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1. Investment Thesis

Advanced Micro Devices, Inc. (“AMD”) continues to capitalize on the secular growth of
data center and Al-driven computing, posting solid revenue gains and margin improvements
despite some segmental headwinds. Its strategic emphasis on high-performance CPUs
(EPYC) and GPUs (Instinct) is bolstering its presence in data centers, which remains a
central growth pillar amid the rise of generative Al. Furthermore, AMD’s investments in
next-generation technologies—coupled with a measured approach to managing cyclicality
in gaming and embedded markets—positions the company for continued expansion.
However, competitive pressures (NVIDIA in GPUs, Intel in CPUs) and macroeconomic
uncertainties warrant cautious optimism. For investors, AMD’s differentiated product
roadmap, strong partnerships (cloud providers, HPC customers), and increasing gross
margins create a compelling growth narrative—albeit one that requires close monitoring of
competitive and execution risks.

2. Financial Performance Overview

2.1 Revenue Trends
- Q22024:
- Total Revenue: $5.8 billion (+9% YoY)
- Key Drivers:
- Data Center: +114% YoY, reflecting strong EPYC and Instinct GPU sales.
- Client (PC CPUs): +49% YoY, driven by robust demand for Ryzen processors.
- Gaming: -59% YoY, impacted by reduced semi-custom SoC (console) sales.
- Embedded: -41% YoY, due to customer inventory digestion.
- Q3 2024:
- Total Revenue: $6.8 billion (+18% YoY)
- Segment Highlights:
- Data Center: $3.5 billion (+122% YoY), boosted by Al and enterprise workloads.
- Client: $1.9 billion (+29% YoY), supported by Ryzen 5 demand in mainstream PCs.
- Gaming: Continued YoY decline on lower semi-custom revenue.
- Embedded: Sequential improvement despite a YoY decline, indicating partial inventory
normalization.

Takeaway:



1. Data Center remains AMD’s growth engine, benefiting from heightened AI/HPC
demand and expanding cloud partnerships.

2. Client performance is solid but carries thinner margins compared to data center
products.

3. Gaming and Embedded segments are more cyclical, experiencing near-term softness but
showing signs of sequential recovery (particularly in Embedded).

2.2 Profitability & Margins
- Gross Margin
- Improved from ~46% in FY2023 to 49% in Q2 and 50% in Q3 2024, buoyed by a
richer product mix (data center vs. consumer).
- Higher-margin Data Center sales offset gaming weakness and embedded inventory
corrections.
- Operating Income
- Q3: $724 million (+223% YoY), signaling strong operating leverage in the data center
segment.
- Net Income
- Q3:$771 million (+158% YoY), reflecting expanding profitability.
- Operating Expenses
- Grew moderately YoY, primarily due to higher R&D spending on Al accelerators
(Instinct MI300) and next-gen CPUs (EPYC 9005 series).
- Sequential Q3 opex declined slightly, indicative of cautious spending amidst inventory
adjustments.

Commentary:
. AMD’s ongoing shift toward higher-margin data center products drives
margin expansion, even amid short-term headwinds in gaming and embedded segments.
. R&D investments remain elevated, demonstrating AMD’s commitment to
leadership in Al and HPC solutions.

3. Segment Analysis

3.1 Data Center
1. Performance
Q2: +114% YoY, ~$2.8 billion.
Q3: +122% YoY, $3.5 billion, but sequential revenue dips are possible due to inventory
digestion and order timing.
Drivers
EPYC CPUs (4th Gen), addressing enterprise workloads, cloud, and HPC.
Instinct GPUs for AI/ML tasks; strategic partnerships with Microsoft Azure, Google
Cloud, and Oracle.
Strategic Outlook
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AMD is ramping up Al-focused accelerators (Instinct MI300 series) to compete with
NVIDIA in training/inference workloads.

Partnerships and co-design efforts with hyperscalers underscore growth potential in
generative Al.

3.2 Client

. Performance

Q2: +49% YoY, driven by Ryzen processor sales in desktop and mobile.
Q3: +29% YoY, slight moderation as pandemic-era PC demand normalizes.

. Margins

Lower margin profile vs. Data Center, given competitive pricing and consumer-driven
cyclicality.

. Key Focus

Continued push into premium and gaming laptops (Ryzen 7000 series).
Al-enabled features on consumer CPUs (e.g., Al co-processors) could differentiate AMD
in a crowded PC market.

3.3 Gaming
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Performance

Q2:-59% YoY; Q3: further YoY decline.

Reduced demand for semi-custom SoCs used in gaming consoles post-pandemic.
Discrete GPUs

Radeon brand competes with NVIDIA’s GeForce. Market share gains remain volatile.
Outlook

AMD aims to bolster discrete GPU sales in desktop gaming while awaiting potential

refresh cycles for next-gen consoles.

