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Equity Research 

 

Key Points: 

Business. Competition in the QCT segment is very high, and the 
fact that some customers might decide to start producing chips in-
house is a major threat. However, IoT and autonomous vehicles 
represent a great opportunity. As for QTL, the company is facing 
various legal disputes related to its patents, and the outcomes are 
still uncertain. Qualcomm boasts a leading position in the 5G 
segment, that can surely help offsetting the negative consequences 
of the said litigations. 

Valuation. In order to perform an appropriate company valuation, 
we approached the DCF equity-side method. This approach 
concerns the estimation of the equity value of Qualcomm by the 
sum of the present values of FCFE of the 7-years forecast and the 
present value of the Terminal value. We will show that the fair price 
for the Company is not too far from the current one. 

An effective support to the main FCFE valuation can be provided by 
the market multiples approach. By selecting a short list of 
companies, we compute an approximation of Qualcomm market 
value, which includes also market perceptions. 

Investment risk. Political events are likely to have a significant 
impact on financial markets in 2019. In a late cycle phase, 
momentum stocks tend to do well late in the cycle. This scenario 
might foster large leading sectors such as IT. The interim deal with 
Huawei will soften the market concerns over Qualcomm’s profits, 
as the markets of smartphones will eventually shrink.  

Qualcomm (QCOM) 

NASDAQ – P 56,97, Currency in USD 
 

Price Target:  54,50 (↓4,53%) 
 

 

 
 

Historical Chart 

Key Statistics 
 

Sector  Communication Equipment 
Industry  Computer & Technology 
Full Time Employees  35,400 
Volume (30day avg)  14.99 Mil. 
Market Cap  767,04 B 

Earnings History 
 

  
Q2 

2018 
Q3 

2018 
Q4 

2018 
Q1 

2019 

EPS Est. 0,70 0,71 0,70 1,09 

EPS Actual 0,80 1,01 0,90 1,20 

Difference 0,1 0,3 0,2 0,11 

Surprise % 14,28% 0,42% 29% 10% 

Recommendation: NEUTRAL 

Given the uncertainty surrounding Qualcomm at the moment, and the fact that our fair value estimates are very 
close to the current price, we believe a hold recommendation is appropriate. 

In our view, such uncertainty mainly comes from the pending lawsuits. Court decisions might also impose a 
change in the way royalties are calculated, by switching the calculation base from the wholesale price of the 
phone to the price of cellular components, and this would cause severe damages to QTL’s revenues (and to 
Qualcomm’s profits). When this fog will clear away, it will be the right time for a specific buy/sell direction 
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Business description 
 
1. Company background 

 

Qualcomm Inc., founded in 1985, is probably the 
leading innovator in cellular technology. It played 
a major role in developing the CDMA (Code Division 
Multiple Access) and the OFDMA (Orthogonal 
Frequency Division Multiple Access) technologies, 
more commonly known as 3G and 4G, that are used 
to transmit voice or data over radio waves using a 
public cellular wireless network. 

 

The company has also developed other technologies 
used in mobile devices, such as some innovations 
related to WLAN, Bluetooth, location positioning and 
certain audio/video codecs. 

 

In particular, the company develops and sells 
integrated circuits (chips/chipsets) that are the 
components of mobile devices, wireless networks, 
desktop computers, streaming media players etc. (and 
related software).  

 

One of its most popular brands is Snapdragon, which 
includes modem chipsets and System on a Chip 
(SoC) integrated circuits (circuits that include on a 
single substrate many of the components needed for 
an electronic device to work, such as, for example, the 
CPU, GPU, Wi-Fi modules, memory etc.)1. Mobile 
phone manufacturers such as Samsung, HTC, LG, 
Motorola etc. are among the major chipsets 
customers2. 

 

Qualcomm uses a fabless production model: the 
company does not own or operate foundries to 
produce silicon wafers. Independent third-party 
suppliers such as Samsung Electronics Co. Ltd., 
Taiwan Semiconductor Manufacturing Company, 
United Microelectronics Corporation, Siliconware 
Precision Industries and others are in charge of the 
manufacturing, assembly and most of the testing3. 

 

In terms of distribution model, the company does not 
sell to retail customers directly, but it has some 
authorized distributors for certain products (28 at the 
time of writing). Prices of most of Qualcomm’s 
chipsets are quoted only to phone manufacturers and 

                                                 
1 For example, at this link you can see the characteristics of 
the brand new Snapdragon 855 Platform, featuring powerful 
CPU/GPU engines, 5G and 4G connectivity and the latest 
Wi-Fi and Bluetooth specifications. 
2 See this link for a list of devices that include Qualcomm 

therefore are undisclosed, so we were unable to 
perform price positioning comparisons with other 
players such as Inter or AMD4. 

 

The company’s three main divisions are: 

 

QCT (Qualcomm CDMA Technologies). This 
division is the one selling Mobile Station Modem 
(MSM) integrated circuits such as the Snapdragon 
mobile platform.  

As stated before, these products often integrate 
effectively many components that are needed in 
mobile devices: even though the single component 
(for example the CPU) might not be the best one the 
market, the whole package including CPU, GPU, Wi-
Fi and 4G modules etc. is designed so that the overall 
functioning is optimal – e.g. each component is 
activated only when needed, so that power 
consumption is low.  

 

Qualcomm also develops the software that optimizes 
the functioning of the whole chipset and its interaction 
with the rest of the components of the device. 

