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RECOMMENDATION 12-MONTH TARGET INVESTMENT SCORE

BUY $470 — $520 7517100

ggzrr;m Price (Jul 22, $396.81 Market Cap ~$1.83T 52-Week Range iigg ég -

Prior Close ?328275090 ) Trailing P/E ~62X Forward P/E ~24x (FY27E)
Dividend / Yield ?éggo//o Shares Out. ~46B Short Interest 1.47% of float
FY2025 Revenue ?fz‘o’ﬁ/o? FY2025 FCF $26.9B Net Debt ~$46 B

Investment Thesis

Broadcom has transformed from a diversified chip-and-software conglomerate into the central merchant enabler of the custom Al
accelerator build-out. It designs roughly seven of every ten custom Al chips (XPUs) shipped by hyperscalers and pairs that
silicon with the industry's leading Al networking portfolio, while its VMware-anchored software segment throws off high-margin,
recurring cash flow. Fiscal Q2 2026 delivered $22.2 B of revenue (+48% YoY) and a record $10.8 B of Al semiconductor
revenue (+143% YoY), with management guiding to $16 B of Al revenue in Q3 and reiterating a target of more than $100 B of
annual Al revenue by fiscal 2027 against a disclosed backlog exceeding $70 B. The franchise quality, operating margins near
67%, and cash generation are exceptional and rare at this scale.

The debate is not the business, it is the price. Shares trade at roughly 62x trailing earnings and still command a mid-20s multiple
on optimistic forward numbers, and the stock fell about 13% on the day of a clear Q2 beat — a signal that expectations are
priced close to perfection. The stock has since retraced roughly 20% from its June high of $495 to $397, which improves the
entry point but does not remove the underlying valuation and concentration risk. This report rates AVGO a Buy for investors
willing to accumulate on weakness and size the position modestly, with the recommendation contingent on the multi-year Al
ramp converting backlog into delivered revenue on schedule.

Analytical Framework — What Actually Drives Returns Over 1-2 Years

Broadcom is not a generic semiconductor name and is not judged on a generic template. Over the next eight quarters,
shareholder returns will be governed by five variables: (1) the pace at which the $70 B+ Al backlog converts into recognized
revenue and whether the fiscal 2027 >$100 B Al target proves credible; (2) customer concentration — a handful of hyperscalers
(Google, Meta, and newer XPU wins including OpenAl, Anthropic and Apple) drive the majority of Al upside; (3) gross and
operating margin durability as the mix shifts toward custom silicon and networking; (4) free-cash-flow conversion and de-levering
of the VMware debt; and (5) the valuation multiple the market is willing to pay, which is the single most volatile input. Each
analytical section below is scored against these drivers rather than against a checklist.
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1. Business & Revenue Model

Broadcom operates two reporting segments. Semiconductor Solutions (about 68% of Q2 FY2026 revenue) spans custom Al
accelerators (XPUs), Al and datacenter networking (Ethernet switching/Tomahawk and Jericho, PCle, optical, NICs), broadband,
wireless (a large custom RF relationship with Apple), server storage and industrial. Infrastructure Software (about 32%) is built
around VMware, complemented by mainframe and security software (CA, Symantec), sold increasingly as subscription bundles
(VMware Cloud Foundation) with very high renewal economics. The economic engine today is Al: Al semiconductor revenue
was a record $10.8 B in Q2 FY2026, about 49% of total revenue and 72% of the semiconductor segment.

The competitive advantage is threefold. First, custom-silicon design leadership: Broadcom's IP in SerDes, packaging, and
networking, plus a deep co-design relationship with TSMC, makes it the default partner when a hyperscaler wants to build its
own accelerator. Second, switching costs: once a customer co-develops a multi-generation XPU roadmap with Broadcom,
migration is extremely costly and slow. Third, the software segment supplies durable, counter-cyclical cash flow that funds R&D
and dividends. The principal disadvantage is dependence on a small number of very large customers and on a single foundry
(TSMC).

