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Executive summary 

RISK – QCOM is sued all over the world for its highly profitable licensing business.  

CERTAINTTY – legal costs will be high. 

RISK – losing licensing court battles would lower future earnings power. 

RISK – 5G adoption and QCOM’s market. 

CERTAINTY – competitors are not sleeping with Apple and Samsung in-sourcing. 

RISK – yes, QCOM can make $7 in EPS per share in 2021 based on 5G. However, as 5G 

slows down in 2024, competition ramps up, who knows where will EPS be.  

CERTAINTY – expect volatility in earnings and cash flows – not a value investment. 

RISK – 5G adoption will not be smooth and can be delayed, don’t get confused by the 

marketing 

Summary – it is a semiconductor company that spent $50 billion on buybacks that didn’t 

help, it is betting on the 5G boom and litigating with customers and the whole world. Have 

fun! 

This analysis will be an example of an exploratory research process. I will start with what the 

company has to say about itself and the investor presentation. 

Company overview 
There are two businesses with QCOM, one is the licensing the other the semiconductors. The 

licensing business is a high margin one and makes 2/3 of EBITDA. 
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When the NXP acquisition fell through, they went on a crazy buyback program, it didn’t help 

much as the stock didn’t go anywhere in the last 8 years practically.  
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The business plan is to grow the semiconductor and licensing revenues through innovative 

and sector leading products.  

 

They have spent $53 billion on buybacks in the last 10 years which is 75% of the current 

market cap. The number of shares outstanding went down 27%, from 1.67 billion to 1.22 

billion.  
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I will never understand the logic of the above but ok.  

 

They have dried up their balance sheet with the buybacks, not indicating financial strength to 

me.  

The question now is, will QCOM reach the cash flow levels it enjoyed in the past thanks to 

5G and whatever is going on in the internet of things. Over the past 6 years, all of QCOM’s 

metrics have been declining, from revenue, margins, cash flows etc.  
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Source: Morningstar - QCOM 

Will things turn around? Possibly, but I am looking for trends that will last forever, not a 

quarter or two or maximally a year or two. 

QCOM’s future 
QCOM has been guiding for a $7 earnings per share year in 2019. But things don’t look rosy.  

 

QCOM’s future also depends on the FTC and Apple lawsuits. If they win, the royalties would 

boost QCOM, but Apple has already switched to Intel modems and making their own chips, 

so it is not really a great long-term deal there. If they get the money, they would probably do 

more buybacks that we have seen as not a great long-term story, again.  

https://financials.morningstar.com/ratios/r.html?t=0P000004J4&culture=en&platform=sal
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Growth, 5G opportunity and long term earnings 
Analysts estimate growth for QCOM based on positive things going on in the 5G sector but 

those things haven’t happened yet. FY 2020 earnings are estimated to be $4.5 in a good 

scenario.  

I think much of the stock price has been protected by the latest $22 billion buyback, if not 

this would bleed. 

The promise is the following, QCOM’s CEO: 

“Snapdragon platform continues to outperform industry benchmarks and 

is well-positioned to successfully enable the low latency, high reliability 

and security requirements of 5G. We continue to extend this expertise 

with handset OEMs and adjacent industries of compute IoT and auto.” 

The above is based on 130,000 patents the company has. The expectations are limited for 

2019 but the management is extremely positive for 2020 and 2021 as 5G rolls out. The 

expectations are that 22% of phones are on 5G in 2022 and 50% in 2025.  

The 5G product 
From where I am looking at this, 5G chips, semiconductors etc. are a commodity. You can 

software it a bit, license it etc. but at some point, you will reach the human needs for speed 

and satisfy those. At that point, it will be a price battle and everybody will bring the price 

down. It is not an environment I would feel good investing as it can change so fast. There is 

always the one or two boom years that excite investors, but this is not value investing. I rather 

make my money with more certainty.  

Apple and Samsung are insourcing their production – this could be very painful and Huawei 

isn’t really in a good spot at the moment.   

Plus, the marketing machine is already selling 5G for 2020, but real application could come a 

few years later that would be very detrimental to producers. Delays allow the competition to 

catch up and lower prices.  

My investing opinion 
Charlie Munger makes investing really simple, he tells us not to do stupid things. For a value 

investor a stupid thing would be to invest somewhere with no margin of safety, exactly what 

QCOM is.  

I think that QCOM will reach earnings per share of $7 somewhere in the 5G boom. I have 

probably read about 10 bullish analyses on QCOM projecting a stock price of $105 when that 

happens. However, when they make that kind of money, every graduate from any tech 

university plus Samsung and all others will be after the profits. This will lead to the current 

situation probably repeating itself.  

https://www.statista.com/statistics/933055/mobile-connections-share-2g-3g-4g-5g-north-america/
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A few years of wonderful earnings followed by nasty surprises alongside the semis cycle. On 

the stock price, when they make $7, it will be about next year, not about the current $7. Like 

it was the case with the buybacks that led nowhere. 

I could be smart about the licencing, 5G snapdragon chip, saving energy, Apple becoming a 

customer again, but this is not value investing. As a value investor I see $53 billion of 

buybacks gone nowhere. Remember, investing is about what will happen next. Value 

investing is about a margin of safety and long term business earnings.  
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I stick to being the boring, unexciting investor as that is what makes me money.  

QCOM doesn’t offer a margin of safety and its future depends on 5G adoption (timing), and 

on litigation outcomes (betting). Timing and betting is not what a value investor does.  

 


