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(Ticker: AVGO) e

LBIR Recommendation

Stock Price: $619.1 (01/07/2022) Company Size: $255.6B Author: Garvit Bhandari

Company Rank: - Sector: Technology Industry: Semiconductors

Broadcom is a designer and manufacturer of semiconductor and infrastructure
software products, used in applications such as data center, networking, broadband,
and wireless.

IN THIS FIRST FOCUS WE'LL COVER:

Summary of the Business
Broadcom Inc. is one of the leading providers of
semiconductor devices and infrastructure software

solutions.

Recent Developments 9

The company reported Q4 earnings beat as revenue THESIS

grew at double-digit pace led by high-teens

percentage growth in semiconductor and high- An investment in Broadcom is a play
single-digit growth in infrastructure software sales. on the semiconductor and enterprise

software market. The management’s
proven track record of superior capital
allocation  combined  with  the
company’s dominant market
positioning should result in strong
EPS and free cash flow growth into the
foreseeable future. The shares are

Competitive Environment

The competitive intensity across its segments in
high. However, Broadcom has been able to maintain
dominant position in its market segments. The
company’s strong competitive positioning is
characterized by its high margins (EBITDA margin

of >60%).

°) reasonably valued in our view and
Conclusions/Recommendations Ofﬁgrs a good long.term investment
Broadcom is exposed to several technology secular opportunity.

growth trends and this gives us confidence about the
direction and growth going forward. We believe the
valuation is reasonable and the investors with a
long-term view can enter the stock while collecting a
2.6% dividend yield.
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Data as of 01/07/22 unless specified

Enterprise Value: $283.2B

Fwd (TTM)

YTD Return: -6.9%

Price/Earnings:

Gross Margin
(TTM): 73.9% | (1im. YoY):

52-Week High: $677.7

Adj. EBITDA $14.7B | CFO

Market Cap:

Revenue Growth

52-Week Low

STOCK: AVGO | 1/9/22

$30.4B
($27.4B)

Revenue Fwd

$255.6B (TTM):

RSI: 46.2

14.9% ROIC (TTM):

200-day

Moving Avg.

18.7x
$419.1

FCF

(22.1x) :

$13.78B

Insider Transactions: Insiders sold 80.7k shares over the last 12-Monihs

“€4% SUMMARY OF BUSINESS

Broadcom Inc. is one of the leading providers of

semiconductor devices and infrastructure
software solutions. It operates through two
semiconductor

The

includes

segments: solutions  and

infrastructure software. semiconductor

solutions semiconductor
product lines such as data center switches,
embedded

processors, and custom chips. The company’s

segment

routers, filters and amplifiers,
semiconductor products are used in a wide range
of applications including mobile phones, data
network centers, telecom equipment, consumer

electronics, set-top-box.

Its infrastructure software segment includes its
mainframe, BizOps and cyber security software
solutions, and its fiber channel storage area
(FC  SAN) The

software enable

networking business.

infrastructure solutions
customers to develop, manage and secure
applications distributed,

mobile and cloud platforms.

across mainframe,

For fiscal year 2021, Semiconductor solutions
business accounted for 74% of total revenue,
while Infrastructure software segment accounted
for the remaining 26%.
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Revenue Mix - FY 2021

® Semiconductor Solutions Infrastructure Software

Source: Annual Report - 10K

The company distributes its products through a
network of distributors, contract manufacturers,
Original Equipment Manufacturers (OEMs), and
operates through
subsidiaries across North America, Asia, and
Europe, the Middle East, and Africa (EMEA).

a direct sales force. It

The company has one of the industry’s broadest
portfolios with more than 19,000 patents as of the
end of 2021. We expect this to be a key
competitive advantage given minimal near-term
patent expiry.

Apple was the largest customer accounting for
20% of revenue in 2021, so product component
decisions by Apple can have a material impact on

|
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Broadcom revenue. Sales to top 5 customers
accounted for 35% of total revenues.

Semiconductor solutions segment designs,
manufactures and sells products to five end

markets:

Networking: Broadcom offers a broad set of
networking products that are used for data
center, enterprise network and embedded
network applications. The end market generated
revenue of $1.9 billion in Q4 2021 and represented

34% of semiconductor segment revenue.

Broadband (16% of total semiconductor revenue):
Broadcom offers complete SoC solutions which
are used in set-to-box and broadband access. Q4
2021 revenue for Broadband was $872 million.

Wireless (32% of semiconductor revenue): Broadcom
offers RF filters, amplifiers, Wi-Fi and Bluetooth
SoCs and custom touch controllers for mobile
handsets. The end market generated sales of $1.8
billion in Q4.

Storage (15% of semiconductor revenue): Broadcom
offers controllers, adapters, PCle switches and
preamplifiers for use in servers and storage
systems as well as hard disk and solid-state
drives.

