
 
    

 

 

MKS Instruments, Inc. is a global provider of 
instruments, subsystems and process control solutions 
that measures, controls, powers, delivers, monitors and 
analyzes critical parameters of advanced manufacturing 
processes. The company operates through two 
segments, including the Vacuum & Analysis segment 
and the Light & Motion segment. The Vacuum & 
Analysis segment provides a range of instruments, 
components, subsystems and software, which are 
derived from its core competencies in pressure 
measurement and control, flow measurement and 
control, gas and vapor delivery, gas composition 
analysis, residual gas analysis, leak detection, control and 
information technology, ozone generation and delivery, 
radio frequency (RF) and direct current (DC) power, 
reactive gas generation and vacuum technology. The 
Light & Motion segment provides a range of 
instruments, components and subsystems, which are 
derived from its core competencies in lasers, photonics 
and optics. 

BUY 
Current Price:  $105.90 
Target Price:  $116.57 
Market Cap:  5.7B 
Rev Growth LTM:       70.3% 
EBITDA Margin:        20.8% 
ROIC:                         17.06% 
WACC:                       11.7% 
52 Week Range:          48.05-106.70 
Volume:                       578,538  
 

 

 

 

Thesis: Throughout the past few years, MKS 

Instruments has established itself as a powerhouse 
within its industry, becoming the worldwide leader 
on technology solutions in all the markets it 
operates. Looking forward, the margins of 
improvement for the company are significant. The 

Catalysts:  
 Short Term(within the year): Announcement 

of next earnings. 

 Mid Term(1-2 years): Cost Reduction 
through achievement of cost synergies with 
Newport Corp and decrease in interest 
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company enjoys a diversified product portfolio, 
giving it a chance of growing from different areas. 
In particular, the semiconductor and the laser and 
power solutions are very promising. In addition, 
MKS’ commitment to decrease its costs and achieve 
greater operational efficiencies have brought several 
benefits on the last couple of quarters and the trend 
is that it may continue to do so as the company 
works towards achieving additional cost synergies 
with Newport Corp, a company acquired about a 
year ago. Lastly, the announcement of Q4 earnings 
is another key element to keep in mind. MKS beat 
the last 8 estimates and investors have historically 
responded positively to such surprises. MKS is off 
to another outstanding quarter where revenues are 
estimated to grow at least 5% sequentially, which 
would be the achievement of another quarterly 
record. 

costs. 

 Long Term(3+): Revenue Growth from all 
segments added to a substantial growth of 
the Asian Market 

             

 

Business Overview: 
MKS Instruments was 

founded in 1961 as a Massachusetts 

corporation, providing instruments, 

subsystems and process control 

solutions that measure, control, 

power, deliver, monitor and analyze 

critical parameters of advanced 

manufacturing processes to improve 

process performance and 

productivity. Nowadays, the 

company is a worldwide leader in all 

markets it operates. MKS 

Instruments operates mainly within the semiconductor manufacturing application, offering products for 

etching, cleaning, lithography, metrology and inspection of semiconductor processing steps. In addition, the 

company also provide specialized instruments and software to monitor and analyze process performance. 

Apart from the semiconductor market, MKS’ products are also used in the manufacture of electronic thin 

films, life and health sciences, process and industrial technologies and research and defense. Revenue derived 

from the semiconductor segment have always been the bulk of the company’s sales, amounting to about 70%. 

However, with the acquisition of Newport Corp in 2016, the company was able to diversify its product 

offerings and semiconductors now amount to only 53% of its revenue. Following, industrial technology 

makes up for 17% of the revenue, research and defense equals to 14%, life sciences corresponds to 11%, and 

finally the remaining 5% is derived from electronic thin film. MKS products are divided into two segments, 

vacuum and analysis and light and motion. The vacuum and analysis segment includes analytical and control 

solutions; materials delivery solutions; power, plasma and reactive gas generation solutions; and pressure and 

vacuum measurements while the light and motion is composed by lasers, optics and photonics solutions. 



