3.7%. Total products are forecasted to grow by 

2.0% in 2017 and 2.2% in 2018. 

 

Huawei contracts 

Integrated Device Technology and Huawei have been 

collaborating successfully for many years. Huawei has 

been using IDT’s RapidIO technology in multiple 

generations of its product line (telecommunications) for 

many reasons, including its best in class overall energy 

efficiency. IDT also received the “Best Collaboration 

Award” for Year 2013 from Huawei. On April 27th 2016, 

Huawei announced it selected IDT’s RapidIO technology 

to help deliver superior video quality for its new video 
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platform, through top-shelf high-definition video 

solutions. 

After a long collaboration, on August 2nd 2016, Huawei 

announced it was going to internally source a key base 

station component for its next generation LTE platforms, 

meaning that IDT will no longer provide Serial RapidIO 

(SRIO) in Huawei’s 4G base stations. The rest of the 

services IDT provides to Huawei, including the new April 

contract, will remain. 

What this decision means for IDT is a loss in revenues of 

$12 million quarterly, meaning Q2 communications sales 

will be down by 14%. The stock price of the company 

dropped by almost 12% on the day, which according to 

analysts, was an overreaction to the news. According to 

the company, this loss does not change IDT’s plans for 

the future and does not change its operating model. The 

remaining SRIO business is expected to pull in $14 million 

to $17 million per quarter. As well, since a third of the 

segment is from non-base station clients, the segment 

becomes less risky. IDT also has plans to grow its business 

by expanding its other segments, which will be discussed 

later in this paper. 

 

Other contracts 

Concerning IDT’s other contracts, the company has been 

providing products to international companies such as 

Apple, Samsung, MSI (IT Corporation based in Taiwan) 

and Intel. The company also has a collaboration with IBM 

with the goal of driving advances in 5G networking by 

combining IDT and IBM technology. So far, this 

collaboration has been a success and both companies are 

expecting to completely transform the infrastructure for 

mobile edge computing. These advances in technology 

could provide IDT with higher exposure to international 

companies and allow them to obtain more contracts in the 

near future. 

As for IDT’s RapidIO, it is still in high demand, even after 

Huawei’s announcement. Nokia uses RapidIO for some 

of its products, though the impact on IDT’s revenues in 

3 to 4 times smaller. As well, on October 3rd 2016, ZTE, 

the Chinese telecommunications giant, announced it 

selected IDT’s new generation RapidIO for its new stage 

of wireless base stations. In the past, ZTE has brought 

IDT $3 to $4M in revenues, but it is expected to bring at 

least twice that amount for the next quarters. 

Looking at other products, on September 7th 2016, 

Samsonite, the American luggage manufacturer and 

retailer, selected IDT as exclusive IC provider for its first 

generation products enabling wireless charging. 

Samsonite plans to introduce the products in Europe in 

the first quarter of 2017, followed by global availability. 

The success of the new product launch will allow IDT to 

gain a new revenue stream beginning of next year. 

IDT also has less risky contracts with non-base stations 

customers such as Siemens Medical, GE Medical, 

Lockheed Martin, and General Dynamics. The contracts 

are expected to remain in the revenue stream. 

 

Acquisition of ZMDI 

On December 7th 2015, Integrated Device Technology 

acquired ZMDI (Zentrum Mikroelektronik Dresden AG) 

for $307 million. ZMDI is a German company specialized 

in automotive and industrial businesses, and in high-

performance programmable power devices and signal 

conditioning solutions. They are the first company in their 

field. 

By acquiring this company, IDT saw an opportunity to 

expand its product line by bringing in a highly regarded 

automotive and industrial company. ZMDI also brought 

with them intellectual property that will help the company 

grow in the semiconductor industry. Moreover, IDT 

benefits from the customer relationships ZMDI has, 

especially in Europe, where IDT has plenty of 

opportunities to expand its business. The company will be 

taken seriously as a committed automotive supplier. 

Automotive and industrial provides a significant new 

growth opportunity for IDT. Through the development 

of automotive sensors and new designs in wireless 

charging, power management, and timing and signal 

conditioning, IDT gained immediate leverage. IDT will 

also expand its products to heavy duty industrial sensors, 

which are part of a vibrant and quick moving market. 

Their product and technology position has expanded 

significantly. Since the acquisition, IDT has been focused 

on restructuring ZMDI’s margin structure to fit IDT’s. 

They have not yet incorporated revenues from ZMDI’s 

business in their revenue stream, which should be 

included by end of year 2016. 

On August 8th 2016, IDT and ZMDI announced the 

expansion of its automotive capabilities through the TS 

16949 certification of a second test and production 

facility. The first facility is located in Dresden, Germany 

(facility originally from ZMDI) and the new one is located 

in Penang, Malaysia. The TS 16949 certification is a two-

stage certification for automotive backend manufacturing 

that fits the International Standard for Automotive 
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Quality Management Systems. The Dresden facility has 

been certified since 2004 and successfully passed re-

certification in June 2016. These two facilities will offer 

two sources for automotive capabilities and will give IDT 

the ability for additional manufacturing and bigger loading 

flexibility between the two sites. It will help the company 

meet global high-volume customers and avoid potential 

disruptions in supply. The Penang facility is expected to 

be fully operational by the end of 2016, which will bring 

new revenues to the company. 

 

Products  

In addition, IDT already provides the following products 

such as clocks & timing, interface & connectivity, memory 

& logic, power management, RF, and sensors. These 

products are used for automotive applications, high-

performance computing, industrial, mobile & personal 

electronics, network communications, and wireless 

infrastructure. Some of these products and applications 

have not yet been introduced to the market and are still in 

R&D phase, such as already mentioned automotive and 

industrial sensors. IDT has 12 operating R&D facilities 

across the USA, Canada, Europe, and China. 

