SILICON LABORATORIES INC

FORM
8-K
(Current report filing)

Filed 12/08/17 for the Period Ending 12/08/17
Address
Telephone
CIK
Symbol
SIC Code
Industry
Sector
Fiscal Year

400 W CESAR CHAVEZ
AUSTIN, TX, 78701
5124168500
0001038074
SLAB
3674 - Semiconductors and Related Devices
Semiconductors
Technology
12/30

http://www.edgar-online.com
© Copyright 2017, EDGAR Online, a division of Donnelley Financial Solutions. All Rights Reserved.
Distribution and use of this document restricted under EDGAR Online, a division of Donnelley Financial Solutions, Terms of Use.

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, DC 20549

FORM 8-K
CURRENT REPORT
PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
Date of report (Date of earliest event reported): December 8, 2017

SILICON LABORATORIES INC.
(Exact Name of Registrant as Specified in Charter)
Delaware
(State or Other Jurisdiction
of Incorporation)

000-29823
(Commission File Number)

74-2793174
(IRS Employer
Identification No.)

400 West Cesar Chavez, Austin, TX
(Address of Principal Executive Offices)

78701
(Zip Code)

Registrant’s telephone number, including area code: (512) 416-8500
Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of the following
provisions (see General Instruction A.2. below):
o

Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)

x

Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)

o

Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))

o

Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))

Indicate by check mark whether the registrant is an emerging growth company as defined in Rule 405 of the Securities Act of 1933 or Rule 12b-2 of the Securities
Exchange Act of 1934.
Emerging growth company o
If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with any new or
revised financial accounting standards provided pursuant to Section 13(a) of the Securities Exchange Act of 1934. o