2. Industry & Competitive Positioning

The Al compute market is bifurcating into merchant GPUs (dominated by NVIDIA, ~70% of total Al silicon) and custom
ASICs/XPUs designed for specific hyperscaler workloads. Custom ASIC shipments are projected to grow roughly 45% in 2026,
nearly triple the ~16% growth of merchant GPUs, as hyperscalers pursue lower cost-per-token and supply diversification away
from NVIDIA. Broadcom and Marvell together control an estimated ~95% of the custom-ASIC co-design market, with Broadcom
holding roughly 70%. Broadcom is therefore a primary beneficiary of the fastest-growing sub-segment of Al compute, while also
selling the Ethernet fabric that scales these clusters.

Merchant GPU leader; the platform AVGO customers seek to . Very strong .
NVIDIA (NVDA) supplement or displace with custom silicon very high (CUDA) Rich
Marvell (MRVL) Direct gustom—ASI-C rival (Trainium, Maia); the only true High Strong Rich
co-design competitor
AMD (AMD) Merchant GPU/CPU challenger; limited custom-silicon overlap High Moderate Rich
Arista / Cisco Compete in Al/datacenter Ethernet switching against Moderate Moderate Moderate

Broadcom silicon & systems

AVGO's durable edge is the combination of custom-silicon share and networking; its vulnerability is that its largest customers are
also its potential competitors, since hyperscalers retain in-house design teams and could internalize more of the stack over time.
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3. Financial Analysis

Total Revenue $51.6 B $63.9B $22.2B Accelerating; +48% YoY in Q2 on Al
Al Semiconductor Rev. ~$12.2B ~$25B $10.8B Record; +143% YoY, ~49% of revenue
Gross Margin (GAAP) ~63% ~68% ~68% Mix shift to software + custom silicon
Operating Margin ~30% ~62% (adj) 67% (rec.) Best-in-class scale economics

GAAP Net Income $5.9B $23.1B strong FY24 depressed by VMware charges
Adj. EBITDA ~$31.9B $43.0B — +35% YoY; ~67% margin

Free Cash Flow ~$19.4 B $26.9B $10.26 B Elite FCF conversion (>45% of rev)
ROE / ROIC — ~37% [ ~25% — High returns on capital

Total Debt / Cash — ~$66 B/ $19.6 B —_ VMware-related; de-levering underway

Figures are company-reported and consensus/aggregator estimates; FY = fiscal year ending late October/early November. Some FY2024/FY2026 figures are
approximate where only summary data was available.

The financial profile is among the strongest in large-cap technology: ~68% gross margin, operating margins near the mid-60s,
and free cash flow approaching half of revenue. Capital allocation prioritizes the dividend (raised ~10% for FY2026, ~40%
payout) and debt reduction from the $66 B carried after the $69 B VMware acquisition, with buybacks secondary. The one
caveat is balance-sheet leverage: cash of ~$19.6 B against ~$66 B of debt leaves net debt near $46 B, comfortably serviceable
given FCF but a constraint on aggressive new M&A. Stock-based compensation and the elevated GAAP-to-non-GAAP gap
warrant monitoring.

4. Management & Capital Allocation

CEO Hock Tan has one of the strongest long-run value-creation records in semiconductors, built on disciplined M&A (LSI,
Brocade, CA, Symantec, VMware), aggressive cost extraction, and consistent free-cash-flow growth. Guidance has been reliably
met or beaten, and the Al revenue disclosures (per-quarter figures and multi-year targets) have so far tracked or exceeded
management's own numbers. The offsets: the operating model is famously aggressive on pricing and cost, integration is
disruptive to acquired customers, and insiders have been persistent net sellers — Hock Tan sold roughly $50 M and other
executives tens of millions over the past year (e.g., the Chief Legal Officer sold ~$9.7 M at $387 in late June 2026). Insider
ownership nonetheless remains meaningful at ~1.1% (~$20 B). On balance, management is a clear asset.
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5. Growth Drivers

Al XPU ramp toward $100B+ FY2027 target Short-Med
New XPU customer wins (OpenAl, Anthropic, Apple) Short-Med
Al Ethernet / networking scale-out attach Short
VMware subscription conversion & margin lift Short-Med “
Sovereign / enterprise Al infrastructure demand Med-Long “ “
6. Key Risks