IDT is the market leader for wireless charging technology. 

It had a smartphone exposure of $21 M in revenues 

through its wireless charging components. Looking at 

their power management ICs (PMIC) product in that 

category, IDT has won in that category for the past few 

years already as they took the next-generation high-end 

enterprise SSD and took them to the next level. For 

example, IDT has been developing a PMIC for Intel’s 

next generation products. It is expected to reach the 

market in the next year, which will bring new revenues. 

Wireless charging is projected to keep growing, at a slower 

pace than the past year, but the demand for such products 

will keep increasing. 

 

As for another application for wireless charging 

technology, IDT is starting to look at applying the 

technology in the automotive industry.  

IDT is also working on mobile sensing technology. It is 

expected to impact the company and its revenues in less 

than 2 years. Most of the sensors are in R&D phase but 

tests have proven successful so far. A small part of the 

sensors are already in the revenue stream, which shows 

outperformance in the consumer segment. As for the new 

mobile sensors products, the company will have a more 

precise model in two quarters. These products are 

expected to provide higher margins than wireless charging 

technology, which is already on the market. IDT is also 

looking at brand new application spaces where sensors are 

not being used today. 

As for the RF business, product revenue has reached 

another record in the past quarter. At the time of the 

launch of the product last year, IDT said they expected 

revenues of $70 million in 3 years. A year later, they are a 

little ahead of schedule and should achieve that earlier 

than predicted, meaning that, in less than two years, the 

company is looking at adding dozens of millions of dollars 

to their financial statements. This product is also making 

higher gross margins than the company’s average, so the 

company is looking at developing it further in the near 

future. 

As previously stated, IDT acquired ZMDI last year in 

order to develop its automotive business. End of July 

2016, they have secured major Tier 1 automotive power 

designs that will go into automotive infotainment. Those 

designs are expected to roll into the revenue stream as 

early as late next year. For the company, it brings a very 

secure and very large design win, which means near-

certain revenues.  

When trying to decide what products to develop, IDT has 

a very simple strategy: they go where there is real revenue. 

 

Intellectual Property 

Integrated Device Technology has been filing many 

patents over the years, up to a total of 140 since 2009. 

Most recently, IDT has filed for patents on wireless power 

transfer, on October 6th and on September 29th, and on 

memory interface, on October 6th. These recent patents 

show that the company keeps innovating and finding new 

products to develop and manufacture. They are also trying 

to improve existing products through R&D. 

IDT also has a lot of intellectual property, especially on 

wireless charging, where they have developed proprietary 

algorithms and features that allow them to develop their 

products. 
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Financials 

Integrated Device Technology is healthy financially. The 

company had a bad year in FY 2013, with negative revenue 

growth and a negative operating margin. From then to FY 

2016, the company has been growing in revenues at a rate 

of 18% in FY 2015 and 22% in FY 2016. Its operating 

margin for FY 2016 is at 19.59%. This shows that the 

company is in a growth period that should keep going for 

another few years.  

Looking at ROIC, the company’s is at 23.09%, and has 

been growing since FY 2013. As for debt, the company 

has always had very little to no debt, but in FY 2016, it 

issued $272 M in order to buy ZMDI. 

 

Looking at operating expenses, the company projects a 

decline from $66.1 M for Q1 2017 to around $64.5 M for 

the September quarter (Q2 2017), an additional decline of 

$1 M for Q3 2017, and another $1.5 M decline for Q4 

2017. Following the Huawei loss, management made a 

commitment towards a 30% operating margin in the 

March quarter (Q4 2017) even with $12M less in revenues. 

It implies that they believe the company will reach $205M 

in revenues for that quarter. By the end of FY 2017, 

operating expenses are then expected to make 30% of 

revenues, from 38% for FY 2016. Their goal is to reach 

this operating margin without having to further cut their 

operating expenses, meaning they believe they will soon 

bring in new revenue streams. 

IDT has also been increasing its investments in R&D to 

$37.7 M for Q1 2017, which shows their commitment to 

growth and to developing new or improved products. 

 

Risks 

There are always risks when investing in technology 

companies. Because IDT’s stock price is highly sensitive 

to revenues, there is always a risk that a loss of contract or 

a decrease in customer demand will negatively impact the 

stock price. But especially since the loss of the Huawei 

contract, IDT has been even more focused on developing 

and rolling out new products and on securing new 

contracts with multinational companies. Because the 

company provides many products to many large US and 

International companies, it has little chance of losing most 

of its revenues. 

 

Important Dates and Catalysts 

An important time to remember is the end of year 2016, 

which is when the Penang facility will become operational 

and will start bringing revenues to the company. 

The Q2 2017 earnings announcement on November 31st 

2016 will either have a positive or a negative impact on 

the stock price, depending if the company beats estimates.  

Moreover, the stock price will move depending on new 

product launches, new contracts, and revenue increases 

from these two catalysts.  

 

Summary 

Integrated Device Technology is a BUY because of its 

focus on growth and of all the products it has under R&D 

that are expected to be introduced to the market in the 

next year or two. The company has worked very hard on 

expanding its products through the acquisition of ZMDI, 

which will bring a new stream of revenues at the end of 

this year.  The company is also financially sound and is 

expected to have high growth in the next year or two. 

Because IDT’s stock price is highly sensitive to the 

revenues of the company, new revenue streams and 

increased revenues are key factors to the increase in the 

company’s stock price.
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