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Qualcomm Drives into the Future with Apple Renewal and Auto Deals

Price $109.72 Core Holding September 27, 2023

2.8% Dividend Yield, $5.5 billion in stock repurchase remaining.

¢ QCOM's renewed agreement with Apple to supply 5G chips through FY26.

e The company anticipates significant growth in the Automotive sector,
underscored by recent partnerships with BMW and Mercedes to supply
infotainment chip systems.

e QCOM holds 140,000 patents across over 18 billion devices, an estimated
38% market share in RF IoT technology.

e Nuvia SoC ARM chipset to launch in FY24 for Windows, competing with

Apple's M1 and M2.

Investment Thesis

Qualcomm (QCOM) is an American semiconductor firm specializing in mobile and IoT
technologies. QCOM saw a pullback in 3Q23 amid weaker-than-expected results and
headwinds. Despite this, it remains a market leader, paying a 2.8% dividend yield.

The investment case has been reinforced with the renewal of the Apple supply
agreement to supply QCOM 5G chips through FY26. QCOM holds 140,000 patents across
over 18 billion devices. By leveraging existing relationships, QCOM stands to gain
significantly in both the IoT and Automotive sectors within the decade, even as the
mobile segment reaches maturity.

Estimated Fair Value
EFV (Estimated Fair Value) = EFY26 EPS (Earnings Per Share) times PE (Price/EPS)

EFV = E24 EPS X P/E = $9 X 18.0 = $160.0

Price-to-Sales

Price-to-Earnings

Apple Deal and Mobile

After Apple acquired Intel's cellular division in 2019, it was reported that they would try
to market the iPhone 15 with internally developed 5G RF chips. According to the Wall
Street Journal, Apple's attempts failed. On September 11th, QCOM and Apple announced
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a renewed partnership to supply Apple with 5G RF chips through FY26. Although Apple
will likely continue in-house development and possibly phase out QCOM as a supplier for
RF in the longer term. QCOM concurs and assumes that it will supply around 20% of the
RF chips for Apple's 2026 flagship phone launch.

The Mobile segment makes up 73% of QCOM revenue quarterly. The segment's primary
headwind is persistent weakness in China, driving higher inventory levels than expected
for OEMs. However, there will be some relief around the March Quarter of 2024 as OEMs
draw down their excess inventories over the holiday season.

The cellular cycle is typically 33-39 months, with QCOM reporting the last peak was
FY21. QCOM expects heavier tailwinds in the flagship season in FY24 as consumers
purchase new phones at an accelerated rate.

Automotive and IoT

The automotive sector is still developing with the advent of more sensors, automation,
and infotainment in vehicles. On September 5t QCOM announced its partnership with
BMW and Mercedes to supply infotainment chip systems.

With the FY22 acquisition of Arriver, a computer-vision company, QCOM intends to expand
the Snapdragon SoC (System on Chip) into ADAS (Advanced Driver Assistance Systems).
Already, QCOM has infotainment customers in BMW, Daimler-Benz, GM, and Stellantis.
These existing relationships with OEMs are likely jumping-off points for ADAS system
development and marketing. Currently, QCOM will focus on Tier-2 and Tier-3 ADAS, which
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the Snapdragon can already support. While this is short of full self-driving, QCOM believes
that most of the tailwinds in the sector over the next decade will come from this area.
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IoT still has room to grow, with the to-2030 CAGR expected to be 30.6%. IoT
encompasses several still developing areas. There has been particular strength in
manufacturing and traditionally low-tech industries seeking to capitalize on data insights
and connectivity efficiencies.
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The Internet of Things’ large and growing economic-value potential is
concentrated in nine settings where the technology is deployed.

Estimated 2030 economic value of Internet of Things adoption,  Click a segment for more details; reclick
by setting, $ billion segment to return to home screen
Vehicle Office Total
430-620 240-500
_ . : T Bar segments show 5,5600-12,600
Retail environment Qutside Home low-range (dark) and
650-1,150 400-930 440-830 high-range (light)
estimates
City
970-1,700
Human health Work site
550~1,770 400-1,730 2.800-6,300
Factory
1,430-3,320 740-1,600
2020 2025 2030

Mote: Segment sizes based on high-end estimates. Figures may not sum to listed totals, because of rounding

QCOM currently leads the IoT pack for RF devices, with an estimated 38% market share
by shipments. The IoT sector saw similar headwinds to mobile, with OEMs having excess
inventory.

Research and Expansion

Through the QTL (Qualcomm Technology Licensing) segment, QCOM generates 17% of
revenue. QCOM is a semiconductor patent powerhouse, with 140,000 patents across 18
billion devices.
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In FY21 QCOM acquired Nuvia, a chip research firm. These chips will be QCOM's next
attempt at gaining market share in the Windows ecosystem. QCOM expects these chips
to be marketable in FY24 with several OEMs. These chips are believed to target the
notebook and small-laptop market. Intel, AMD, and Apple currently dominate this market.
In a move away from the typical x86 architecture, Nuvia's chipset will use ARM technology.
Currently in use with Apple in the form of the M1 and M2 chips, ARM offers significant
performance improvements in smaller form factors.

In August, QCOM agreed to a RISC-V (Reduced Instruction Set Computer) JV with NXP,
Nordic Semiconductor, Bosch, and Infineon. While specific details are still not publicized,
the JV will target automotive chipsets first with IoT and Mobile after.