Valuation de-rating — ~62x trailing P/E priced for perfection Valuation
Customer concentration; hyperscalers in-source XPU design Competitive “
Al capex digestion / cyclical air-pocket in orders Industry “
Single-foundry dependence on TSMC (geopolitical) Operational
Debt load limits flexibility; rate/refi risk Financial [ Med |
Circular Al financing (vendor-funded compute deals) Financial “ “

The dominant near-term risk is not operational but valuation: a business priced for a flawless multi-year ramp has little margin for
a single soft quarter, as the ~13% post-earnings drop on a Q2 beat demonstrated.
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7. Valuation

Broadcom is valued on forward earnings power and a scenario-weighted view, cross-checked against peers and its own history.
At $396.81 the stock trades at ~62x trailing GAAP earnings and roughly a mid-20s multiple on optimistic FY2027 estimates — a
premium to the semiconductor group but arguably warranted by ~50% revenue growth, ~67% margins and software-like
recurring cash flow. The trailing multiple sits above the long-run average, so the investment case rests on earnings growing into
the multiple rather than on multiple expansion. A DCF is highly sensitive to the terminal Al growth assumption; the honest
conclusion is a wide fair-value band. Blending the scenarios below yields a probability-weighted fair value of roughly $440-$460,
about 11-16% above the current price, with a favorable skew if the Al ramp delivers and material downside if it stalls. On that
basis the stock is fairly-to-modestly undervalued after the recent pullback.

Al >$100B delivered ahead of plan; margins hold;

Bull 30% ~$150 B ) $540-$580
multiple re-rates

Base 50% ~$130-135 B Al ramp roughly on target; steady margins; multiple $440-$480
stable

Bear 20% ~$95-105 B Capex digestion / in-sourcing slows orders; multiple $240-$280

compresses

Probabilities sum to 100%. Fair-value ranges reflect scenario earnings applied to plausible forward multiples; they are analytical estimates, not price predictions.

8. Market Sentiment

Sell-side sentiment is strongly positive: consensus is Strong Buy with essentially zero sell ratings and an average target broadly
in the $490-$525 range (~24-32% above spot). Institutional ownership is high and stable. Short interest is low at ~1.47% of float
(=70 M shares), indicating little bearish positioning. The one contrary signal is insider behavior: executives have been consistent
net sellers over the past year, though much of this is programmatic. Net, external sentiment is constructive but crowded — a
positive for momentum and a risk if the Al narrative wobbles.
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9. Technical Setup

Indicators computed directly from the daily OHLCV series (100 sessions, Feb 27 — Jul 22, 2026). The 200-day averages require a longer series than was
retrievable in this environment and are described qualitatively.

Price $396.81 —

SMA 20 $380.73 Price above — short-term up

SMA 50 $400.81 Price just below — mild resistance

SMA 100 $379.84 Price above — intermediate support

EMA 20 / EMA 50 $385.78 / $389.19 Price above both

RSI (14) 53.6 Neutral — not overbought/oversold

MACD (12,26,9) -2.37 / signal -4.36 Histogram +1.99, bullish crossover forming
ATR (14) $16.84 (4.2%) Elevated volatility

Volume (20d avg) 23.4 M vs 27.6 M (50d) Declining — selling pressure easing
Recent range $357 — $407 Consolidation after post-earnings selloff

The chart shows a stock recovering from a sharp post-earnings selloff (from ~$479 on Jun 3 to a July low near $357) that has
reclaimed its 20- and 100-day averages, with a bullish MACD crossover forming and fading volume on down-days. The 50-day
(~$401) is immediate resistance; the July low (~$357) is key support. Momentum is constructive but not extended — consistent
with accumulating on dips rather than chasing. Technicals are used for timing only and do not override the fundamental view.

