
 
 
 
ANALYST QUICK NOTES 
New products, M&A announcements, management shakeups, earnings surprises. Whatever the news, 
you want to know what Argus thinks. Our Quick Notes fill this need by providing real-time analysis of 
current news about Argus-covered companies or other market-moving events. Please check back 
regularly for new Quick Notes. Important disclaimer information is on the last page of this document. 
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Thesis 

• Everything is working for Cavium, as it:  
o benefits from its period of aggressive investment in support of new product 

development and ramps; and 
o is enjoying solid early returns from QLogic HBA and Ethernet Connectivity business.  

• Demonstrated success of model will help persuade server makers to go forward with Cavium’s 
ARM based architecture to supplement their x86 architecture. 

• BUY on continued revenue momentum in organic business and margin potential in acquired 
business.  

 
Stock performance 

• CAVM down 15% in 2016, vs. up 35% for peer group. 
• However, CAVM up 56% from low of $35 around time of QLogic announcement. 
• Rose 6% in 2015 vs. up 9% for peers. 
• Traded in $77 range before declining all the way to $36; following solid results, indicated to 

open today at $58-$60. 
 
3016 performance   

• Revenue of $168 million, vs. Street at $160 million (Argus at $168 mm). 
o Organic (Cavium) revenue up 8% q/q, 11% y/y. 
o Also $53 million QLogic revenue from just under half of the 90-day quarter. 

• Non-GAAP EPS at $0.43 vs. Street at $0.39. 
o 12% annual growth. 

 
 
 
 



New product categories: everything is working well 
• Octeon Fusion M (advanced wireless base station processor) entered volume production and 

ramped sharply in wireless infrastructure market; Samsung using to take on Ericsson & Huawei, 
Nokia is also a customer. Fusion-M can be paired with ThunderX, for Cloud RAN (radio access 
networks).   

• Octeon III multi-core MIPS processors ramping in enterprise and data center markets, also 
gaining traction in wireline access, security, and wireless LAN. 

• Octeon III low-core (2 to 4 cores) leads revival in Broadband access.  
• Nitrox V (security processors) very strong in delivery control market and cloud data center; 

customers include F5, Cisco, Palo Alto, and Citrix (in other words, all major players in security 
appliances). New opportunity in data center encryption. 

• ThunderX 64-bit ARM-based processor platforms are now in five data centers in Asia and U.S; 
includes mega-scale Asian customers; US and Europe customers completed rack-level proof of 
concept, now ordering for 4Q beginning deployments. 

• Liquid IO, which enables server virtualization at the line card level, is now in its second iteration. 
Amazon has renewed purchases of Liquid IO 1 and is looking at Liquid Security. 

• Liquid Security should see revenue ramp in 2H16; leading customer, and new customers in 
financial services; pairs nicely with QLogic HBAs and Ethernet connectivity. 

• Xpliant top of rack switches received first volume production orders in Q3; production orders 
successfully fulfilled; additional tier 1 customers to ramp. 

 
QLogic 

• Slow-growth business, but now more profitable. 
• During quarter, exercised manufacturing rights to QLogic chip designs; allows CAVM to purchase 

wafers at cost rather than purchase through third-party ASIC vendor (Broadcom); Cavium no 
longer to pay royalty payments. 

• Full benefit of end-of-royalty and reduced costs will flow through COGS within next few quarters 
and add to overall profitability. 

 
Conclusion 

• We believe that Cavium is positioned for multiple years of above-peer-average revenue and 
profit growth as data center and cloud products ramp to volume and wireless recovers.  

• Despite rallying $22 of lows of $36, CAVM shares still down in double digits this year and appear 
attractive.  

• We are reiterating our BUY rating on CAVM to a 12-month target price of $66. 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
DISCLAIMER 
This Note reflects the current thinking of an Argus analyst anticipating or responding to corporate earnings 
reports or other news relevant to covered companies. This Note may be an initial, real-time response to 
developments that are expected to impact stocks under coverage; as such, it does not imply that the 
information in it is correct as of any time after its preparation or that there has been no change in the 
business, financial condition, prospects, creditworthiness or status of a covered company. The views or 
opinions expressed in this Note are subject to change pending further analysis. This Note is produced and 
copyrighted by Argus Research Co., and any unauthorized use, duplication, redistribution or disclosure is 
prohibited by law and can result in prosecution. The opinions and information contained herein have been 
obtained or derived from sources believed to be reliable, but Argus makes no representation as to their 
timeliness, accuracy or completeness or for their fitness for any particular purpose. This Note is not an 
offer to sell or a solicitation of an offer to buy any security. The information presented in this Note is for 
general information only and does not specifically address individual investment objectives, financial 
situations or the particular needs of any specific person who may receive this Note. Investing in any 
security or investment strategies discussed may not be suitable for you and it is recommended that you 
consult an independent investment advisor. Nothing in this Note constitutes individual investment, legal or 
tax advice. Argus may issue or may have issued other reports that are inconsistent with or may reach 
different conclusions and opinions than those represented in this Note, and all opinions are reflective of 
judgments made on the original date of publication. Those reports may reflect the different assumptions, 
views and analytical methods of the analysts who prepared them and Argus is under no obligation to 
ensure that other reports are brought to the attention of any recipient of this Note or to update or keep 
current the information contained in other reports so that such information is consistent with, or not 
contrary to, the information contained in this Note. Argus Research is an independent investment research 
provider whose parent company, Argus Investors’ Counsel, Inc., is registered with the U.S. Securities and 
Exchange Commission. Argus Investors’ Counsel is a subsidiary of The Argus Research Group, Inc. Neither 
The Argus Research Group nor any affiliate is a member of the FINRA or the SIPC. Argus Research is not a 
registered broker dealer and does not have investment banking operations. Argus shall accept no liability 
for any loss arising from the use of this report, nor shall Argus treat all recipients of this report as 
customers simply by virtue of their receipt of this material. Investments involve risk and an investor may 
incur either profits or losses. Past performance should not be taken as an indication or guarantee of future 
performance. Argus has provided independent research since 1934. Argus officers, employees, agents 
and/or affiliates may have positions in stocks discussed in this report. No Argus officers, employees, agents 
and/or affiliates may serve as officers or directors of covered companies, or may own more than one 
percent of a covered company’s stock. 
 
Argus Investors’ Counsel (AIC), a portfolio management business based in Stamford, Connecticut, is a 
customer of Argus Research Co. (ARC), based in New York. Argus Investors’ Counsel pays Argus Research 
Co. for research used in the management of the AIC core equity strategy and model portfolio and UIT 
products, and has the same access to Argus Research Co. reports as other customers. However, clients and 
prospective clients should note that Argus Investors’ Counsel and Argus Research Co., as units of The Argus 
Research Group, have certain employees in common, including those with both research and portfolio 
management responsibilities, and that Argus Research Co. employees participate in the management and 
marketing of the AIC core equity strategy and UIT and model portfolio products. 
 
 