Item 8.01. Other Events
As previously disclosed on the Current Report on Form 8-K filed by Silicon Laboratories Inc. (“Silicon Laboratories”) on December 7, 2017, Silicon Laboratories
issued a press release announcing a definitive agreement (the “Merger Agreement”) under which Silicon Laboratories will acquire Sigma Designs, Inc. (“Sigma
Designs”) for $7.05 per share in a cash transaction valued at approximately $282 million, subject to certain closing conditions. In the event that certain of these
closing conditions are not met, the parties have agreed that Sigma Designs would instead sell its Z-Wave business to Silicon Laboratories for $240 million,
contingent upon approval by Sigma Designs’ stockholders. Sigma Designs provides solutions for the connected home including Z-Wave, a leading Internet of
Things (IoT) technology for smart home solutions.
The foregoing description of the Agreement does not purport to be complete and is qualified in its entirety by reference to the Merger Agreement, which was filed
as an exhibit to the Current Report on Form 8-K filed with the Securities and Exchange Commission on December 8, 2017 and is incorporated herein by reference.
The foregoing description of the transaction is qualified in its entirety by the full text of the Merger Agreement.
On December 8, 2017, Silicon Laboratories held a conference call to discuss details of the transaction. A transcript of the conference call is attached hereto as
Exhibit 99.1.
In connection with the announcement, Silicon Laboratories distributed the communication attached hereto as Exhibit 99.2to certain of its employees.
Non-GAAP Financial Measures
In addition to GAAP reporting, Silicon Laboratories provides investors with certain information on a non-GAAP basis, including anticipated accretion. This nonGAAP information excludes stock compensation, amortization of acquired intangible assets, non-cash interest expense on convertible notes, and certain other
items. Management does not believe that the excluded items are reflective of the Company’s underlying performance. The exclusion of these and other similar
items from Silicon Laboratories’ non-GAAP presentation should not be interpreted as implying that these items are non-recurring, infrequent or unusual. Silicon
Laboratories believes this non-GAAP financial information provides additional insight into the Company’s on-going performance and has therefore chosen to
provide this information to investors for a more consistent basis of comparison and to help them evaluate the results of the Company’s on-going operations and
enable more meaningful period to period comparisons. These non-GAAP measures are provided in addition to, and not as a substitute for, or superior to, measures
of financial performance prepared in accordance with GAAP. Silicon Laboratories is not readily able to reconcile the projected accretion information provided
herein to a GAAP calculation thereof because the information needed to complete a reconciliation is unavailable at this time without unreasonable effort.
Forward-Looking Statements
This announcement contains forward-looking statements (including within the meaning of Section 21E of the United States Securities Exchange Act of 1934, as
amended, and Section 27A of the United States Securities Act of 1933, as amended) concerning Silicon Laboratories and its proposed acquisition (the
“Acquisition”) of Sigma Designs or the Z-Wave business and related matters. These statements include, but are not limited to, statements that address Silicon
Laboratories’ expected future business and financial performance and statements about (i) the timing, completion and expected benefits of the Acquisition,
(ii) plans, objectives and intentions with respect to future operations and products, (iii) competitive position and opportunities, (iv) the impact of the Acquisition on
the market for Silicon Laboratories products, (v) the impact of the Acquisition on non-GAAP EPS, (vi) other information relating to the Acquisition and (vii) other
statements identified by words such as “will”, “expect”, “intends”, “believe”, “anticipate”, “estimate”, “should”, “intend”, “plan”, “potential”, “predict” “project”,
“aim”, and similar words, phrases or expressions. These forward-looking statements are based on current expectations and beliefs of the
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management of Silicon Laboratories and Sigma Designs, as well as assumptions made by, and information currently available to, such management, current market
trends and market conditions and involve risks and uncertainties, many of which are outside the companies’ and management’s control, and which may cause
actual results to differ materially from those contained in forward-looking statements. Accordingly, you should not place undue reliance on such statements.
Particular uncertainties that could materially affect future results include any risks associated with the Acquisition such as: (1) the risk that the conditions to the
closing of the transaction are not satisfied, including the risk that required approvals from the stockholders of Sigma Designs for the transactions or regulatory
approvals are not obtained; (2) litigation relating to the transaction; (3) uncertainties as to the timing of the consummation of the transaction and the ability of each
party to consummate the transaction; (4) risks that the proposed transaction disrupts the current plans and operations of Sigma Designs and Silicon Laboratories;
(5) the ability of Sigma Designs and Silicon Laboratories to retain and hire key personnel; (6) competitive responses to the proposed transaction; (7) unexpected
costs, charges or expenses resulting from the transaction; (8) potential adverse reactions or changes to business relationships resulting from the announcement or
completion of the transaction; (9) the ability to divest or wind down Sigma Designs’ Smart TV business; (10) the ability to divest Sigma Designs’ Media
Connectivity business; (11) Sigma Designs’ ability to amend or terminate certain contracts; (12) Sigma Designs’ ability to maintain sufficient cash to satisfy the
minimum cash condition; (13) Silicon Laboratories’ ability to achieve the growth prospects and synergies expected from the transaction, as well as delays,
challenges and expenses associated with integrating Sigma Designs into Silicon Laboratories’ existing businesses and the indebtedness planned to be incurred in
connection with the transaction; and (14) legislative, regulatory and economic developments.
The foregoing review of important factors that could cause actual events to differ from expectations should not be construed as exhaustive and should be read in
conjunction with Silicon Laboratories’ and Sigma Designs’ filings with the Securities and Exchange Commission (“SEC”), which you may obtain for free at the
SEC’s website at http://www.sec.gov, and which discuss additional important risk factors that may affect their respective businesses, results of operations and
financial conditions. Silicon Laboratories and Sigma Designs undertake no intent or obligation to publicly update or revise any of these forward-looking statements,
whether as a result of new information, future events or otherwise, except as required by law.
Additional Information and Where to Find It
Sigma Designs intends to file the applicable proxy statement(s) in connection with the Acquisition. Investors and security holders of Sigma Designs are urged to
read such proxy statement(s) (including any amendments or supplements thereto) and any other relevant documents in connection with the Acquisition that Sigma
Designs will file with the SEC upon such documents becoming available because they will contain important information about Sigma Designs and the
Acquisition. Such materials filed by Sigma Designs with the SEC may be obtained free of charge at the SEC’s website (http://www.sec.gov) or at the Investor
Relations page on Sigma Designs’ website at www.sigmadesigns.com or by writing to Sigma Designs’ Secretary at 47467 Fremont Blvd. Fremont, CA 94538
USA.
Sigma Designs and its directors and executive officers may be deemed to be participants in the solicitation of proxies from Sigma Designs’ stockholders with
respect to the Acquisition. Additional information about Sigma Designs’ directors and executive officers is set forth in Sigma Designs’ proxy statement on
Schedule 14A filed with the SEC on July 17, 2017 and Annual Report on Forms 10-K and 10-K/A for the fiscal year ended January 28, 2017. Information
regarding their direct or indirect interests in the Acquisition will be set forth in the proxy statement and other materials to be filed with SEC
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Item 9.01. Financial Statements and Exhibits
(d) Exhibits.
Exhibit No.