The division also produces RFFE (Radio Frequency 
Front End) components designed to consume few 
energy and have good radio performance. Such 
products are produced through a JV with TDK called 
RF360 Holdings. 

 
Table 1: Number of MSM circuits shipped (data in millions) 

2016 2017 2018 
842 804 855 

Source: 10-K Annual Report 2018 

 
Table 2: QCT segment (data in millions) 

 2016 2017 2018 
Equipment & Services $15183 $16315 $17060 
Licensing $226 $164 $222 
Total Revenues $15409 $16479 $17282 
EBT $1812 $2747 $2966 
EBT as % of Revenues 12% 17% 17% 

Source: 10-K Annual Report 2018 

 

QCT faces intense competition from many other 

chipsets. As of March, 6 2019, 114 devices are listed. 
3 Source: company website.  
4 See, for example, Arrow Electronics’s website for certain 
products. 

https://www.qualcomm.com/contact/distributors/distributor-list
https://www.qualcomm.com/products/snapdragon-855-mobile-platform
https://www.qualcomm.com/snapdragon/devices/all
https://www.qualcomm.com/company/sustainability/priorities/sustainable-product-design/supply-chain-management
https://www.arrow.com/en/products/search?q=QUALCOMM&filters=Manufacturer_name:QUALCOMM;&selectedType=manufacturer
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competitors such as Nvidia, Intel, Broadcom, 
Mediatek, Realtek and many others. Moreover, some 
of Qualcomm’s customers, such as Samsung, are 
starting to produce chipsets in-house in order to 
have better control over specifications/quality and 
achieve savings, and this is a major threat to QCT’s 
revenues.  
 

This division contributes to most of Qualcomm’s 
revenues but, given the extreme competition, it is 
much weaker than QTL in terms of profitability 
(17% EBT margin in 2018 compared to QTL’s 
impressive 68%). 

 
QTL (Qualcomm Technology Licensing). This 
division makes money out of the company’s 
impressive intellectual property (IP) portfolio. 
Indeed, Qualcomm holds an impressive amount of 
patents (130,0005), and some are essential for 
developing products that are compatible with 3G, 4G 
and 5G technologies. Those who want to implement 
such patents have to pay royalties to Qualcomm.  
For example, the royalty rate for devices compatible 
at the same time with 3G, 4G and 5G is set to 3.25%6. 
Such rate is applied to the wholesale price of the 
device that the OEM (Original Equipment 
Manufacturer) sells (Qualcomm requires audits of 
OEM’s sales figures), and this has caused serious 
legal disputes, for example with Apple and with South 
Korea’s FTC. 
 

Thanks to the almost monopolistic position of the 
company, this division is incredibly profitable, and 
drives most of the company’s profits. 

 
Table 3: QTL segment (data in millions) 

 2016 2017 2018 
Licensing revenues $7764 $6445 $5163 
EBT $6528 $5175 $3525 
EBT as a % of revenues 85% 80% 68% 

Source: 10-K Annual Report 2018 

 

QSI (Qualcomm Strategic Initiatives). Finally, this 
division invests strategically on new opportunities / 
market segments.  

This is usually done through early-stage investments 
in companies that are developing new products 
related to, for example, Internet of Things (IoT), 
automotive applications, healthcare7. Investments are 
usually in the form of non-marketable equity stakes 
(recorded with cost method or equity method) or 

                                                 
5 Source: Qualcomm 5G NR Royalty Terms Statement, 
available here. 
6 You can take a look at the precise company statement 
here. 
7 However, Qualcomm Life (the healthcare-focused branch) 

convertible debt instruments (recorded at fair value). 

Table 4: QSI segment (data in millions) 

 2016 2017 2018 
Revenues $47 $113 $100 
EBT $386 $65 $24 

Source: 10-K Annual Report 2018 

 
2. Industry trends 
 
Mobile connections keep growing. 3G and 4G have 
already contributed a lot to the diffusion of mobile 
devices and, as mobile connections keep getting 
faster, cheaper and more reliable, more and more 
applications for mobile technologies can be 
developed.  
 
Consequently, the number of devices is likely to 
increase. In 2010 connections through mobile devices 
outpaced those using fixed ones (mobile penetration 
is even stronger in emerging regions such as China). 
As of September 30, 2018, 5.5 billion 3G/4G 
connections were estimated globally (source: GSMA 
Intelligence). 
 
As shown in Chart 1, 2G and 3G are being replaced 
by 4G, and 5G’s share is expected to increase. 
Qualcomm is well-positioned to ride the 5G wave, 
being the leader in terms of patent applications for 
5G8. The company started doing research on 5G in 
2006.  
 
Internet of Things keeps growing too. 5G, with its 
low latency and super high speed, permits, for 
example, safe applications in the automotive industry 
(74% of new vehicles sold are projected to have 
cellular connectivity by 2025, according to Strategy 
Analytics). 
 
Objects, through advanced sensors and chips, will be 
able to interact with mobile devices even more, 
allowing for new user experiences and increasing the 
utility of the latter (think about, for example, smart 
homes). 
Autonomous vehicles and Industrial Internet of 
Things applications are expected to contribute to the 
growth in 4G and 5G devices. 
 