10. Scorecard

Business Quality Elite dual-engine franchise; Al + sticky software
Financial Strength 8 ] ~68% GM, huge FCF; offset by ~$66B debt
Competitive Advantage 9 [ ;(7,2:? custom-ASIC design share; high switching
Management 8 ] Exceptional allocator; aggressive; insider selling
Growth Potential 9 ] $70B+ backlog; >$100B FY27 Al target
Valuation 4 [ ~62x trailing; priced for perfection

Risk Profile 5 ] Concentration, cyclicality, valuation risk
Technical Setup 6 ] Recovering; MACD improving; neutral RSI

Weighted Investment Score

The overall score weights business quality, competitive advantage and growth at 15% each, financial strength and valuation at
15% and 15%, management 10%, risk 10%, and technicals 5%. Applying the component scores: Business 9, Financial 8, Moat
9, Management 8, Growth 9, Valuation 4, Risk 5, Technical 6 — the weighted result is approximately 75 / 100. The elite
operating scores are deliberately dragged down by a low valuation score and moderate risk score, which is the correct tension
for this stock: a superb company at a demanding price.
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11. Recommendation — BUY (Moderate Conviction)

Broadcom earns a Buy rather than a Strong Buy. The business quality, moat and growth runway justify ownership, and the
~20% pullback from the June high to $396.81 has improved risk/reward. It is not a Strong Buy because the valuation offers
limited margin of safety and returns depend on a multi-year ramp executing nearly flawlessly. The rating suits accumulation on
weakness with disciplined position sizing, not an all-in purchase at any price.

Entry (spot) Ideal Buy Range Cut-Loss
$396.81 $360 — $400 $348
Take-Profit 1 Take-Profit 2 Risk / Reward

$470 $520 ~20:1

Expected upside / downside: ~18% to TP1 and ~31% to TP2 versus ~12% to the cut-loss; probability-weighted fair value
~$450.

Holding horizon: 12—-24 months, aligned with the fiscal 2026—-2027 Al revenue ramp.

Position size: Moderate. A 3-5% portfolio weight is appropriate; avoid a full-size position given valuation and single-stock
concentration risk.

Suggested allocation: 3-4% core, with dry powder to add toward the lower buy range or on a retest of ~$357 support.

What would change the view. Upgrade toward Strong Buy on a valuation reset (high-$300s/low-$400s while estimates keep
rising) or confirmation that FY2027 Al revenue is tracking above $100 B. Downgrade to Hold/Avoid on evidence of Al order
digestion, a hyperscaler pulling XPU design in-house, gross-margin erosion, or a decisive break below the ~$357 July low on
rising volume.

12. Final Verdict

Would an investor put their own capital into Broadcom at $397 today? On balance, yes — but as a measured, add-on-weakness
position rather than a conviction maximum. The reasoning: Broadcom is the best-positioned merchant supplier to the
custom-Al-silicon build-out, with ~70% design share, a $70 B+ backlog, ~67% operating margins, and ~$27 B of annual free
cash flow — a genuinely rare combination of growth and profitability. The recent 20% drawdown has taken some of the froth out
of a stock that was priced for perfection, and the scenario-weighted fair value sits modestly above the current price with an
asymmetric upside if the ramp delivers.

The single biggest concern is valuation compression risk in a demand air-pocket: because the stock still discounts years of
flawless execution, any sign that hyperscaler Al capex is being digested — or that a major customer is internalizing more of its
silicon — could compress both estimates and the multiple simultaneously, as the ~13% post-earnings drop on a Q2 beat
foreshadowed. The thesis is invalidated by decelerating Al bookings, margin erosion, or loss of a flagship XPU program.
Managed with a modest position size, a defined cut-loss, and willingness to add lower, the risk/reward is favorable over a
one-to-two-year horizon.

Disclaimer. This report is for informational and educational purposes only and does not constitute investment, legal, or tax advice or a recommendation
to buy or sell any security. It was prepared from public sources and company disclosures believed reliable but not guaranteed; certain figures are
estimates and as-of dates vary (price as of July 22, 2026). Technical indicators were computed from a 100-session daily series; longer-horizon (200-day)
averages were unavailable and are described qualitatively. Markets involve risk of loss. Investors should conduct their own due diligence and consult a
licensed financial adviser before acting.
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