Description

2.1

Agreement and Plan of Merger, dated December 7, 2017, by and among Silicon Laboratories Inc., Seguin Merger Subsidiary, Inc. and Sigma
Designs, Inc. (filed as Exhibit 2.1 to the Form 8-K filed on December 8, 2017)

99.1

Conference call transcript dated December 8, 2017

99.2

Email sent by Jennifer Howard-Brown to Silicon Laboratories sales employees on December 8, 2017
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EXHIBIT INDEX
Exhibit No.

Description

2.1

Agreement and Plan of Merger, dated December 7, 2017, by and among Silicon Laboratories Inc., Seguin Merger Subsidiary, Inc. and Sigma
Designs, Inc. (filed as Exhibit 2.1 to the Form 8-K filed on December 8, 2017)

99.1

Conference call transcript dated December 8, 2017

99.2

Email sent by Jennifer Howard-Brown to Silicon Laboratories sales employees on December 8, 2017
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SIGNATURE
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
hereunto duly authorized.

SILICON LABORATORIES INC.

December 8, 2017
Date

/s/ John C. Hollister
John C. Hollister
Senior Vice President and
Chief Financial Officer
(Principal Financial Officer)
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Exhibit 99.1
Conference Call Transcript
Silicon Laboratories Inc. Announcement of Definitive Agreement to Acquire Sigma Designs, Inc.
December 8, 2017
MANAGEMENT DISCUSSION SECTION
Operator
Good morning. My name is Carol, and I will be your conference operator today. I would like to welcome everyone to Silicon Labs’ conference call to discuss its
definitive agreement to acquire Sigma Designs. All lines have been placed on mute to prevent any background noise. After the speakers’ remarks, there will be a
question and answer session. If you would like to ask a question during this time, simply press star then number one on your telephone key pad. If you would like
to withdraw your question please press the pound key.
I will now turn the call over to Jalene Hoover, Director of Investor Relations and International Finance. Jalene, please go ahead.
Jalene Hoover
Thank you Carol and good morning everyone.
Tyson Tuttle, Chief Executive Officer, and John Hollister, Chief Financial Officer, are on today’s call. The purpose of today’s call is to discuss the definitive
agreement we’ve signed to acquire Sigma Designs. After our prepared comments, we will take questions.
Our press release is available on the Investor Relations section of our website at www.silabs.com. This call is also being webcast, and a replay will be available for
one week. In conjunction with today’s call, we will reference a slide presentation that is also available on Silicon Labs’ website at www.silabs.com, and is posted
on the Investor Relations section under “Events and Presentations”.
Our comments today will include forward-looking statements, subject to risks and uncertainties. We base these forward-looking statements on information
available to us as of the date of this conference call, and assume no obligation to update these statements in the future. We encourage you to review Silicon Labs’
and Sigma Designs’ SEC filings, which identify important risk factors that could cause actual results to differ materially from those contained in any forwardlooking statements. Please review the Forward Looking Statements section of the Legal slide in the investor presentation made available to you this morning for
additional important risk factors specifically related to matters being discussed today.