As shown in Chart 2, yearly shipments of IoT chipsets 
are going to increase sharply, while smartphones 
ones are expected to remain stable. In fact, the 

was recently sold to a PE firm. 
8 Source: IPlytics GmbH, Statista - Number of 5G patent 
applications by company worldwide in 2018. QCOM has 
applied for 11888 patents, followed by LG (10253) and 
Samsung (10133). 

https://www.qualcomm.com/documents/qualcomm-5g-nr-royalty-terms-statement
https://www.qualcomm.com/media/documents/files/qualcomm-5g-nr-royalty-terms-statement.pdf
https://www.franciscopartners.com/news/francisco-partners-acquires-qualcomm-life
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smartphone market is currently going towards 
maturity. The failed NXP Semiconductors acquisition 

would have permitted a much more decise entrance in 
the growing IoT segment. 

 
 

 

 
 
 
 
 
 
 
 

 
 
3. SWOT analysis 
 
The strategic positioning of Qualcomm is summarized in the following brief SWOT analysis: 
 

Strengths Weaknesses 
 

Advanced technological know-how9 supported by high 

R&D expense10 

Very well-positioned for 5G growth11 

Almost monopolistic position in CDMA patents 
  

 

Liquidity position is now much weaker 

Opportunities Threats 
 

5G 

Internet of Things (especially in the automotive 

applications12) 

 

Fierce competition in the industry 

Legal issues with multiple parties, which might lead to lower 

royalty rates 

Customers developing in-house know-how  

  

                                                 
9 Qualcomm patents are shown at this page on the 
company’s website.  
10 In FY2018 R&D expenditure was $5625 mil (24,7% of 
sales). 
11 Strategy Analytics estimates that Qualcomm will earn 

about 50% of 5G IP royalties (check out this article).  
12 In the Q42018 conference call, Steve Mollenkopf (CEO) 
said that the company has a $5 blns automotive orders 
pipeline. 

Chart 1: Mobile connections growth and estimates 

Source: GSMA - The Mobile Economy 2019 Report 

 

Chart 2: IoT vs. Mobile Chips Units 

Source: Gartner, Bloomberg Intelligence. ASP stands for average selling price. 

 

https://www.qualcomm.com/invention/qroniclesofinvention/index.html
https://www.businesswire.com/news/home/20180830005532/en/Strategy-Analytics-5G-Phone-Royalty-Payments-Generate
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Financial analysis 
 

1. Reclassified annual statements 
 

Income statement 2014 2015 2016 2017 2018 

Total Revenues  26.487 25.277 23.507 23.235 22.732 

Cost of Revenues 10.386 10.060 9.219 9.215 9.692 

Gross profit  16.101 15.217 14.288 14.020 13.040 

Research & development  4.770 4.784 4.502 4.843 5.024 

Selling,General and Admin. 2.398 1.868 1.952 2.083 2.396 

Earnings before interest and taxes (EBIT)  8.933 8.565 7.834 7.094 5.620 

Financial results  1.217 745 324 416 -      92 

Interest and dividend income  584 849 595 601 600 

Interest expenses  4 104 297 440 704 

Net invt.realized G/L, other expenses (income) 637 - 26 255 12 

Earnings before taxes (EBT) 10.150 9.310 8.158 7.510 5.504 

Income tax expense/benefit 1.548 1.669 1.505 1.124 61 

Net income from continuing operations  8.602 7.641 6.653 6.386 5.443 

Discontinued operations, net of income taxes  430 - - - - 

Net income  9.032 7.641 6.653 6.386 5.443 

Balance Sheet 2014 2015 2016 2017 2018 

 Intangible assets  7.068 9.221 9.179 10.360 9.453 

 Property, plant and equipment (net)  2.487 2.534 2.306 3.216 2.975 

 Marketable securities  14.457 13.626 13.702 1.270 35 

 Deferred taxes  1.174 1.453 2.030 2.900 904 

 Other assets  975 1.863 2.161 4.147 1.935 

 Total long-term assets  26.161 28.697 29.378 21.893 15.302 

 Cash and cash equivalents  7.907 7.560 5.946 35.029 11.777 

 Marketable securities  9.658 9.761 12.702 2.279 311 

 Other current assets  401 687 558 618 699 

 Deferred tax assets  577 635 - - - 

 Total inventories  1.458 1.492 1.556 2.035 1.693 

 Account receivables  2.412 1.964 2.219 3.632 2.904 

 Total short-term assets (current)  22.413 22.099 22.981 43.593 17.384 

 Total assets  48.574 50.796 52.359 65.486 32.686 

 Common stock and paid-in capital  7.736 - 414 274 - 

 Retained earnings  30.799 31.226 30.936 30.088 663 

 Accumulated other comprehensive income  634 195 428 384 265 

 Non-controlling interests  -            3 -        7 -      10 - - 

 Total equity  39.166 31.414 31.768 30.746 928 

 Unearned revenues  2.967 2.496 2.377 2.003 1.620 

 Long term debt  - 9.969 10.008 19.398 15.365 

 Ohter liabilities  428 817 895 2.432 1.225 

 Income taxes payables  - - - - 2.312 

 Total long-term liabilities  3.395 13.282 13.280 23.833 20.522 

 Trade payables  2.183 1.300 1.858 1.971 1.825 

 Payroll and other benefits related liabilities  802 861 934 1.183 1.081 

 Unearned revenues  785 583 509 502 500 

 Short term debt  - 1.000 1.749 2.495 1.005 

 Other current liabilites  2.243 2.356 2.261 4.756 6.825 

 Total short-term liabilities  6.013 6.100 7.311 10.907 11.236 

 Total liabilities  48.574 50.796 52.359 65.486 32.686 

*Reclassified annual statements according to non-GAAP measures 
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2. Forecasts 
 