 
    

 

MKS owns manufacturing facilities in the United States, China, Mexico, Korea, Germany, Austria, 

France, Romania, UK, Israel and Italy. As of 2016, 52.5% of the company’s revenue was generated in the 

United States, with the remainder split between Asia and Europe. MKS has experienced an outstanding 

growth in its Asian market, especially in China, Korea and Japan, where semiconductor development has been 

constantly increasing. The company also devotes a lot of its capital to research and developments. MKS' 

technology solutions are very customized and constant innovation is required in order to stay at the top of the 

market. In 2016, the company had 680 research and development employees and spent over $110M in 

product innovation, about 7% of its revenue. 

 

 

 

Q3 Earnings: MKS Instruments beat 

expectations once again, setting a record quarterly 

revenue of $486M, a 28% increase in the last twelve 

months and a 1% increase from last quarter. Non-

GAAP net earnings also experienced a significant 

increase, achieving a historical quarterly record of 

$85.9M. An important factor to this growth was the 

performance of the semiconductor portfolio, 

specifically power, plasma and pressure solutions, 

which saw its revenue increase 38% from a year ago, also achieving a quarterly record. Another sector that 

boosted its revenue throughout the quarter is Light & Motion, setting an all-time quarterly record of $178M 

for the division as well, an increase of 18% in the last twelve months. Through heavy focus on operational 

efficiency, this segment has not only seen a substantial growth in its revenue but also in in its profitability, as 

its operating margin is now up to 21.5% compared to the 10-11% computed a year ago. Several other areas 

within the company had shown success in this quarter, justifying the effectiveness of the company’s product 

diversification. The power solutions’ product group has undertaken an exponential growth, increasing its 

revenue by 90% from a year ago. MKS’ new line of control solutions in conformity with EtherCAT, a 

recently developed communication 

protocol for semiconductors, has 

been granted with many design 

awards and has sparked interest on 

several OEM’s, especially in China.  

In addition, through strategic 

technical localization, MKS has 

increased its presence in Asia, 

particularly South Korea and China, 

by making significant investments 

in local infrastructure, and local 

service, repair and application 

teams. As a consequence, South 

Korea’ revenue is expected to set a 

new annual revenue at the end of the year. In 2017, Korea more than doubled its revenue in comparison to 

last year and it increased by the significant rate of 250% since 2012. On another note, the company’s 

commitment to greater operational efficiencies has led to another step forward towards the achievement of 



 
    

 

$40M of cost synergies with Newport Corp, a goal established soon after the acquisition of the company in 

2016. To this day, MKS has accomplished $38M of cost synergies, only $2M short of its initial goal, which 

should be fully achieved within the next two quarters. Closing the outcome of another outstanding quarter, 

MKS Instruments was included in the list of 100 fastest growing companies in 2017 by Fortune Magazine.  

 

 

Q4 Forecast: 

The outlook for Q4 is optimistic, as MKS counts on another quarter with continued growth in revenues and 

earnings. The integration with Newport, company acquired in 2016, is proceeding ahead of plans and 

additional cost synergies should be achieved by the end of this quarter. Top management believes that 

synergies with Newport will eventually reach an annual value of $40M (currently at $38M), which would 

increase the operating profit by about 1-2%. The company believes on the strength of the semiconductor 

market, which has been on a rise and has recently brought significant gains to the company. In addition, MKS 

is well positioned to leverage its broad product portfolio and therefore expects to drive significant growth in 

the general industrial, life sciences and research markets. With the acquisition of Newport, MKS expanded 

significantly its customers’ portfolio, strengthened its position in the semiconductor market, and placed itself 

as a leader in adjacent markets such as laser, photonics, vibration isolation and so forth. Due to the 

complementary nature of both companies, several cross selling opportunities will arise, as MKS have now a 

chance to commercialize their products to current Newport customers. In addition, the company seek on 

capitalizing on the growing Asian market, as China, Korea and Japan has significantly increased its revenue 

share and have been investing heavily in research and development tied to the semiconductor market, 

specially involving mobile devices production.  