Industrial (3% of semiconductor revenue): The
company offers optocouplers, industrial fiber
optics and motion encoders for the general
industrial and automotive markets.

Semiconductor Revenue by End Markets

W Networking

m Wireless

m Broadband
Storage

Industrial

Source: Annual Report - 10K
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Broadcom has been aggressive in its M&A
strategy and we expect it to continue specially in
the infrastructure software market which is more
fragmented and has lower regulatory risk vis-a-
vis the semiconductor market. This has allowed
Broadcom to diversify beyond its core chip
business into the lucrative software arena.

Its increasing revenue exposure in subscriptions
and services, which was around 24% in fiscal
2021, is highly recurring and meaningfully offsets
product-driven volatility associated with the
semiconductor business.

Broadcom’s profit margins are among the best in
the industry. Gross margin was 75% in Q4 and
operating margin was 59% during the same
period. We expect margins to remain high as the
mix of software revenue increases.

We expect strong near-term demand for
Broadcom's radio frequency and wireless chips as
telecom firms spend more to roll out 5G
technology.

Broadcom is well positioned to benefit from
higher demand for its data center and server
chips, led by increase in remote working and a
rapid shift to cloud by businesses during the
pandemic.

*LOGIC Broadcom offers a pure-
play way to benefit from the growth of
several technology trends (5G, data

; center, cloud). The company’s dominant
,:market positioning, high margins and

strong customer relationships gives us
confidence about the growth going
forward. The company relies heavily on
M&A strategy for its growth.
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In Q4 2021, Broadcom reported revenue of $7.4
billion, an increase of 15% YoY driven by higher
growth across both its segments — Semiconductor
Solutions (+17% YOY) and Infrastructure
Software (+8% YQOY). Semiconductor Solutions
segment revenue was up 17% YoY to $5.6 billion,
representing 76% of total revenue. The increase
were primarily attributable to growth across all
its end markets — Networking (+13% YOY),
Storage (+21% YOY), Broadband (29% YQOY), and
Wireless (21% YOY).

Infrastructure Software revenue was $1.8 billion,
up 8% YOY and represented 24% of total sales in

Q4.

Consolidated gross margins were 75% in Q4, up
105 bps YOY driven by improvement in
profitability across both Semiconductor Solutions
and Infrastructure Software. Gross margins for
Semiconductor Solutions segment were 70%, up
170 bps YOY, driven by favorable product mix.
Gross margins for infrastructure software were
90% in Q4, up 19 bps YOY.

Gross Profit & Margin Trend
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Higher revenue and improvement in gross
margin drove a 20% increase in Broadcom’s
operating income to $4.4 billion in Q4. Operating
margin was 59%, up 286 bps YOY. Adjusted
EBITDA was $4.5 billion or 61% of revenue.
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Adj. EBITDA & Margin Trend
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Broadcom reported net income of $1.9 billion or
$4.45 per share in Q4 2021, versus $1.3 billion or
$2.93 per share in the prior year period. Free cash
flow in the quarter was $3.5 billion, representing
47% of revenue.

The company ended Q4 2021 with $12.2 billion in
cash and cash equivalents and debt of $39.7
billion. The company paid cash dividend worth
$1.4 billion in Q4.

Outlook: The overall outlook for Q1 is solid with
revenue growth expectation of 14% YOY.
Semiconductor Solutions segment is expected to
deliver growth of nearly 17% YOY, while
Infrastructure Software is anticipated to grow in
mid-single-digit. Total Q122 revenue is expected
to be $7.6 billion and adjusted EBITDA margin is
guided to be around 61.5% in Q122.

*LOGIC Broadcom continues to see
robust demand for its networking and
storage products due to strength from
the enterprise and cloud end markets.
The Infrastructure Software segment
continues to deliver revenue growth in
mid-single-digit, while Semiconductor
growth continues to track in high-teens
YOY.
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Founder, Hock Tan has been serving as the
company’s CEO since March 2006. He also served
as Chairman of Integrated Device Technology
from Sep 2005 to Jan 2008. Prior to
Broadcom, Mr. Tan was the President and Chief
Executive Officer of Integrated Circuit Systems
from June 1999 to September 2005.

Kirsten Spears currently serves as the Chief
Financial Officer and Chief Accounting Officer of
the company. Priot to this position, she was the
Vice President and Corporate Controller at
Broadcom from May 2014 to December 2020.
Prior to joining Broadcom, she worked at LSI,
serving at various senior level positions including

";4’: INDUSTRY AND COMPETITION

Corporate Controller. Ms. Spears holds an MBA
from Santa Clara University.