Income statement FY 2016 FY 2017 FY 2018 2019E 2020E 2021E 2022E 2023E 2024E 2025E 
Revenues  23540 22291 22731 18626 18700 19000 20548 22222 24032 25990 
Cost of Revenues 9748 9792 10243 8539 8242 8515 9576 10770 12113 13623 
Gross profit 13792 12499 12488 10087 10458 10486 10972 11452 11920 12367 
R&D 5151 5485 5625 4423 4556 4614 4959 5391 5822 6291 

As % of Sales 21,9% 24,6% 24,7% 23,7% 24,4% 24,3% 24,1% 24,3% 24,2% 24,2% 
SG&A 2358 2658 2986 2178 2291 2348 2487 2719 2940 3168 

As % of Sales 10,0% 11,9% 13,1% 11,7% 12,3% 12,4% 12,1% 12,2% 12,2% 12,2% 
Other -226 1742 3135 1282 1776 1911 1811 2101 2269 2400 

As % of Sales -1,0% 7,8% 13,8% 6,9% 9,5% 10,1% 8,8% 9,5% 9,4% 9,2% 
EBIT 6509 2614 742 2205 1835 1612 1716 1240 889 507 
Financial result 338 406 -229 79 22 -6 35 19 18 29 

Interest and dividend income  611 619 625 504 513 519 561 608 657 710 
As % of Sales 2,6% 2,8% 2,7% 2,7% 2,7% 2,7% 2,7% 2,7% 2,7% 2,7% 

Interest expenses  297 494 768 426 491 525 526 589 639 681 
As % of Sales 1,26% 2,22% 3,38% 2,29% 2,63% 2,76% 2,56% 2,65% 2,66% 2,62% 

EBT 6847 3020 513 2126 1813 1618 1751 1259 907 536 
Income tax expenses 1131 555 5377 455 388 346 375 270 194 115 
Net Income 5716 2465 -4864 1671 1425 1272 1376 990 713 421 

           
Balance sheet FY 2016 FY 2017 FY 2018 2019E 2020E 2021E 2022E 2023E 2024E 2025E 

Assets                     
Current assets                     

Inventories 1556 2035 1693 1440 1515 1474 1616 1757 1885 2046 
As % of Sales 6,6% 9,1% 7,4% 7,7% 8,1% 7,8% 7,9% 7,9% 7,8% 7,9% 

Account receivables 2219 3632 2904 2390 2612 2506 2739 2999 3206 3480 
As % of Sales 9,4% 16,3% 12,8% 12,8% 14,0% 13,2% 13,3% 13,5% 13,3% 13,4% 

Marketable securities 12702 2279 311 4070 2085 2177 3045 2772 3104 3483 
As % of Sales 54% 10% 1% 22% 11% 11% 15% 12% 13% 13% 

Cash and cash equivalents 5946 35029 11777 12598 23174 29119 37296 46584 54906 63642 
Non current assets 29378 21893 15302 14734 14138 13526 12879 12171 11405 10580 
Liabilities                     

Current liabilities                     
Trade payables 1858 1971 1825 1623 1565 1584 1806 2026 2272 2563 

As % of CoR 19,1% 20,1% 17,8% 19,0% 19,0% 18,6% 18,9% 18,8% 18,8% 18,8% 
Unearned Revenues 509 502 500 411 415 419 454 492 531 575 

As % of Sales 2,2% 2,3% 2,2% 2,2% 2,2% 2,2% 2,2% 2,2% 2,2% 2,2% 
Other benefits related liabilities 934 1183 1081 873 923 913 988 1078 1159 1254 

As % of SG&A 39,6% 44,5% 36,2% 40,1% 40,3% 38,9% 39,7% 39,6% 39,4% 39,6% 
Other current net liabilities 1703 4138 6126 3275 3933 4152 4142 4670 5049 5387 

As % of Sales 7,2% 18,6% 26,9% 17,6% 21,0% 21,9% 20,2% 21,0% 21,0% 20,7% 
Short term debt 1749 2495 1005 1431 1452 1258 1512 1611 1700 1878 

As % of Sales 7,4% 11,2% 4,4% 7,7% 7,8% 6,6% 7,4% 7,2% 7,1% 7,2% 
Non current liabilities                     

Long term debt 10008 19398 15365 12239 13734 13094 14251 15682 16730 18154 
As % of Sales 42,5% 87,0% 67,6% 65,7% 73,4% 68,9% 69,4% 70,6% 69,6% 69,8% 

Total shareholder's equity 31768 30746 928 11785 10594 7116 9214 6509 4483 2747 

           
Cash flow FY 2016 FY 2017 FY 2018 2019E 2020E 2021E 2022E 2023E 2024E 2025E 

Net income 5716 2465 -4864 1671 1425 1272 1376 990 713 421 
Depreciation and Amortisation 1428 1461 1561 1210 1242 1267 1356 1475 1594 1722 

As % of Sales 6,1% 6,6% 6,9% 6,5% 6,6% 6,7% 6,6% 6,6% 6,6% 6,6% 
Other non-cash costs 431 383 5738 1788 2279 2978 2566 2989 3333 3449 