  

Revenue Growth: 

Coming off from an outstanding quarter, MKS margins of growth are high as the company has been 

solidifying its name as world leader in technology solutions. The company plans to achieve $2B in revenue at 

some point in 2018, a 17% growth from current revenue. Revenue estimates have been beaten in the last 8 

out of 8 quarters, with the company confident that another surprise is on its way. In order to achieve this 

MKSI counts on further growth through cross-selling opportunities, given that many buyers related to 



 
    

 

Newport can be served with MKSI products as well. Still in regards to buyers, two of the buyers that consist 

of roughly 23% of MKSI’s revenues, those being LAM Research and Applied Materials, have been increasing 

their revenue at a fast pace, indicating that their business with MKSI is prone to increase as well. Lam 

Research had an increase in revenue of 36.1% in its 2017 fiscal year, while Applied Materials has a current 

LTM revenue growth of 40.1%. In addition, the Asian market has brought outstanding results to the 

company, specifically South Korea and China, and its forecasted future is promising. MKSI invested 

significantly in technical localization in both countries willing to expand its customer service reach and 

therefore solidify its reliability among the market. MKSI was able to improve its relationship with key Chinese 

OEM’s within the last few months which, associated with the research & development taken place around 

semiconductor equipment, has been driving a significant growth. The Asian market in general grew 140% 

from 2015 to 2016 and the company expects exponential growth to be maintained throughout this year as 

South Koreas is set to beat its annual record of revenue. By the end of the year, revenue generated in Korea is 

expected to double from last year, and complete an increase of 250% since 2012. With a growing trend in 

mobile devices manufacturing, MKS expects to benefit from it as an eight figure order was just achieved in 

China in this quarter. In addition, growing opportunities in laser and power solutions are also promising. 

MSK expanded its range of products through the acquisition of Newport, who enjoyed a wide customer base, 

and the laser market provides the company with an outstanding opportunity to increase its sales as industries 

rely more and more on this products for their manufacturing processes. All markets in which MKS operates 

have expressed positive CAGRs in the past years and MKS's growth has outpaced all of them substantially. 

Therefore, looking forward to next quarter, MSK is confident that its increased market share in the laser and 

power solutions along with the constant growth generated through the last quarters in the semiconductor 

segment will lead the company to another outstanding quarter, estimating a growth of approximately 7% 

sequentially and 20% from a year ago.  

 

Cost Reduction: 

An aspect that MKS Instruments have been prioritizing in the 

past year is the achievement of cost synergies after the 

acquisition of Newport Corp, with the intent of improving its 

operating margin. MKS’ target is to achieve $40M of cost 

synergies and it has been on track to accomplish its goal. By the 

end of Q2, cost synergies were up to $36M, increasing to $38M 

in Q3. Looking forward, the company is forecasted to 

accomplish in full its cost synergies target within the next two 

quarters, representing a competitive advantage in its operations 

in regards to its competitors. Additionally, the company has 

been working on a financial strategy to delever its balance sheet 

and therefore reduce interest costs. In the third quarter, MKS 

completed its third successful repricing of their term loan, by 

completing two voluntary principal repayments totaling $125 

million. Since the loan origination in April 2016, as a result of 

voluntary repayments and reduction in interest rate spread, the company reduced its interest expenses by 

about $23 million, equivalent to 60%. Looking forward, the company is projecting an additional 25 basis 



 
    

 

point reduction in its interest rate spread in the fourth quarter, which would result in a $0.07 per share 

addition to its non-GAAP net earnings. Still in regards to costs, MKS has devoted a lot of attention to 

improve operational efficiencies and therefore decrease costs of production over the last four years. In fact, 

costs of goods sold went from being 56.7% of revenue in 2014 to 53.8% in 2017, a substantial reduction. 

Consequently, operating income increased throughout those years, reaching 20.5% also in 2017.  

 

 

Industry Outlook: 

 

MKS operates in a variety of different markets, hedging the company against potential section 

fluctuation. All markets in which the company has been operating are forecasted to grow in the near future, 

therefore building up positive expectations within the company. The semiconductor business, backbone of 

MKS’ operations, has been growing at a CAGR of 7%, with electronic thin film following the same trend. 

Following, the life & health sciences factor has grown at a CAGR of 5%, with process & industrial 

technologies and research & defense right after, computing a positive but under 5% CAGR. MKS has been 

outpacing the market in all categories, implying that little growth in the market can generate substantial gains 

to the company. For instance, semiconductor within the company grew about 8x the growth of the market, 

while L&M also outpaced the market by about 4.5 times. 