3.4 Embedded
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Performance
Q2:-41% YoY; Q3: continued YoY decline to $927 million, but sequential improvement
(+8% vs. Q2).
Market Drivers
Industrial and automotive saw recovery, offset by slower telecom and networking orders.
Strategic Importance
Diversifies AMD’s portfolio beyond traditional CPUs/GPUs.
Exposed to longer product cycles and broader industrial demand, providing some
stability once inventories normalize.

4. Management Insights & Strategic Priorities

. Al Leadership

Focus on Al accelerators with Instinct MI300X; forging deep ties with cloud providers
(Azure, Oracle, Meta).



Emphasis on open Al software ecosystem (ROCm) to attract developers.
Product Innovation
Upcoming EPYC 9005 series with improved performance-per-watt for data centers.
Next-gen Instinct accelerators supporting large-scale Al model training and inference.
Strategic Acquisitions

- Proposed acquisition of ZT Systems to strengthen AMD’s hyperscale Al system

offerings.
Past acquisitions (e.g., Xilinx) add FPGA and embedded expertise, broadening AMD’s
solution set.

Leadership & Culture
Performance-driven compensation for key executives, emphasizing share-price
outperformance and market-share gains.
Investments in collaborative partnerships, developer resources, and corporate
responsibility underscore a holistic growth approach.

5. Industry & Peer Context

Competitive Landscape
NVIDIA: Dominates Al GPU market; AMD’s Instinct line competes on performance,
energy efficiency, and ecosystem traction.
Intel: Remains a formidable rival in x86 CPUs; AMD’s EPYC line has made notable
inroads in data center share.
Arm-based players (e.g., Amazon Graviton, Ampere) create further disruption in CPU
markets.

Macro Trends
Generative Al Boom: Hyperscalers and enterprises ramping up GPU/CPU demand for
AI/HPC—favorable tailwind for AMD.
Cloud & HPC Growth: Ongoing shift to cloud computing, intensifying demand for data
center solutions.
Cyclical PC Market: Post-pandemic normalization may weigh on consumer CPU sales,
though gaming PC demand remains a niche growth area.

Global Economy & Supply Chain

- Inflation, geopolitical tensions, and logistical challenges persist. AMD’s reliance on

TSMC for chip fabrication underscores potential supply bottlenecks.
Inventory corrections in enterprise and embedded markets may periodically dampen
short-term revenue.

6. Financial Outlook & Valuation Considerations

Revenue Growth
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- Data Center and Al product launches expected to offset near-term console and
embedded softness.

- Mid- to high-teens growth potential if Al/hyperscaler demand remains strong.

Margin Expansion

- Rising contribution from high-margin data center products could sustain gross margins
around 50%+ in the near term.

- Operating leverage to improve if consumer segments rebound, but R&D spend on Al
remains elevated.

Cash Flow & Capital Allocation

- Healthy operating cash flows underpin ongoing R&D investments and possible M&A
(e.g., ZT Systems).

- Management may prioritize share repurchases or strategic partnerships if free cash
flow surges.

7. Risks & Challenges

Competitive Pressure
NVIDIA’s entrenched position in Al GPUs; Intel’s efforts to reclaim data center CPU
share.

Execution Risk
Integrating acquisitions like ZT Systems; timely rollout of EPYC 9005 and Instinct
MI300 series.

. Macro & Supply Chain Volatility

Economic downturns could slow IT spend; potential wafer supply constraints at TSMC.
Segment Cyclicality
Gaming and embedded revenues vulnerable to consumer cycles and inventory
fluctuations.
Regulatory & Geopolitical Factors
Export controls (especially on advanced semiconductors), trade tensions, and shifting
trade policies can impact AMD’s global footprint.

8. Growth Catalysts & Opportunities

. Al & HPC Adoption

Ongoing wave of generative Al requires massive compute resources, offering multi-year
growth runway for AMD’s data center products.

. Diversified Portfolio

EPYC, Instinct, Ryzen, Radeon, and embedded products collectively reduce reliance on
any single market.

. Partnership & Ecosystem Strategy



- Deepened relationships with hyperscalers (Azure, GCP, Oracle), HPC labs, and OEM
partners expand AMD’s market reach.

4. Product Roadmap

- Advanced nodes, improved performance-per-watt metrics, and next-gen architectures can
strengthen AMD’s brand and push further into enterprise, scientific, and Al markets.

9. Conclusion & Investment Outlook

AMD’s strong positioning in Al-centric data center solutions, buoyed by the success of
EPYC CPUs and Instinct GPUs, underpins its robust revenue and margin profile. While
gaming and embedded segments face short-term headwinds from cyclical factors, AMD’s
strategic pivot toward high-margin markets (AI/HPC) and continued product innovation
position it well for sustainable growth. Elevated R&D spending and the pursuit of M&A
deals (ZT Systems) demonstrate an aggressive approach to capturing Al opportunities,
though execution risks persist.