As % of Sales 1,8% 1,7% 25,2% 9,6% 12,2% 15,7% 12,5% 13,4% 13,9% 13,3% 
Change in Working capital 71 692 1460 -2583 356 379 -52 473 411 333 
Cash flow from operations 7646 5001 3895 2086 5302 5896 5247 5927 6052 5925 
CAPEX -539 -690 -784 -642 -645 -655 -709 -766 -829 -896 

As % of Sales -2,3% -3,1% -3,4% -3,4% -3,4% -3,4% -3,4% -3,4% -3,4% -3,4% 
Free cash flow to the firm  7107 4311 3111 1443 4657 5241 4538 5160 5223 5028 
Other investment/outflows -2949 19153 5165 5968 8769 6438 7727 8769 8888 9881 

As % of Sales -12,5% 85,9% 22,7% 32,0% 46,9% 33,9% 37,6% 39,5% 37,0% 38,0% 
Cash flow from investments -3488 18463 4381 5325 8124 5783 7019 8003 8059 8985 
Increase/decrease in debt position 749 10202 -5496 -2700 1516 -833 1411 1530 1137 1601 
Buybacks and equity issuance -6503 -4631 -25991 -3890 -4366 -4900 -5499 -6172 -6927 -7775 
Cash flow from financing -5754 5571 -31487 -6590 -2850 -5733 -4089 -4642 -5790 -6173 
Changes in net cash/debt -1596 29035 -23211 821 10576 5946 8176 9288 8322 8736 
Free cashflow to equity 7856 14513 -2385 -1257 6172 4408 5948 6690 6361 6630 
Discounted FCFE       -1154 5669 4048 5463 6145 5842 6089 



 

  

7 

Minerva Investment Management Society 

 
Milan, 20 March 2019 

3. Financial ratios 
 
Liquidity risk remains low. Liquidity ratios are useful 
to assess the cash levels of a company and its ability 
to turn assets into cash to pay off liabilities (please, 
see table 1). The current ratio relates the current 
assets to the current liabilities; the rule of thumb for 
this ratio is a value around 2. Not surprisingly, the last 
reported value is well below this threshold: the stock 
repurchase program determined significant reductions 
in cash and cash equivalents in the last fiscal year.  
 
Is it the prelude of a liquidity crisis? Our answer is 
essentially no. The repurchase program is unusual, 
considering the industry dynamics, but it is 
strategically intentional. Everyone is master of his own 
destiny. The same indication is given by the quick 
ratio, which keeps out the less liquid assets 
(inventories) from the previous calculation. The value 
above one is a good clue that the firm should not 
incur in a liquidity crisis. Consistently with our view, 
the last net working capital stays positive and far 
from zero. This is undoubtedly a reassuring signal to 
investors. 
 
Uncertain solvency profile. Solvency ratios focus on 
the long-term sustainability of a company: better 
solvency ratios indicate a more financially sound firm.  
The equity ratio measures the amount of assets 
financed by the owners of the company and higher 
ratios are favorable because it shows potential 
creditors that the company is worth investing and not 
risky.  
 
The value of equity ratio is critical. In the fourth 
quarter of fiscal 2018, Qualcomm announced a stock 
repurchase program. This program is due to be 
completed by the end of fiscal 2019; however, total 
shareholder's equity strongly decreased from the 
previous year. We expect a gradual recovery in the 
coming years. Moreover, we can infer that a low equity 
level will persist. 
 
For this reason, we feel that the company will 
commit to recapitalize its capital structure, if 
necessary. Consequently, it goes without saying that 
the net debt to equity ratio is not negative anymore as 
the cash holdings does not exceed financial liabilities. 
Undoubtedly, the current level of leverage is not 
sustainable for Qualcomm. We think it will gradually 
revert to its 10-year mean (please find the chart 2 at 
page 10); in the meanwhile, a lower (but sustainable) 

level of equity surely will encourage profitability. 
 

Table 5: Financial Ratios 

 
 
Historical profitability power. Profitability ratios 
show a company’s ability to generate profits from its 
operations and thus are useful to evaluate the 
remuneration of shareholders. However, profitability is 
a downside of leverage and consequently last 
reported values (especially ROE) cannot express a 
final verdict. We think profitability ratios are likely to 
revert positively starting from September 2019; 
therefore, good historical levels of profitability will drive 
the convergence process towards normal levels for 
the forthcoming years. 
 
Revenues seems to be stuck. Qualcomm’s top line 
appears halted over the past four years. Qualcomm 
reported fiscal first-quarter results that fell below the 
expectations, owing to a challenging smartphone 
environment. However, the CEO Steve Mollenkopf 
remarked that management expects to reach a 
resolution with Apple through settlement or litigation in 
2019. This may get the ball rolling. Hopefully, a 
positive resolution (and there are many odds for it) of 
current disputes could revert the downward trend.   

