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EXECUTIVE SUMMARY

One-Line Thesis: Qualcomm is a high-quality semiconductor company with exceptional ROIC, a
fortress balance sheet, and 22 years of dividend growth, trading at a compelling 14x forward earnings
due to transitory Apple concerns that are being offset by accelerating diversification into automotive and
loT, offering asymmetric risk/reward for wealth preservation investors willing to accumulate on
weakness.

Investment Summary

Qualcomm presents a compelling wealth preservation opportunity following a 30% decline from its
October 2024 highs. The stock trades at just 14x forward earnings versus its 5-year average of 18x,
offering a rare chance to own a dominant semiconductor franchise at a meaningful discount. While
Apple's transition to in-house modems creates a $7-8B revenue headwind by 2027-2028, this risk is
well-understood and largely priced in. More importantly, Qualcomm's aggressive diversification into
automotive (36% YoY growth) and loT (22% YoY growth) is on track to fully offset the Apple loss within
2-3 years.

The company's financial strength is exceptional: $12.8B in record free cash flow, 26% ROIC (vs. 12.5%
WACC), interest coverage of 495x, and 22 consecutive years of dividend increases. These metrics
position Qualcomm as a true wealth preservation candidate even in adverse scenarios. Our bear case
analysis shows capital preservation with a +1.2% total return even if revenue declines materially, while
the base case delivers 12.8% CAGR - well above our 7% hurdle rate.

We recommend accumulating shares on weakness with a target entry zone of $130-140 for a full
position, or initiating a half position at current levels ($144-145) with the intent to add on any post-
earnings volatility.



1. BUSINESS QUALITY ASSESSMENT

Business Model Overview
Qualcomm operates through two complementary segments that create a durable competitive moat:

* QCT (Qualcomm CDMA Technologies) - 87% of Revenue: Designs and sells integrated circuits
and system software for mobile devices, automotive, and loT applications. The flagship
Snapdragon platform powers premium Android smartphones and is expanding into Al PCs,
automotive computing, and extended reality (XR).

* QTL (Qualcomm Technology Licensing) - 13% of Revenue: Licenses essential patents covering
3G/4G/5G cellular technologies. This segment generates 70%+ operating margins and provides
highly predictable, royalty-based cash flows regardless of which chipmaker wins in the market.

Competitive Moat Analysis

Patent Portfolio Essential patents covering ALL 3G/4G/5G Very High 9/10
standards; competitors must license
regardless of chip source

Technology Leadership = Consistent performance-per-watt leadership; High 8/10
Snapdragon 8 Elite outperforms Apple A18
in multi-core

Ecosystem Lock-in Deep integration with Android OEMs; High 8/10

extensive developer tools; 5+ year
automotive design wins

Scale Advantages $8B+ annual R&D spend; largest modem/RF = Medium-High 7/10
portfolio; global manufacturing partnerships

Primary Moat: Patent Portfolio (Durability: 9/10) - Qualcomm's licensing business generates $5.6B
annually at 70%+ margins because every 5G device globally must pay royalties regardless of chip
supplier. This creates an annuity-like cash stream that persists even if QCT loses market share.

Moat Erosion Risk: MODERATE - While the licensing moat is highly durable, the chip business faces
competitive pressure from MediaTek at the premium end and Apple's in-house efforts. However,
automotive/loT diversification reduces single-customer concentration risk.



2. FINANCIAL FORTRESS ANALYSIS
Balance Sheet Strength

Debt/Equity Ratio 0.70x <1.0x PASS 10/15
Interest Coverage (EBIT/Int) 495x >8.0x preferred EXCELLENT 15/15
Current Ratio 2.82x >1.5x PASS 5/5
Cash + ST Investments $10.2B >20% of debt 65% (PASS) 5/5
FCF Positive (5Y) 5/5 years 5/5 years PASS 10/10
Total Debt $15.6B - - 45/50

SOLVENCY VERDICT: FORTRESS - Qualcomm's balance sheet is among the strongest in the
semiconductor industry. Interest coverage of 495x means the company could service its debt
even in a catastrophic revenue decline. The $10.2B cash position covers 65% of total debt,
providing exceptional financial flexibility.