Year over year, QCOM has increased R&D spending by 8%. This is a significant uptick
compared to recent quarters. We believe this is a combination of Nuvia-driven
development and ADAS development.

Risk

The US Government has imposed heavy export restrictions on RF technologies,
forbidding selling 5G chips to Chinese OEMs like Huawei. On top of a sustained economic
slump in China, this has severely limited 5G flagship uptake in China. Huawei and SMIC
announced their 5nm 5G chipset launching in a flagship phone on September 12th. News
outlets are reporting Huawei intends to license the chip to other manufacturers. In its
first two weeks, phones with the chipset sold 300,000 units, second only to Apple.

Changes to Section 174 of the US Tax Code are now in effect for QCOM. This requires
QCOM to amortize certain research costs rather than expense them. For domestic
research, the time frame is 5 years. Internationally, it is 15 years. In the short term,
QCOM must pay an additional $1.1 billion for FY23.

Despite the hypergrowth potential of the automotive sector, the industry has much
longer product cycle times and stricter regulation than areas in which QCOM has
typically worked. However, the industry-leading IoT arm and relationships with vehicle
OEMs should make these growing pains less severe.

While many QCOM chipsets are designed utilizing ARM architecture, recent patent disputes
and new ARM management have soured ARM's relationship with several partners. There
is a fierce legal battle between ARM and QCOM over a licensing dispute that could
jeopardize the Nuvia chip launch. There is the potential that ARM wins and demands the
chip not be marketed, though this is unlikely.
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Outlook

A lack of demand-recovery in China and global OEMs having excess inventory pushed
the June quarter results down below expectations. However, as OEMs cut down on
excess inventory, QCOM expects a recovery in the March 2024 quarter.

In the mobile sector, revenue fell 25% year over year due to the previously discussed
weakness and excess inventory. QCOM reports a higher price-per-chipset realized
thanks to a better mix and higher selling prices. The mobile product line is maturing,
which could lead to secular revenue stagnation. Even if companies begin to look inward
for RF development, at least some RF revenue will be converted into the QTL segment.
QCOM holds several key patents for 5G RF chipsets.

Automotive and IoT revenue can potentially be an explosive growth item for QCOM. June
quarter was the 11t straight quarter of double-digit growth (13%) in the automotive
area. CEO Christiano Amon said that QCOM expects automotive revenue to grow at a
CAGR of 54%, reaching $9 billion in revenues by the end of the decade. QCOM expects
the per-car basis to be $200-3,000 in value-added or around $30 billion in market
opportunity. In the IoT world a similar 30.6% CAGR is expected, even with short-term
weakness in the June quarter.

Despite short-term headwinds and a changing landscape, QCOM has the potential to
grow its position as a semiconductor market leader. The sustained partnership with
Apple and new partnerships in Automotive give QCOM a foot in the door for expanding
into new product lines and continuing to capitalize on mature ones.
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Peer Comparisons
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Disclaimer and Related Information

This article or video features Benjamin C. Halliburton, CFA or an investment idea(s) that
Mr. Halliburton or Tradition Investment Management, LLC (Tradition) may invest in. Mr.
Halliburton is the founder and owner of Tradition Investment Management, LLC, a
registered investment adviser. Tradition is doing business as (DBA) Building Benjamins
in the publishing, email, and website space. All material on the website should be
considered paid advertising by Tradition. This article is a financial publication and is
provided for educational purposes only. It is not an investment recommendation nor
investment advice. It does not take into account your personal circumstances and
whether this investment is appropriate for you, your objectives, or your risk tolerance.
Under no circumstance is Building Benjamins or Tradition Investment Management LLC
responsible for any actions that you may take after reading this educational information.
Nothing from Building Benjamins should be considered personal investment advice.
Building Benjamins and Tradition Investment Management LLC, the website, emails,
interviews, social media pages, and other materials are published by Building Benjamins
and do not necessarily match the opinions of the individuals or companies published or
quoted herein. Investing, particularly stock or ETF investing, is risky and may result in
losses and sometimes loss of your entire investment. Stock investing has company-
specific operational risks like demand, competition, legal and regulatory, and broader
financial market risks like liquidity, economic cycle, and government policy. You may
lose money in any stock investment or other investments and are solely responsible for
those decisions.

Mr. Halliburton, Tradition Investment Management LLC, and/or the authors on this site
may or may not have positions in the securities discussed in this educational report.
Neither the author(s) nor Tradition Investment Management, LLC will knowingly trade
ahead of any customer buy or sell resulting from this information. The information
herein is shared as an educational endeavor. Mr. Halliburton, Tradition Investment
Management LLC, and/or the authors on this site may transact in the security discussed
at a later date, prior to, or without notification in this format. This is not investment
advice but only a discussion of select investments for educational purposes. Building
Benjamins is an investment website, blog, or newsletter, and the information contained
cannot be reproduced, copied, or redistributed without the prior written authorization of
Building Benjamins or Tradition Investment Management LLC. US copyright laws apply.
We rely on information from sources we believe reliable, including the companies
themselves, but cannot guarantee the accuracy of the information we provide. You rely
on this information at your own risk and are responsible for the verification of the data.
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