2014 2015 2016 2017 2018

Liquidity Ratios

Quick Ratio 3,48 3,38 2,93 3,81 1,40

Current Ratio 3,73 3,62 3,14 4,00 1,55

Net Working Capital 16.400 15.999 15.670 32.686 6.148

Days Sales Outstanding 33,24 28,36 34,46 57,06 46,63

Days Payable Outstanding 76,72 47,17 73,56 78,07 68,73

Solvency Ratios

Liabilities/Equity 0,24 0,62 0,65 1,13 34,22

Debt/Equity - 0,35 0,37 0,71 17,64

Equity Ratio 0,81 0,62 0,61 0,47 0,03

Net Debt to Equity -0,20 0,11 0,18 -0,43 4,95

Asset Coverage Ratio 1,50 1,09 1,08 1,40 0,06

Profitability Ratios

Return on Investments 18,39% 16,86% 14,96% 10,83% 17,19%

Operating Income/Sales 0,34 0,34 0,33 0,31 0,25

Sales/Assets 0,55 0,50 0,45 0,35 0,70

Return on Equity 23,06% 24,32% 20,94% 20,77% 586,53%

Development Ratios

Revenue grow th rate -4,57% -7,00% -1,16% -2,16%

Cost of goods grow th rate -3,14% -8,36% -0,04% 5,18%

EBIT grow th rate -4,12% -8,53% -9,45% -20,78%

Net income grow th rate -15,40% -12,93% -4,01% -14,77%

Total assets grow th rate 4,57% 3,08% 25,07% -50,09%

Debt grow th rate - 7,18% 86,21% -25,23%



 

  

8 

Minerva Investment Management Society 

 
Milan, 20 March 2019 

Valuation 
 
1. Free Cash Flow to Equity approach 
 

Rolling average approach. Our forecasts focused 
on the Rolling Average approach. This unusual 
approach has proved to be extremely useful for 
forecasting the long-term trend of Qualcomm.  

 
Let us consider, for example, revenues reported by 
Qualcomm in the last ten fiscal years (Chart 3, 
below). It is clear to see a gradual increase of 
revenues from 2009 to 2013 followed by a 
stabilization period where net revenues slightly 
decrease. The same thing happens for the cost of 
revenues that are visibly influenced by the intrinsic 
dynamic of revenues. 

Chart 3: Revenues 

 
 
This historical trend may be tracked computing the 
moving average of the relative change of financial 
statement items. Our valuation focused to capture 
Qualcomm’s fundamentals on two stages: the first 
covers, a three-years’ time horizon. At the first stage, 
we simply applied the moving average approach on 
a quarterly basis and hence from the first quarter of 
2019 to the last quarter of 2021.  
 
After that, in the so-called second stage, we expect 
a four-years stable growth period; this time 
revenues and cost of revenues are assumed to 
growth at their ten-year CAGR.  
 
The output is visually summarized in the two 
following graphs and the results are impressive: we 
succeeded in reproducing the seasonality of 
Qualcomm, allowing the company to recover its 
historical performance after few years of general 
impasse. This is in line with the positive outlook we 
forecasted in the first section of this report. 
 

Chart 4: Revenues and Cost of Revenues qoq (2016-2021) 

 
 

Chart 5: Revenues, Gross Profit and EBIT projections 

 
Stock repurchase effects. The shareholder’s equity 
experienced a significant decrease in 2017 and 2018 
due to the stock repurchase agreement.  
Stock repurchases and repayment of long-term debt 
significantly reduced cash, cash equivalents and 
marketable securities balance at the end of the first 
quarter of fiscal 2019, compared to a year ago.  

 

This has brought uncertainty around our analysis 
(please see the previous section). The following 
graph clearly represents the situation: let us just say 
the average equity level prior to this program was 
almost 27 billion dollars compared to the actual 0.8 
billion dollars. The same situation happens for the 
net debt that in last fiscal year has become positive 
for the first time since 2009. 
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Chart 6: Stock Repurchase Program 

 

Our forecast moves following the previously stated 
approach let us predict a slight increase of equity 
but still far from the previous levels and in line 
with the increase in net Income.  
Regarding the net debt, we are not able to estimate 
future equity issuance; consequently, expected 
values of cash are biased reflecting only dividend 
payments which historically tend to be very high. 

Chart 7: Dividends paid 

 

Valuation. The cost of equity has been computed 
using the traditional CAPM approach. As we 
mentioned earlier, In the host of companies that 
surround the industry, we opted for Intel Corp, 
Marvell Technology Group Ltd, Cypress, Infineon 
and Texas Instruments Inc as comparable 
companies. We decided to exclude Nvidia because 
of the recent acquisition of Mellanox announced 
on March 12, which triggered a noteworthy rally in its 
stock price. 

The CAPM formula requires in addition to the risk-
free rate (that we chose as the average in 2018 of 10 
Year Treasury) also a Re-levered Beta and a market 
risk premium (MRP).  

Remarkable is that for Marvell Technology Group Ltd 
and Infineon we employed an adjustment that takes 
into account the negative net debt of them. However, 
given the current leverage of Qualcomm, which is 
obviously anomalous, we decided to compute the re-
levered beta for Qualcomm taking the average of the 
leverage ratio of its competitors (we know this is a 
stretch).  

 
Risk Free Rate 2,80% 

Unlevered Beta (Industry average) 1,14 

Target leverage -10,19% 

Re-Levered Beta 1,25 

Market Risk Premium 5,96% 

Tax Rate 21,40% 

Cost of Equity (Levered) 8,88% 

 

In order to perform an appropriate company 
valuation, we approached the DCF equity-side 
method. However, for seek of completeness we also 
performed the company valuation through the market 
multiples in the following section of this report.  