Profitability Metrics (FY2025)

Gross Margin 55.4% 56.2% Stable Strong
Operating Margin 27.9% 26.5% Improving Strong
FCF Margin 29.1% 25.8% Improving Excellent
ROIC 26.0% 28.5% Stable Excellent
ROE 23.3% 45.2% Normalizing Good

ROIC Analysis: 26.0% vs. WACC of 12.5% = 13.5% spread. Qualcomm generates returns on invested
capital more than double its cost of capital, indicating a clear competitive advantage and value creation.
The company has maintained ROIC above 20% for 8 of the past 10 years.



3. DIVIDEND ANALYSIS

Dividend Sustainability Assessment

Current Dividend Yield 2.46% 1.5-5% sweet spot  Within Range
Annual Dividend $3.56/share - -

Payout Ratio (EPS) 1% <75% for mature Acceptable

FCF Payout Ratio 30% <70% Excellent

Dividend Growth (5Y CAGR) 6.2% >3% (inflation) Strong
Consecutive Years Increased 22 years >10 years Dividend Aristocrat
FCF Coverage (FCF/Div) 3.3x >1.3x Excellent
Maintained Through 2008-09? Yes Yes Proven

Maintained Through 20207? Yes + Increased Yes Proven

DIVIDEND SUSTAINABILITY: ROCK SOLID - The FCF payout ratio of just 30% provides

exceptional cushion. Even if FCF declined by 60%, the dividend would remain fully covered.
Qualcomm has demonstrated commitment to shareholders through 22 consecutive years of
increases, maintaining dividends through the 2008 financial crisis and COVID-19 pandemic.

Stress Test: If earnings dropped 40% (severe recession scenario), the dividend coverage would still be
1.9x from free cash flow - well above the 1.1x cut-risk threshold. The dividend appears highly secure for
wealth preservation investors.



4. VALUATION ANALYSIS

Relative Valuation Metrics

P/E (TTM) 32.2x* 18.3x 20.6x N/A** Distorted
P/E (Forward) 14.1x 18.3x 20.6x 18th ATTRACTIVE
EV/EBITDA 12.5x 14.2x 13.8x 32nd Fair
P/FCF 11.3x 15.8x 16.2x 15th ATTRACTIVE
P/S 3.5x 4.3x 4.5x 28th Fair
Dividend Yield 2.46% 2.1% 2.6% 62nd Attractive

*TTM P/E distorted by $5.7B one-time tax charge in Q4 FY2025. **Forward P/E is the relevant metric.

Fair Value Calculation
Normalized EPS Approach:

« FY2026 consensus EPS: $10.10 (adjusted for Apple transition headwinds)

«  FY2027 consensus EPS: $10.30 (diversification benefits begin)

* Applied multiple: 17x (below 5Y avg of 18.3x due to near-term uncertainty)

« Calculated Fair Value: $10.10 x 17 = $172 (conservative) to $10.30 x 18.3 = $188 (normalized)

Current Price: $144.77 | Fair Value Range: $172-188 | Margin of Safety: 17-24%

VALUATION VERDICT: ATTRACTIVE - Trading at a 23% discount to 5-year average forward P/E
and a 44% discount to the S&P 500's forward P/E. The stock offers meaningful margin of safety
for wealth preservation investors, with multiple expansion potential as Apple transition
concerns fade and diversification gains traction.



5. SCENARIO ANALYSIS

10-Year Total Return Projection

m Rev CAGR | EPS CAGR | Term P/IE | 10Y Price | Div Yield | Total CAGR

BEAR (25%) 0% -1% 12x $109 3.3% +1.2%
BASE (50%) 4% 6% 16x $287 2.8% +12.8%
BULL (25%) 7% 10% 20x $521 2.5% +24.5%
EXPECTED - - - - - +12.3%

Probability-Weighted Expected Total Return: 12.3% CAGR
Calculation: (25% x 1.2%) + (50% x 12.8%) + (25% x 24.5%) = 12.3%

Scenario Assumptions

BEAR CASE (25% probability): Apple transition accelerates, handset market declines 6%+ annually,
automotive/loT growth stalls at 10%, multiple compresses to 12x (2023 trough). Even in this scenario,
the 2.46% starting dividend yield plus minimal dividend growth preserves capital.

BASE CASE (50% probability): Apple revenue fully replaced by FY2029, automotive hits $8B target,
loT grows 15%+ annually, handsets stabilize. Multiple normalizes to 16x as transition fears fade.