Additionally, during our call today, we will reference certain non-GAAP financial information. These non-GAAP measures are provided to enhance the user’s
overall understanding of the potential impact of the Sigma Designs transaction. Please review the Non-GAAP Financial Measures section of the Legal slide in the
investor presentation made available to you this morning.
Sigma Designs intends to file a proxy statement and other important materials with the SEC in conjunction with the transaction. Investors in Sigma Designs are
urged to read this important information. Please review the Additional Information and Where to Find It section of the Legal slide in the investor presentation made
available to you this morning.
I would like to turn the call over to Silicon Labs’ Chief Financial Officer, John Hollister.
John Hollister
Thanks, Jalene. We are pleased to announce that we have entered into a definitive agreement to acquire Sigma Designs.
Looking at the terms of the deal, we’ve made an offer of $7.05 per share in an all-cash transaction, representing a 26% premium over the company’s closing price
of $5.60 per share on December 6, 2017. This represents a fully diluted purchase price of approximately $282 million, and we expect the company to have
approximately $40 million in residual cash at closing, resulting in an enterprise valuation for the transaction of around $242M. This transaction is subject to certain
closing conditions. In the event that certain closing conditions are not met, the parties have agreed that Silicon Labs will acquire Sigma Designs’ Z-Wave business
for $240 million, subject to the approval of Sigma Designs’ stockholders. We expect the transaction to close in the first quarter of fiscal year 2018.
The primary asset of interest to us in this acquisition is Sigma Designs’ Z-Wave business. Z-Wave’s financial profile is complementary to Silicon Labs, and we
plan to incorporate Z-Wave into our IoT product category going forward for financial reporting purposes. We expect that on a go-forward basis, with Z-Wave as
part of the portfolio, we will maintain our target operating model for Silicon Labs at the overall corporate level, and we also expect to maintain our long term
strategic revenue growth target for IoT at 20%, and that is meant to be on a pro forma basis, giving effect to the acquisition.
In addition to Z-Wave technology, Sigma Designs also provides solutions for Media Connectivity and Smart TV. Sigma Designs plans to divest or wind down its
Smart TV business, and additionally Sigma Designs is in active discussions with prospective buyers to divest the Media Connectivity business.
Following what we expect will be a short transition period of a few months relating to the divestitures, we expect to ultimately absorb approximately 100
employees from the Sigma Designs team.
Subsequent to divestiture and restructuring actions, we expect the acquisition to be accretive on a non-GAAP basis.
I will now turn the call over to Tyson.

Tyson Tuttle
Thanks, John. I’m very pleased to announce we have entered into a definitive agreement to acquire Sigma Designs. Sigma Designs’ Z-Wave eco-system and
wireless mesh technology complements Silicon Labs’ wireless IoT portfolio and strategy. We believe this acquisition will accelerate customers’ time to market and
expand our market position in net mesh networking, while deepening our penetration into the connected home.
Z-Wave is a mesh networking technology for the smart-home, supplying some of the world’s largest ecosystems of smart-home IoT products. There are more than
2,100 certified, interoperable Z-Wave devices available from the thriving Z-Wave Alliance of more than 600 manufacturers and service providers. Z-Wave’s subGHz connectivity protocol is an open and internationally-recognized ITU standard.
Z-Wave is prevalent in smart-home devices for security providers such as ADT and Alarm.com, major operators such as Verizon and LGU Plus, ecosystem
platforms such as Samsung’s SmartThings, as well as a broad-base of consumer device manufacturers, such as brands under brands such as GE, Kwikset, and
Leviton, just to name a few. Z-Wave is well suited for applications including home security, energy management, appliances, lighting and remote home
monitoring.
Z-Wave technology was developed for OEMs creating smart-home devices, and offers an innovative go-to-market approach, providing developers with ease of
integration into end products, marketing those products to end users, and home installation. Z-Wave products are secure, interoperable, easy to use, and offer
backward compatibility to all Z-Wave products ever developed and sold. The Z-Wave Alliance bridges the gap between gateways and end-devices, providing
installation, marketing and e-commerce for Z-Wave certified products.
Though most prevalent in North America today, Z-Wave has sales and distribution in every major geography, and an e-commerce platform, Z-Wave.com, offering
Z-Wave products directly to customers.
The connected-home represents one of the largest and fastest growing market opportunities in the IoT space. There is no single dominant wireless technology for
the smart-home, and protocols range from Wi-Fi to Bluetooth, Zigbee, Thread and proprietary. With more than 70 million Z-Wave devices deployed to date,
adding Z-Wave technology to Silicon Labs’ IoT portfolio better positions us to serve this growing market.
Z-Wave has been very successful at providing a platform to quickly develop, market and install secure, interoperable, smart-home devices. In collaboration with
the Z-Wave Alliance, Silicon Labs intends to drive further development of Z-Wave technology, while offering the sales channel, operations and R&D footprint to
drive adoption of the roadmap.
Last but not least, the Z-Wave organization is comprised of a very experienced and a dedicated team, including the many employees who have built Z-Wave over
the past 15 years.
The addition of Z-Wave expands Silicon Labs’ wireless connectivity portfolio and participation in the strategic, smart home market. Together, Silicon Labs and
Sigma Designs’ Z-Wave mesh technologies offer more options to