 

Results. Given the uncertainty surrounding 
Qualcomm at the moment, and the fact that our fair 
value estimates are very close to the current price, 
we believe a hold recommendation is appropriate. 
In our view, such uncertainty mainly comes from the 
pending lawsuits (such as the one with Apple and the 
US Federal Trade Commission). Qualcomm is 
accused of deterring competition through a “no 
license, no chips” policy, which means (roughly) that 
Qualcomm might threaten to cut chipsets supply to 
an OEM unless the latter keeps paying high royalties. 
Court decisions might also impose a change in the 
way royalties are calculated, by switching the 
calculation base from the wholesale price of the 
phone to the price of cellular components, and this 
would cause severe damages to QTL’s revenues 
(and to Qualcomm’s profits). When this fog will clear 
away, it will be the right time for a specific buy/sell 
direction. 

 

Valuation 2019E 2020E 2021E 20211E 2023E 2024E 2025E TV 

FCFE -1.257 6.172 4.408 5.948 6.690 6.361 6.630 90.281 

Discounted CFs -1154 5669 4048 5463 6145 5842 6089 49.778 

 

Equity value 81880 

Fair price 54,50 
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2. Market multiples approach 
 
In order to check the results deriving from the DCF 
method, we decided to develop a market multiples 
analysis. In addition, the business analysis enable us 
to select some of Qualcomm’s competitors that can be 
considered as the suitable comparable companies for 
our valuation.  
 
We decided to create a set of comparable companies 
operating in several geographic markets, as the target 
company does, and the main selection criteria were 
the credit/financial risk and the size of the companies 
in terms of market capitalization. In accordance with 
the previous section of this report, we selected: Texas 
Instruments Inc Intel Corp, Marvell Technology Group 
Ltd, Cypress, Infineon, Texas Instruments Inc. 
 
For each selected comparable company, we analyzed 
ROE, ROS, EBITDA margin, EPS, BVPS and other 
financial metrics, as showed in the table below.  
 
Let us remember that we decided to exclude Nvidia 
because of the recent acquisition of Mellanox 
Technologies announced on March 12. Noteworthy, 
Cypress is the only comparable that has a lower than 
investment grade credit combined rating (BBB-). 
 
 INTC MRVL CY IFX TXN 

Sales  70848 2409 2484 7599 15784 

(1Y % growth) 12,9% 3,9% 6,7% 7,6% 5,5% 

EBITDA 32201 704 634 2214 7667 

EBITDA margin 45% 29% 25% 29% 48% 

EBIT 24549 624 567 1353 6713 

ROE 5Y avg 22% 11% 19% 16% 35% 

ROS 35% 26% 23% 18% 43% 

EPS 4,5 1,2 1,4 1,0 5,6 

BV Per Share 16,4 11,5 5,8 5,7 9,5 

Credit rating AA- A BBB- A+ AA- 

NI 21525 616 509 1116 5580 

FCF Per Share 3,0 1,0 1,1 0,4 6,1 

Market Cap. 239690 13168 5662 25421 100193 

EV 254399 14363 6259 24550 101028 

*millions, USD; source: Thomson Reuters Eikon 

 
Once we collected the data, we calculated a market 
cap weighted mean getting two asset side multiples 

(EV/SALES and EV/EBITDA), and two equity side 
multiples (P/E and P/BV).  
For control, we also add the trailing PE that considers 
the results of the last 12 months as well as the leading 
PE, taking into account the results of the next 12 
months (source: Thomson Reuters Eikon, estimates): 
essentially, the results were pretty similar as showed 
in the following table. 
 
  INTC MRVL CY IFX TXN 

P/E 12,1 16,5 11,2 19,4 19,1 

P/E TTM 15,7 16,5 17,1 22,4 19,1 

P/E NTM 12,0 20,9 13,9 16,5 20,7 

P/BV 3,3 1,7 2,6 3,3 11,3 

EV/EBITDA 7,9 20,4 9,9 11,1 13,2 

EV/SALES  3,6 6,0 2,5 3,2 6,4 

  
We conducted several analyses to choose the most 
suitable multiple: for each market multiple we 
calculated the standard deviation and then, dividing it 
by the median value, we got the coefficient of 
variation. This coefficient is a statistical measure of 
dispersion of values, which gives us a measure of the 
effectiveness of the multiple for the valuation.  
We chose the PE that has the lowest deviation 
coefficient, also including the LTM and TTM 
values. 
 

Market Weighted 
Mean 

Standard 
deviation 

Deviation 
coefficient 

14,5 3,8 0,26 

17,1 2,7 0,16 

14,9 4,0 0,27 

5,3 3,9 0,73 

9,9 4,8 0,49 

4,4 1,7 0,40 

 
 

 P/E P/E TM P/E LM EV/SALES 

Multiple 14,5 17,1 14,9 4,4 

Target Value 3,7 4,3 3,86 22731 

Fair price 54 73 58 65 

 
The PE of Qualcomm, as we can easily notice from 
the following graph, has sprung up over 30x after the 
stock repurchase program, while it was historically 
between 15x and 20x; these latter values are aligned 
with the selected short-list of comparable companies. 
 
The fact that the current PE of Qualcomm is higher 
than the average multiple of its main competitors gives 
us an idea that the company will be able to outperform 
the selected short-list.  
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Chart 8: Historical Price Earnings 

 
 

Value map approach. Furthermore, we noticed a 
very high correlation (0.94) between the average of 
ROE 5y reported by our list of companies and their 
relative P/BV. This allows us to give a two-fold 
conclusion: the comparable companies chosen 
from the sector are homogeneous, and the market 
tends to value the levels of ROE for the said 
companies. Moreover, thanks to the visual help of the 

trend line showed in the following graph, we can 
evaluate the relative positioning of Qualcomm. 