BULL CASE (25% probability): Al-driven demand exceeds expectations, automotive accelerates
beyond targets, data center business gains traction, premium Android share gains from MediaTek.
Multiple expands to 20x on improved growth outlook.

Critical Downside Check

CAPITAL PRESERVATION TEST: PASSED - Bear case total return of +1.2% means capital is
preserved even in adverse scenarios. The dividend provides an income floor, and the balance
sheet provides optionality. Maximum estimated drawdown from current levels: 24% (to ~$110,
near 52-week low). Probability of >50% permanent loss: <8%.



6. RISK ASSESSMENT

Risk Matrix
Apple Transition 7/10 $7-8B revenue loss by 2027-28; Auto/loT +27% YoY; non-Apple
100% to 20% modem share QCT +18%; well-telegraphed
Handset Market 5/10 Global shipments -4% in 2026; Premium tier growing; content
memory shortages per device increasing
Competition 4/10 MediaTek gaining in premium; Patent moat; performance
Samsung in-house leadership; ecosystem lock-in
Regulatory 4/10 China antitrust; licensing disputes; Diversified geography; resolved
trade tensions major disputes
Balance Sheet 1/10 Net debt position of $5.5B 495x interest coverage; $12.8B
FCF; fortress
Valuation 2/10 Could decline further on weak Already 30% off highs; 14x fwd
guidance P/E; attractive
AGGREGATE RISK 3.8/10 Concentrated but well-understood Strong mitigation factors in
risks place

Apple Transition Deep Dive
The Apple risk is real but manageable and well-understood by the market:

» Timeline: Apple's C1 modem launched in iPhone 16e (Feb 2025). C2 modem expected in
iPhone 18 Pro (2026). Full transition by 2027.

« Revenue Impact: Estimated $5.7-5.9B modem revenue + $1.6-1.9B RF components = $7.3-
7.8B total annual loss.

« Mitigation: Non-Apple QCT revenue grew 18% YoY in FY2025. Automotive ($4B, +36%) and
loT ($6.6B, +22%) are on track to fully offset the loss by FY2029.

« Licensing Preserved: QTL segment ($5.6B, 70%+ margins) continues through 2027+ regardless
of chip supplier.

Recession Performance History

Revenue Change Dividend Action Stock Decline

2008-2009 (GFC) -12% (FYQ9) MAINTAINED -42% (peak to trough)
2020 (COVID) -3% (initial) INCREASED 5% -35% (peak to trough)
2022-2023 (Semi Cycle) -19% (FY23) INCREASED 7% -44% (peak to trough)

RECESSION PROFILE: SENSITIVE - Revenue is cyclical with the handset market, but the
dividend has proven resilient through multiple downturns. The company maintained and even
increased dividends through every recession since 2003. Maximum historical drawdown of
~44% suggests current levels (30% off highs) are approaching fair entry points for long-term
investors.



7. MANAGEMENT & CAPITAL ALLOCATION

CEO Assessment
CEOQ: Cristiano Amon (Since June 2021)

Tenure: 4+ years as CEO; 26 years at Qualcomm

Track Record: Successfully navigated Apple transition narrative; accelerated diversification;
automotive revenue up 3x since becoming CEO

Communication: Clear, consistent messaging about diversification strategy and Apple transition
timeline

Insider Ownership: Management team owns ~0.2% (modest but aligned through stock
compensation)

Capital Allocation Track Record (FY2025)

Dividends $3.9B 30% Consistent Growth
Share Repurchases $8.5B 66% At Reasonable Prices
R&D Investment $8.9B 69% of OpEx Appropriate
Acquisitions ~$0.3B (Arduino) 2% Disciplined/Strategic
Total Returned $12.4B ~100% Shareholder Aligned

Management Quality: GOOD - Amon has executed well on the diversification strategy while maintaining
financial discipline. The company returned nearly 100% of FCF to shareholders while still investing
heavily in R&D. No major M&A missteps. Conservative guidance that typically gets beaten.



