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Figure 1. Stock data and performance
Recurring income down 25% YoY to $28mn. Despite healthy topline growth of 24% to $1.3bn, Integrated 
Micro-Electronics’ (IMI PM) recurring income in 2018 fell by 25% to $28.4mn, behind consensus estimate 
of 14% growth to $39mn, due to: 1) higher costs of materials due to global component shortage; 2) higher 
expenses to expedite deliveries driven by the aforementioned shortage; 3) reconfiguration costs and 
operational difficulties in IMI’s Mexico facility. As a result, gross profit margin compressed by 180bps to 
10.1%, down from 9M18’s 10.3% as margins in the fourth quarter plunged down to 8.4%. Headline income 
was buoyed by one-off gains from the Shenzhen plant relocation and STI acquisition, up by 33.8% YoY to 
$45.5mn. Minus revenues from new acquisitions STI and VIA, the core business still grew by 16%.

Slight margin recovery this year. We expect the elevated costs from production line reconfiguration in 
Mexico to normalize this year (for auto wiper systems), but global component supply may continue to be 
a drag in margins. Management expects potential easing of this issue by 2Q19 but noted that margin re-
covery may take time. Spike in expenses in Mexico squeezed GPM by an estimated 50bps (around $7mn). 
In the long-term, we believe IMI’s focus on the high-margin auto segment will further boost profitability; 
new auto contracts grew by a CAGR of 7% in the last three years while industrials (-5.2%) and other seg-
ments (-12.9%) have been falling. Share of new auto contracts have also been steadily increasing from 
49% in 2016 to 72% last year (see Figure 3).

Revenues are estimated to grow by 25% this year to $1.7bn driven by program wins from the past 2-3 years 
(significant revenue contribution from new program wins start at year 2 onwards). Without the spike in 
Mexico’s operating expenses (production line improvements), we expect IMI’s GPM to recover by 50bps 
this year to 10.6%, while margin recovery from normalization of global component supply will not accrue 
until next year, as management guided. This translates to core income of $35mn, 24% higher than 2018’s 
$28.4mn, as GPM improvement will be slightly offset by higher interest expense (interest-bearing debt 
grew by 8% to $320mn in 2018).

Global growth slowdown looms. New program (contract) wins totalled $320mn last year, 2% higher YoY, 
which should still bode well for IMI’s topline growth in the near to medium term. However, management 
noted that global growth risks are tilted to the downside. Global semiconductor sales are expected to 
grow by only 2% in 2019; global purchasing managers index is still expanding but has slowed down in 
recent months, while global equipment sales, though still positive, has also been decelerating since the 
third quarter of 2017 (see Figures 4-6).

Valuation is toppish. Hold. We have a HOLD recommendation for IMI as it currently trades at a premium 
relative to its historical valuations and regional peers. Our income estimate translates to a 2019E P/E of 
15.3x, already above 1 standard deviation (14.5x) of its 5-yr historical P/E of 9.6x and a 5% premium to 
regional peer average of 14.6x. Its 5-yr average P/E translates to a target price of Php7.9/sh, though we 
do note that after acquisitions of STI, VIA, and Merlin in the past two years, IMI’s 2-yr historical P/E rose 
to 13.1x which translates to a 12-month target price of Php10.8/sh.

Upside risks include sooner-than-expected recovery in margins from component shortage, higher-than-
expected growth in key segments (auto), and cost efficiencies from economies of scale. Dollar weakness 
could also be beneficial to IMI’s mark-to-market assets and USD-denominated costs and improve headline 
profits. Downside risks include prolonged component shortage, effects of geopolitical tensions on demand 
and operating expenses, and sharp strengthening of the dollar.
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Figure 3. Increasing Share of High-margin Auto in New Contracts
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Figure 2. Projected Revenue CAGR of 19.5% Until 2021
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Table 1. Key Figures and Estimates

(in $ mn) 2016 2017 2018 2019E 2020E 2019 %YoY 2020 %YoY

Revenues  843  1,091  1,349  1,683  1,997 25% 19%

Gross Profit  101  130  136  178  222 31% 24%

Operating Income  43  40  40  55  76 38% 39%

Pre-tax Income  35  42  57  43  62 -24% 45%

Net Income  28  34  46  35  51 -23% 45%

Core income  32  38  28  35  51 24% 45%

EPS (USD/sh)  0.014  0.017  0.013  0.016  0.023 

P/E (USDPHP=52) 15.5 12.5 18.3  15.3  10.6 

P/B (USDPHP=52)  2.0  1.7  1.3  2.2  1.9 

Div yield % 1.6% 1.6% 1.9% 1.6% 2.0%

ROE 11.99% 13.20% 13.30% 14.6% 18.1%

Source: Company Data
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Figure 4. Slowdown in Global Semiconductor Sales Figure 5. Global Purchasing Managers Index

Figure 6. Global Electronic Equipment Sales Slowdown
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