create secure, interoperable devices for the connected home. Ecosystem providers and developers now have a one-stop shop for wireless connectivity solutions.
Before I conclude, I would like to take this opportunity to extend special thanks to Thinh Tran and the Sigma Designs’ Board for their hard work to make this
transaction happen, resulting in a positive outcome for both parties, including Sigma Designs’ employees and shareholders.
Thank you for your time and attention. Before we take your questions, I would like to turn the call back to Jalene.
Jalene Hoover
Thank you, Tyson.
We would now like to open the call up for your questions. To accommodate as many people as possible, we ask that you please limit your questions to one with one
follow-up.
QUESTION AND ANSWER SECTION
Operator
And as a reminder, if you would like to ask a question please press star followed by the number one on your telephone key pad. And our first question this morning
comes from Anil Doradla from William Blair. Please go ahead your line is open.
Anil Kumar Doradla
Hey guys, good morning. Congrats on the announcement. I had a couple of questions. So Tyson, if my math is right, roughly 60% of the revenues come from that
particular segment. It sounds like you’re planning to divest pretty much everything. And on that divestiture, is Sigma Designs initiating that? Or is that going to be
something that will be initiated once the board approves the acquisition?
John C. Hollister
Yeah, Anil, this is John. So there is a closing condition in the transaction relating to divestiture or wind-down of the Smart TV business. There is also a covenant
and an imperative to continue divestiture activity on the Media Connectivity business, but the only specific divestiture that is a closing condition on the transaction
relates to Smart TV.
Anil Kumar Doradla
Okay. And roughly how much is that contributing today to Sigma?

G. Tyson Tuttle
If you look at the overall revenue in this fiscal year, their fiscal 2018, the Z-Wave revenue is approximately $50 million.
John C. Hollister
On a, roughly on an annualized run rate of $50 million.
Anil Kumar Doradla
Okay, good. Now when I look at the strategy, clearly there’s an IoT strategy, which makes total sense and some of these are not core to that strategy. But when I
look at Silicon Labs’ business, too, we still have some Broadcast TV, we still have some Access. Wouldn’t this be an opportunity perhaps to take a look at your
portfolio, too, and maybe seek some divestiture on that front?
G. Tyson Tuttle
We are quite comfortable with our Broadcast business, the stability of that business over time, the profitability of that business. And while that is something that
was discussed, that is not something that’s in the cards right now.
Anil Kumar Doradla
Okay. And one final thing, if I can squeeze in. If my understanding is right, Sigma Designs right now uses Intel’s microcontrollers for their nodes. Is that something
that Silicon Labs will maintain? But given that you guys you have your own technology, will that replace it?
G. Tyson Tuttle
The microcontroller inside the Z-Wave device, I’m actually not sure exactly which one. I’m not sure if it’s an 8051 or a different architecture. But we have not yet
determined exactly how that would come together. But certainly, ARM has been our partner on the IoT side and would be something that we would consider going
forward. And that is really specifically related to the Z-Wave products.
Anil Kumar Doradla
Great and congrats once again guys.