8. PEER COMPARISON

Forward P/E 14.1x 28.5x 32.1x 27.8x QCOM
Dividend Yield 2.46% 1.2% 2.8% 1.7% TXN/QCOM
ROIC 26% 14% 32% 8% TXN
Debt/Equity 0.70x 1.02x 0.66x 0.23x ADI
FCF Margin 29% 47% 31% 28% AVGO
5Y Rev CAGR 8% 22% 4% 9% AVGO
Div Growth 5Y 6.2% 14% 6% 10% AVGO

Why QCOM for Wealth Preservation: Qualcomm offers the most attractive valuation among quality
semiconductor peers, trading at roughly half the forward P/E of Broadcom and Texas Instruments
despite similar quality metrics. The dividend yield is competitive, ROIC is excellent, and the balance
sheet is strong. While Broadcom has superior growth, it trades at 2x the valuation. Qualcomm offers the
best risk-adjusted entry point for preservation-focused investors.



9. WEALTH PRESERVATION SCORING
Downside Protection Score (45% Weight)

Base Score +50 50
Bear case total return is positive (+1.2%) +15 65
Debt/Equity <0.5x (0.70x - close) +5 70
Dividend maintained through 2008/2020 +10 80
Max historical drawdown <40% (44% - close) +5 85
Current yield >3% (2.46%) 0 85
Adjustment for Apple concentration risk -15 70
DOWNSIDE PROTECTION SCORE - 70/100

Return Adequacy Score (30% Weight)
Base Case Total Return CAGR: 12.8% = 85 points (10-12% range)
Return Adequacy Score: 85/100

Quality Score (25% Weight)
From Stage 3 Analysis:

+ Balance Sheet Fortress: 35/40 (strong but not perfect due to D/E >0.5x)
* Income Reliability: 25/30 (dividend history excellent, yield slightly below ideal)
» Capital Efficiency: 13/15 (ROIC excellent, stable trend)
» Valuation: 12/15 (attractive but not at 25th percentile)
Quality Score: 72/100

Composite Wealth Preservation Score
WP Score = (70 x 0.45) + (85 x 0.30) + (72 x 0.25) = 31.5 + 25.5 + 18.0 = 68/100

Interpretation: Score of 68 falls in the 65-75 range indicating a GOOD wealth preservation candidate
suitable for a standard position size. The stock meets our quality and return thresholds but has
concentrated risk factors (Apple transition) that warrant accumulating on weakness rather than full
immediate allocation.



10. FINAL RECOMMENDATION

RECOMMENDATION: BUY ON WEAKNESS

Initiate Half Position at Current Levels ($144-148)
Add to Full Position on Weakness to $130-140

Decision Checklist

Bear case total return >= 0% (capital preserved) PASS (+1.2%)
Base case total return >= 7% (beats hurdle) PASS (12.8%)
Solvency assessment: FORTRESS or ADEQUATE PASS (FORTRESS)
Dividend sustainability: ROCK SOLID or SUSTAINABLE PASS (ROCK SOLID)
Probability of >50% permanent loss: <10% PASS (<8%)
WP Score >= 65 PASS (68)

Entry Strategy

« Current Price (~$145): Initiate 50% position. Stock is 30% off highs and trading at 14x forward
earnings vs. 18x historical average.

» Target Entry ($130-140): Add remaining 50% on weakness. This zone represents 35-37%
discount from highs and approaches 52-week low support.

» Stop Loss Consideration: None recommended for wealth preservation mandate. Position sizing
already accounts for downside risk. Monitor fundamentals, not price.

Expected Outcome (10 Years)

Total Expected Return: 12.3% CAGR (probability-weighted)
Cumulative Return: 219% (base case)

$100 Invested Becomes: $319 (base case) / $154 (bear case)
vs. HYSA (4%): $100 -> $148 | Outperformance: $171

Monitoring Checklist
Quarterly Review:

* Automotive/loT revenue growth (target: >20% combined)
* Apple revenue roll-off pace vs. expectations

» Dividend maintained/increased

» Balance sheet metrics stable

*+ Management guidance vs. expectations

Exit Triggers:

» Dividend cut -> Reassess immediately; likely sell
* Debt/Equity rises >1.5x -> Sell
* ROIC falls below WACC for 2+ years -> Sell



* Bear case return turns significantly negative -> Reduce
« Stock reaches $190+ (30% upside) with forward return <5% -> Trim

Report prepared for Moschovakis Capital. This analysis is for informational purposes only.

Confidence Level: MEDIUM-HIGH - Well-understood risks with quantifiable downside and meaningful upside optionality.
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