 
    

 

 In regards to competitors, the markets in which MKS operates are highly competitive. MKS is the 

worldwide leader in technology solutions on every market it operates. Substantial competition is encountered 

in all of its product lines, although there is no single competitor competing with MKS across all product lines. 

Examples of competitors include Brooks Automation on the semiconductor business, Hitachi Ltd. and 

Horiba Ltd. for mass flow controllers, Nor-Cal Products, Inc and VAT, Inc for vacuum components, 

Advanced Energy Industries, Inc. for power delivery and reactive gas generators and so forth. MKS has 

demonstrated a second to none growth in the past few years and its metrics are far away from being 

threatened by any competitor.  

 

 

 

Ownership: 

MKSI has 54.3M of shares outstanding, 

for a total market cap of 5.8B. Stocks are 

mainly owned by Investment Advisors, 

totaling 87.58%. Following that are hedge 

funds, who own 4.87% of the stocks. The 

remainder is split among pension funds, 

insurance companies, individuals and so 

forth. The majority of the stocks are 

owned in the United States, 92.2% to be 

exact, with the rest split between Canada, UK, Norway, Germany, Switzerland, Netherlands and France. 

Insiders own 1.47% of the shares outstanding. Blackrock owns MKSI’s highest amount of stock, followed by 

Vanguard Group and then Dimensional Fund Advisors. Positions have been steady throughout the whole 

quarter, highlighting the investors believe on MKS Instruments’ long term success. 

 



 
    

 

 

Management: 

MKS Instrument’s management is experienced within their field of work and has achieved impressive results 

at MKS. All of their top executives have been part of the company for at least 8 years, highlighting the 

continuation of a well defined strategy along the way and the successful chemistry among them. Gerald 

Colella, CEO and President, has worked for the company for over 30 years. John T.C. Lee, Senior Vice 

President and COO, has been in the company for 8 years and have 25 years of experience within the industry. 

Prior to MKS, Lee worked for several competitors and also for Applied Materials, who is now one of the 

company’s largest clients. Lastly, Seth H. Bagshaw, Senior Vice President, CFO and Treasurer. Bagshaw has 

worked at MKS for 10 years and has over 20 years of experience in the industry.  All three of them hold 

stocks within the company, which can be seen as an incentive for them to achieve greater results. Although 

they seem to be sort of overpaid, the successful strategy they have put together along the years associated 

with their willingness to take the company to the next level has brought outstanding results to the company, 

therefore justifying such compensation. 

 

 

Conclusion:  

Historical data itself can definitely portray the power of this company, which has grown exponentially in the 

past few years.  Looking ahead, the future is even more promising as the company prepares to explore new 

opportunities within the semiconductor, laser and power; and light and motion areas. In addition,  the 

booming Asian market and its focus on the semiconductor industry can only benefit MKS, who has 

consistently invested on technical localization to improve its customer service in that region.   Cost reduction 

will also be a factor within the company’s growth, as the efforts to achieve cost synergies with newly acquired 

Newport Corp have increased the company’s operational efficiency and therefore  aid in the increase in 

operating profit margin. All of this can be added to the next announcement of earnings,  scheduled for 

February 1st 2018. The company has been outstanding on the last numerous earnings, beating  estimates every 

time. Q4 is very promising as the company is expected to once again set revenue quarterly records and   take a 

further step towards the company’s goal of $2B of revenue.  Investors have always reacted positively to 

earning calls and MKS will capitalize on it once again. 

 



 
    

 

 

Analysis by Tommaso  Current Price: $105.90  Intrinsic Value $103.99 Target 1 year Return: 9.28%

10/27/2017  Divident Yield: 0.9%  Target Price $114.76 Probability of  Price Increase: 88.5%

Market Capitalization $5,747.78

Daily volume (mil) 0.58 #

Shares outstanding (mil) 54.28

Diluted shares outstanding (mil) 54.89

% shares held by institutions 100%

% shares held by investments Managers 80%

Sector Information Technology % shares held by hedge funds 5%

Industry Semiconductors and Semiconductor Equipment % shares held by insiders 1.43%

Last Guidance November 3, 2015 Short interest 2.82%

Next earnings date January 25, 2018 Days to cover short interest 3.17

Estimated Country  Risk Premium 6.40% 52 week high $106.70

Effective Tax rate 26% 52-week low $48.05

Effective Operating Tax rate 25% Volatility 23.63%

Peers

Quarter ending Revenue EBITDA Teradyne, Inc.