G. Tyson Tuttle
Thank you.
John C. Hollister
Thank you.
Operator
Our next question comes from Blayne Curtis from Barclays. Please go ahead, your line is open.
Blayne Peter Curtis
Hey guys, thanks for taking the question. Congrats on the deal. Maybe two related questions. Just from a technology perspective, Tyson, you sell a configurable
radio. This is a separate chip. Just kind of curious the integration path of these two. And then maybe you can just talk, maybe John can answer, on a gross margin,
you said in line with the operating model. Was just curious if you’re baking in any work or synergies there. And if you do — if you are able to kind of combine
your existing silicon and add on that Z-Wave, could you actually improve that margin profile?
G. Tyson Tuttle
So if you look at Z-Wave today, they sell silicon and modules and they have a large ecosystem of customers and service providers and a large number of deployed
devices out into the market. So it’s our intention initially to continue to support those customers and to continue to ship those products and certainly be able to offer
the combined portfolio parts of our zigbee, Thread, Bluetooth devices alongside those Z-Wave devices. Over time, we’ll consider what the roadmap options are.
These are Sub-GHz protocol for Z-Wave and a 2.4 gigahertz for zigbee and Thread and Bluetooth, for instance, and we’ll see how that all comes together. But
certainly, if you look at the market opportunity and the customer footprint, the combined customer footprint, it is a very compelling prospect to be able to have all
of those protocols under the same company and under the same roof.
John C. Hollister
Yeah, Blayne, and this is John. Related to the second part of your question, the Z-Wave gross margin profile is attractive and consistent with our operating model
for the company. Certainly, we will be continuing to assess the opportunity to drive additional cost synergies into the equation. But at the moment, our message is
that we are holding our financial model and able to do so while incorporating the Z-Wave operation into the company.

Blayne Peter Curtis
Great thanks.
Operator
Our next question comes from Cody Acree from Drexel Hamilton. Please go ahead, your line is open.
Cody Grant Acree
Thank you guys for taking my questions and congratulations on the transaction. John, if we could just go back to your script. Your discussion of $40 million of
residual cash, could you just walk through how you’re getting to that number? What your expectations are? And then just maybe the delta between the $282 million
in cash for the full company and the $240 million just for Z-Wave. Is that obviously some indication of what you believe that TV business is worth?
John C. Hollister
Sure. The $40 million of residual cash is really an estimate for the company’s operations as they stand today, from where things are today to what we’re estimating
as a closing period. That’s how we see the residual cash landing. I will also point out that that is also a closing condition on the transaction, that it is at least that
amount of money. And Cody, what was the second part of your question?
Cody Grant Acree
Just the delta between the $282 million for the full business and then the $240 million that you’re offering Z-Wave if all those conditions are not met. Is that — if
your only major condition other than this cash balance is the divestiture of the TV business is that $42 million change, is that roughly what you’re expecting the
company could receive for this TV business?
John C. Hollister
I wouldn’t say that, Cody. I mean, it’s really around — the company is generating operating losses with the TV business, which — so this adjustment from the
current cash to $40 million in cash will allow for that. And the — what we’re offering for the company overall and then what we’ve agreed for the Z-Wave
business, by itself, is our assessment of an appropriate value in both cases.