Chart 9: Value map 

 
Based on the values of trailing BV, hence prior to the 
stock repurchase program (Q4 2018), Qualcomm is 
beneath the said line. Therefore, an equity recovery 
(as can be expected) would create an upside in the 
multiple at the same level price. Let us remember 
once again that this analysis employs trailing values. 
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Investment Risk 
 
The Supreme uncertainty disorients the market. 
Trade conflicts, interest rate concerns and political 
uncertainty dominated 2018. Political events are 
likely to have a significant impact on financial 
markets in 2019.  
 
J. Powell showed his tenacious inclination to change 
his attitude very quickly in recent months. Therefore, 
the Federal Reserve’s ability to keep inflation 
under control will be crucial. The markets dilemma 
is whether inflation will remain as favorable as it has 
been. If inflation rises significantly, and more than the 
markets currently expect, bond yields will further 
increase, and equities will likely to decline 
considerably. 
 
The US fiscal stimulus will peak in the course of 2019, 
but growth should remain above trend on the back of 
robust capital expenditure (capex), hiring and wage 
growth. Except for an unlikely surge in productivity, 
wage growth will be the key driver of inflation. US 
growth should remain aligned to the past trend in 2019 
despite the slowdown in fiscal policy. The inflation 
should rise moderately, but at the cost that the Fed will 
raise interest rates at a steady pace.  
 
It is likely to observe a moderate slowdown in global 
GDP growth relative to 2018, mainly due to 
decreasing fiscal stimulus in the US and policy 
tightening in Emerging Markets, excluding China. 
Despite certain aspects of the US tax reform should 
continue to enhance household cash flow (thereby 
remaining supportive for companies), the impact of the 
fiscal stimulus will likely to diminish.  
 
The US recently renegotiated trade agreements with 
Mexico, Canada and South Korea. However, the US 
trade stance towards China could worsen further. The 
critical factor that needs to be tested is China’s 
patience: if the Chinese government proceeds 
cautiously as in 2018, the risk of instability should be 
limited, and the expansion can be extended; on the 
other hand, aggressive currency policy, as well as 
credit easing would be destabilizing. 
 
The dynamic of inflation and the Chinese’s resilience 
are factors that prolong the economic cycle phase. In 
a late cycle phase, equities typically continue to 
outperform most asset classes. However, the 
performance of different industries may diverge 
substantially, depending on their relative sensitivity to 
the interest rate change. Similarly, momentum 

stocks tend to do well in the late portion of the 
cycle. This scenario might foster large leading 
sectors such as IT. 
 
Technology industry has been the main driver of 
global equity markets in the past decade. The crucial 
question for investors is whether growth in this 
sector will remain strong (following the past trend), 
especially with the emergence of new frontiers such 
as virtual reality and artificial intelligence. 
 
New competitors eat into the business. Qualcomm 
has recently announced 5G networking chips for a 
range of applications beyond smartphones, aiming to 
bolster a business that has lost Apple as a major 
customer and faces significant levels of competition- 
 
Qualcomm has told investors that expects a big 
boost from 5G networks. However, it faces 
challenges in this business: Apple has selected only 
Intel Corp to connect its iPhones released last year to 
mobile data networks. At the same time MediaTek, 
Samsung and Huawei have all announced plans to 
make 5G chips; particularly, Samsung and Huawei 
plan to use the chips in some models of their own 
phones. 
 
Uncertain on further development. Qualcomm Inc 
is applying pressures to US trade regulators to ban the 
import of some Apple iPhones. It will be likely a long-
running patent fight between the two companies. 
Qualcomm has won partial iPhone sales bans in 
China and Germany against Apple, forcing the iPhone 
maker to ship only phones with Qualcomm chips.  
 
However, any possible ban on iPhone imports to 
the USA could be short-lived because Apple for the 
first time disclosed that it has found a software fix to 
bypass these obstacles. Apple asked regulators to 
give it as much as six months to prove that the said fix 
works. 
 
The interim deal with Huawei responds to market 
concerns. Qualcomm has reached an agreement 
with Huawei to license its technology to the Chinese 
company. The two companies signed a short-term 
licensing agreement in late 2018; the deal will run until 
the end of June 2019. This deal will soften market 
concerns over Qualcomm’s profits as smartphone 
markets will eventually shrink. 
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Appendix 

Table 1: Comparables and Beta 

  Market Cap Enterprise Value Beta 5Y Net Debt Total Equity Cash and Equivalents 

Intel Corp 239690 254399 0,78 14709 74563 3019 

Marvell Technology Group Ltd 13168 14363 1,00 -1841 4141 84 

Cypress 5662 6259 1,95 595 2116 286 

Infineon 25421 24550 1,09 -1174 7483 732 

Texas Instruments Inc 100193 101028 1,16 835 8994 2438 

   (Source: Eikon)    

*million, USD       

 
  Leverage Raw 5Y beta Adj levered beta Corporate tax rate Unlevered beta 

Intel Corp 0,20 0,78 0,85 27,50% 0,75 

Marvell Technology Group Ltd -0,44 1,00 1,00 27,50% 1,01 

Cypress 0,28 1,95 1,63 27,50% 1,36 

Infineon -0,16 1,09 1,06 15,00% 1,09 

Texas Instruments Inc 0,09 1,16 1,11 27,50% 1,04 

            

        Average 1,05 

    (Source: Thomson Reuters Eikon)  
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