9/30/2016 0.62% 0.42% Entegris, Inc.

12/31/2016 1.29% -9.55% KLA-Tencor Corporation

3/31/2017 2.86% 16.09% Lam Research Corporation

6/30/2017 2.04% -6.88% Applied Materials, Inc.

9/30/2017 1.30% -1.61% Advanced Energy Industries, Inc.

Mean 1.62% -0.31% FormFactor, Inc.

Standard error 0.4% 4.5% Nanometrics Incorporated

Management Position Total compensations growth Total return to shareholders

Colella, Gerald Chief Executive Officer, Pre 18.62% per annum over 5y 0.61% per annum over 5y

Bagshaw, Seth CFO, Senior VP & Treasurer 20.7% per annum over 5y 0.61% per annum over 5y

Lee, John Chief Operating Officer and 15.44% per annum over 5y 0.61% per annum over 5y

Quirk, Brian Senior Vice President of Glo 17.2% per annum over 2y 29.33% per annum over 2y

Werth, Dennis Senior VP & GM of Light & Mo N/M 0% per annum over 0y

Chute, Richard Secretary and Director -0.13% per annum over 5y 0.61% per annum over 5y

Profitability MKSI (LTM) MKSI (5 years historical average) Peers' Median (LTM)

Return on Capital (GAAP) 19.2% 24.56% 54.85%

Operating Margin 15% 13.69% 16.08%

Revenue/Capital (GAAP) 1.26 1.79 3.41

ROE (GAAP) 24.7% 9.0% 29.0%

Net margin 17.0% 8.1% 18.7%

Revenue/Book Value (GAAP) 1.46 1.12 1.56

Invested Funds MKSI (LTM) MKSI (5 years historical average) Peers' Median (LTM)

Cash/Capital 27.5% 56.9% 51.6%

NWC/Capital 19.6% 17.8% 13.2%

Operating Assets/Capital 22.7% 9.4% 21.7%

Goodwill/Capital 30.2% 16.0% 13.5%

Capital Structure MKSI (LTM) MKSI (5 years historical average) Peers' Median (LTM)

Total Debt/Market Capitalization 0.23 0.00 0.21

Cost of Existing Debt 6.1% 4.0% 4.2%

CGFS Rating (F-score, Z-score, and default Probability) BB BB A

WACC 8.1% 10.4% 10.1%

Period Revenue Growth Forecast NOPAT Margin Forecast Revenue to Capital Forecast

Base Year 70% 20.9% 0.79

9/30/2018 46% 16.8% 1.08

9/30/2019 7% 16.6% 0.94

9/30/2020 5% 16.1% 0.84

9/30/2021 5% 15.7% 0.77

9/30/2022 4% 15.4% 0.72

9/30/2023 4% 17.8% 0.68

9/30/2024 4% 19.0% 0.63

9/30/2025 3% 18.9% 0.58

9/30/2026 3% 18.8% 0.54

9/30/2027 2% 18.7% 0.51

Continuing Period 2% 18.6% 0.48

Period Return on Capital Forecast WACC Forecast Price per share Forecast

Base Year 16.5% 8.1% $105.05

9/30/2018 18.1% 8.2% $115.75

9/30/2019 15.6% 8.4% $126.65

9/30/2020 13.6% 8.6% $137.85

9/30/2021 12.1% 8.8% $149.74

9/30/2022 11.1% 8.8% $160.68

9/30/2023 12.0% 9.5% $172.45

9/30/2024 12.0% 9.7% $184.54

9/30/2025 11.0% 9.8% $196.97

9/30/2026 10.2% 10.0% $209.74

9/30/2027 9.5% 10.2% $222.88

Continuing Period 8.8% 10.3%

CENTER FOR GLOBAL FINANCIAL STUDIES NEUTRAL

MKS Instruments, Inc. provides instruments, subsystems, and process control solutions that 

measure, control, power, deliver, monitor, and analyze critical parameters of manufacturing 

processes worldwide.

MKS Instruments, Inc. 

(MKSI)
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