Cody Grant Acree
And then, Tyson, just — if you could just talk about the maybe the attributes of what you found attractive for Z-Wave versus Thread or zigbee? Is it — was it
power? Was it bandwidth? Was it data rates, I guess, or reach versus your other portfolio? And is there any risk of once you add Z-Wave, that it becomes a
competitive solution or maybe it cannibalizes some of your other products?
G. Tyson Tuttle
Yes, so if you look at Z-Wave versus zigbee, I mean these two technologies have been in the market together for a long period of time, have been in different parts
of the market with different customers, but have a similar characteristic. They do use different frequency bands and it is a different protocol. But being able to — I
wouldn’t say that one versus the other is better. It’s the fact that actually our customers will have a choice of which of the protocols to use and be able to have that.
And so you also have the Z-Wave ecosystem. So they’ve done a good job of bringing together device makers and positioning that standard, making it backwardcompatible over time. And I see this as actually being hopefully additive and to bring those ecosystems together and those device makers together where we can
offer the complete portfolio of parts to them as opposed to cannibalizing one standard versus the other.
Cody Grant Acree
Great, thank you guys and congrats.
Operator
Our next question comes from Tore Svanberg from Stifel. Please go ahead your line is open.
Tore Svanberg
Yes, thank you. A few questions. First of all, so Tyson if you look at that $50 million-ish revenue, is there any licensing in there? Or is it all chip revenue?
G. Tyson Tuttle
If you look at the Z-Wave revenue, there is, and call it at a $50 million run rate, there’s a few million dollars of licensing revenue, which is related to the Z-Wave
Alliance. But the majority of that is product revenue.

Tore Svanberg
Okay. And the Silicon Labs strategy going forward will kind of be to maintain that licensing stream?
G. Tyson Tuttle
Yes. Our intention is to continue to support the Alliance and the Z-Wave standard going forward and to bring our sales channel and our R&D operations — our
R&D and our operations to bear to further that ecosystem. So certainly, we want to continue a thriving Z-Wave ecosystem out in the marketplace.
Tore Svanberg
Okay. And I’m surprised you didn’t mention anything about their low-power LTE mobile IoT efforts. Can you explain if that is something that you — was an
attractive part of the deal? Or are you still looking for other ways of developing that type of IP?
G. Tyson Tuttle
We are still in the process of evaluating the company’s mobile IoT initiative. And as part of the overall integration activities around Sigma, we will determine a
path for that technology and for that — those sets of developments. I think that the outcome of this will be consistent with the financial objectives that we’ve
already talked about here, both in terms of growth and profitability.
Tore Svanberg
Okay. Just last question. I believe their Z-Wave revenues grew, I think, last quarter about 40% year-over-year. They just reported, I don’t think they really
disclosed the current growth rate. Is it still in that ballpark, would you say, on an annual basis?
G. Tyson Tuttle
Yes. So the way we’re looking at this is that the addition of Z-Wave, Z-Wave is a growing business, and if you look at that on a pro forma basis, in other words, our
growth target for IoT is 20% right now. And if you layer on zigbee — or the Z-Wave business, both historically on a pro forma and then going forward, we think
that maintaining that strategic growth target of 20%, we’re not breaking out whether Z-Wave is going to grow that fast or not, but we believe that it’s aligned with
our overall IoT objectives.

Tore Svanberg
Sounds good, very helpful thank you very much.
Operator
And as a reminder, if you would like to ask a question please press star followed by the number one your telephone keypad. And our next question comes from
Craig Ellis from B. Riley FBR. Please go ahead, your line is open.
Craig Andrew Ellis
Thanks for taking the question and congratulations on the transaction, gentlemen. Tyson, I just wanted to start asking a specific synergies question. It seems like
there could be both channel synergies from the two companies and customer synergies, given the profile that was laid out in the deck. Can you speak to those two
issues and how quickly it may be possible to realize some top line synergies from the transaction?
G. Tyson Tuttle
Certainly, we have a larger sales force and a larger footprint out in the market than Sigma does on the Z-Wave side, so I believe that our channel partners, we
actually have some of the same channel partners for the modules, and so that will be now being able to offer the combined portfolio of microcontrollers and sensors
and zigbee devices to those same customers. So certainly, on the channel side, I believe that there’s an opportunity to both sell more Z-Wave as well as other
products within our portfolio. In terms of customers, they have a thriving ecosystem of — the Z-Wave Alliance is 600 device makers. There are 2,100 compatible
devices out there in the market. I mean, if you go to Amazon.com, there’s a lot of Z-Wave devices out there. And certainly, I think that we’ll be able to take that
into more customers and both sell more Silicon Labs to those customers and sell more Z-Wave to other customers and ecosystems. I would also just point out that
IoT in general, just the whole connected world and the ability to drive home automation devices with voice control and the deployment of these types of
technologies continues to have a large tailwind. So if you look at the strategy of Silicon Labs over the last 7 years of building our portfolio around IoT and the
growth of that, the growth of those markets, this fits into that strategy very, very well. And I think that that bodes well for the long-term health and growth of the
business.
Craig Andrew Ellis
That’s very helpful. And then, John, the second question is for you. It seems like with somewhere around target segment growth for this business and an end of 1Q
close, there could be around mid-$40s million of revenue synergies next year — or revenue accretion to the Silicon Labs business next year. Is it possible at this
point to put a band around the earnings accretion from the deal? Or do you just need to see a little bit more on some of the restructuring actions and exactly where
the employee count lands as you close the deal?