*LOGIC We like Mr. Tan’s track record of
integrating acquisitions successfully. Using
| -this, he has been able to create one of the
?‘world’s largest semiconductor companies.
The bet is that he will continue to use his
acquisition acumen to create value for
shareholders.

The worldwide semiconductor sales are expected
to reach $680.6 billion by 2022, according to data
from IC Insights. This represents an increase of
11% versus $614 billion in 2021. Broadcom was
estimated to be the 8% largest company by
semiconductor in 2021. We expect
Broadcom semiconductor sales growth in 2022 to
outpace the industry growth rate.

sales

Worldwide 5G network infrastructure revenue is
set to grow 21% to reach $23.2 billion in 2022,
compared to $19.1 billion in 2021, according to
Statista. This will boost demand for Broadcom's
radio frequency and wireless chips.

Broadcom’s competitors vary by it segments. In
the Semiconductor segment, Broadcom competes
with Intel, NXP, Marvell, Mediatek, Qualcomm,
Skyworks Solutions, Texas Instruments and
Cisco. In the Infrastructure Software segment, it

"; % TREND ANALYSIS: VALUATION

competes with both large and small enterprise
software providers. The main competitors
include Atlassian Corp, IBM, Cisco, Oracle,
CrowdStrike, New Relic, Splunk Inc.

The markets that Broadcom competes in have
relatively high entry barriers. Broadcom is a
dominant player in the semiconductor market
and has strong relationship with customers. Its
extensive portfolio of more than 19,000 patents is
a big advantage. On the infrastructure software
side, Broadcom focuses on large fortune 500
companies and typically has sticky long-term
relationships ~ with  their The
company’s strong competitive positioning is
characterized by its high margins (EBITDA
margin of >60%).

customers.

The stock is trading at 15.5x fwd EBITDA and
18.6x fwd earnings. This is marginally higher
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than the peer group average, but we think it is
justified given its superior margin profile as
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We also note that the stock offers an attractive
dividend yield of 2.65%.

well as solid EPS growth outlook. The shares
have corrected nearly 10% over the past few
weeks and this could be good buying
opportunity for longer-term oriented investors.

EV-to-EBITDA Price-to-

Revenue Growth Earnings Growth

Company name FWD FWD EBITDA Margin FWD Earnings FWD
Broadcom Inc. 10.5% 17.6% 53.4% 15.5X 18.7X
Semiconductor Solutions
Qualcomm 25.2% 40.4% 33.8% 13.3X 16.9X
NXP Semiconductors 11.2% 16.3% 33.6% 16.0X 20.8X
Skyworks Solutions 22.5% 27.9% 39.7% 10.6X 13.3X
Qorvo Inc. 15.9% 27.6% 36.9% 10.6X 13.0X
Infrastructure Software
SolarWinds -7.5% -13.1% 16.4% 11.6X 12.8X
Cisco 3.9% 4.6% 31.2% 12.4X 17.8X
Oracle 4.1% 10.9% 44.4% 13.4X 18.1X

Source: Seeking Alpha

€4 CONCLUSION / RECOMMENDATION

The company reported Q4 earnings beat as
revenue grew at double-digit pace led by high-
teens percentage growth in semiconductor and
high-single-digit growth in infrastructure
software sales. Broadcom is exposed to several
technology secular growth trends and this gives

us confidence about the direction and growth

going forward. We believe the valuation is

reasonable and the investors with a long-term

view can enter the stock while collecting a 2.6%

dividend yield. Therefore, we assign a
rating to Broadcom Inc. (AVGO).

. Stock Chart for Broadcom Inc. (AVGO)
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. Performance Data

FY 2016 FY 2017 FY 2018 FY 2019 FY 2020 FY 2021

RETURN ON INVESTED CAPITAL (%) (6.6) 3.9 1.1 5.0 4.5 9.7
GROSS MARGIN (%) 44.7% 62.5% 66.3% 70.2% 72.7% 73.7%
ADJ. Nef Income (BILLIONS USD) 4.6 7.2 9.3 9.4 9.9 12.5
Adj. EPS ($) 11.45 16.02 20.82 21.29 22.15 28.05
REVENUE (MILLIONS USD) 13.2 17.6 20.8 22.5 23.8 27.4
YoY Revenue Growth (%) 94.1% 33.3% 18.2% 8.2% 5.8% 15.1%

. Valuation Data

FY 2016 FY 2017 FY 2018 FY 2019 FY 2020 FY 2021

SHARE PRICE (USD) 176.77 256.90 254.28 316.02 437.85 665.41
SHARES OUTSTANDING (MILLIONS) 383 421 431 419 421 429
MARKET CAP (BILLIONS USD) 67.7 108.1 109.5 132.4 184.3 285.4
PRICE/SALES RATIO 5.1 6.1 5.2 58 7.7 10.4

A word about First Focus: These reports are meant to be produced quickly, giving our Portfolio Manager the
information, he needs to make an investment decision in a short timeframe. This report is produced the first time
one of our analysts researches a particular company. The “First Focus” is the method by which we determine
whether a name is worthy of further study in future earnings reports. You will notice the “Traffic Light” at the
top. This is a scale indicating the likelihood that we follow a name in future quarters, with the intention of producing
a rating of Buy/Hold/Sell after we study the company further. “Green Light” means we will definitely do more
work on this company. “Yellow Light” means we will add the ticker to our list, for coverage if we have the research
capacity. And “Red Light” means there is no chance we will continue coverage.