John C. Hollister
Yeah, Craig, that’s a good way to look at this. I think your sense on the top line is rational. And yes, we do need a little more time to fully understand the final
outcomes on the restructuring and divestiture side and we’ll be able to provide better indications of that on upcoming calls.
Craig Andrew Ellis
Lastly, if I could just flip one back to Tyson. Tyson, the company’s done a fantastic job driving integration of its different technologies in CMOS. As you think
about the breadth of the portfolio you’re poised to have post deal, how do you think about differentiation either in chip or in modules with your integration road
map? And over what time period could we begin to see Z-Wave integration with other technologies? Thank you.
G. Tyson Tuttle
Yeah. So certainly, we’ll be able to have their modules and their chips alongside the remainder of our portfolio. And over time, we’d be able to integrate those
together in a way. That’s a process that we’re still evaluating in terms of the various details of the technology. And as we go through the integration over time,
we’ll be talking about that in more detail.
Craig Andrew Ellis
Good luck guys.
Operator
Our next question comes from Gary Mobley from Benchmark. Please go ahead your line is open.
Gary Wade Mobley
Hey guys, happy Friday, thanks for taking my question. Wanted to delve into the different criteria determining whether or not you will buy Sigma as a whole or
just the Z-Wave business? I think you’re assuming that you take on 100 employees related to the Z-Wave business. If I’m not mistaken, Sigma’s, as of last quarter
or maybe at the July quarter, was at about 700 employees. And so that’s obviously a lot of divestiture, a lot of cash restructuring. And so if there’s 101 employees
as of the date of the close for this acquisition, does that then violate certain criteria?

John C. Hollister
Yeah, this is John. No, it does not. There are a number of closing conditions that are spelled out in the definitive agreement that has been filed with the SEC and is
available on the SEC’s website. The specific items related to divestiture and cash activity relate to the divest disposition of the TV business and the residual cash
balance. But there is no specific headcount-related closing condition.
Gary Wade Mobley
Ok, thank you for that.
Operator
I would now like to turn the call back over to Jalene Hoover.
Jalene Hoover
Thank you Carol and thank you everyone for dialing in. This concludes this morning’s call.
Operator
This does conclude today’s conference. You may now disconnect.

Exhibit 99.2
To: All SLAB Sales/ FAE’s
From: Jennifer Howard-Brown
Subject: Sales resources for IoT customers regarding Sigma Designs
Sales team — Yesterday we shared news that Silicon Labs entered into a definitive agreement to acquire Sigma Designs and its Z-Wave technology.
We know you may get questions from customers. We published a letter to our customers and partners on the Silicon Labs blog that you can share. The letter is also
available as an email template. Note that it’s important we remain consistent in our communications. Please use the content as is, including the forward-looking
statement material required to comply with the law.
As a reminder, please do not make any public comment about the transaction (including through social media.)
Additional resources will be available in the coming weeks. Please let us know if you have additional questions.
Regards,
Jennifer
###