By making these reports public, we intend to give the broader investing community a window into the Left Brain
investment process. Since many of the names we cover lack Wall Street research, sometimes these “First Focus”
will be some of the only publicly available analysis on a particular stock/bond.

We believe that even our rapid-fire reports on certain names will provide great value for the reader. Given the time-
sensitive nature of First Focus, these are raw, unfiltered documents. You may see a typo here or there, or perhaps
a note from an analyst written directly to our PM, Noland Langford. That is all part of the process.

The methodology here is the analyst reads the most recent 1-2 earnings calls, along with the Management
Discussion & Analysis section of the most recent Annual Report, along with compiling the key quantitative metrics
that we value most at Left Brain. The result is a short report that gives us just enough information to take a position
in securities where time is of the essence: sometimes the market doesn't give us enough time to consider every angle
before we take action. We hope you find these previously “internal use only” documents useful in your
understanding of the investment markets.
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DISCLAIMER: This Report is provided for informational purposes only and is prepared without regard to
the investment objectives, financial situation, or needs of any investor. The Report is not intended, and should
not be relied upon, as a source of any investment recommendation, makes no implied or express
recommendation to hold, sell, purchase or take any other action with regard to a security, and is not an offer
or solicitation for the purchase or sale of the security that is the subject of the Report. Investors must exercise
their own independent judgment as to the suitability of a security.

Past performance is not indicative of future performance. The price of securities can and will fluctuate, and
any individual security may become worthless. A high or favorable rating, rating outlook, gauge, or similar
opinion is not indicative of future performance, and no user should rely on any such rating, rating outlook,
gauge, or similar opinion to predict performance or potential for return. Future performance may not equal
projected or forecasted performance or potential for return. All ratings and related analysis, as well as data,
statistics, analysis and opinions contained herein are solely statements of opinion and are not statements of
fact or recommendations to purchase, hold, or sell any security or make any other investment decisions.

This report may contain “forward-looking” information that is not purely historical in nature. Such
information may include, among other things, projections and forecasts. There is no guarantee that any
forecasts made will materialize. Reliance upon information herein is at the sole discretion of the reader.

THE REPORT IS PROVIDED ON AN "AS IS" AND "AS AVAILABLE" BASIS WITHOUT
REPRESENTATION OR WARRANTY OF ANY KIND. Left Brain Investment Research LLC DISCLAIMS
ALL EXPRESS AND IMPLIED WARRANTIES WITH RESPECT TO THE REPORT, INCLUDING, BUT
NOT LIMITED TO, ANY WARRANTIES OF ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE.

The Report is current only as of the date set forth herein. Left Brain Investment Research LLC (LBIR) has no
obligation to update the Report, or any material or content set forth herein.

For LBWM readers of this report: Please consult with your LBWM financial advisor to ensure that any
contemplated transaction in any securities mentioned in this letter align with your overall investment goals,
objectives and tolerance for risk. In addition, please note that Left Brain Investment Research LLC, through
its wealth management affiliate, Left Brain Wealth Management, including its principals, employees, agents,
affiliates and advisory clients, may have positions in one or more of the securities discussed in this
communication. Please note that LBIR, LBWM, including its principals, employees, agents, affiliates and
advisory clients may take positions or effect transactions contrary to the views expressed in this
communication based upon individual or firm circumstances. Any decision to effect transactions in the
securities discussed within this communication should be balanced against the potential conflict of interest
that LBIR, LBWW, its principals, employees, agents, affiliates and advisory clients has by virtue of its
investment in one or more of these securities.

LBIR is an affiliate of Left Brain Wealth Management LLC, an investment advisor registered with the
Securities and Exchange Commission. LBIR is an affiliate of Left Brain Capital Appreciation Fund, L.P.,
Left Brain Capital Appreciation Offshore Ltd, and Left Brain Capital Appreciation Master Fund, Ltd., all
of which are hedge funds managed by Left Brain Capital Management, LLC. The general partner of these
hedge funds, Left Brain Capital Management, LLC, is an affiliate of LBIR.

© 2021, Left Brain Investment Research LLC. All rights reserved. Reproduction in any form is prohibited.
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