
AMBARELLA:

Long Idea



Macro view

• Leading indicators: Leading indicators are strong, particularly so in the US even though building 
permits saw a drawback. Mixed comments with problems in the supply chain, labor shortage and 
inflation with higher commodity prices seem to be common themes across many industries as 
demand increases. 



Industry Top-Down

• It’s trading at a high premium to the semiconductor (small/mid market cap) sector, with above 
average earnings  and revenue growth. Also, highest positive chance in estimates.



Industry Top-Down

• Historical EPS suggest some kind of turnaround story in this stock. Not entirely since it 
is already trading at a premium.



Company Overview



Company Overview

DESCRIPTION: 
Ambarella, Inc. develops semiconductor solutions for video that enable high-definition (HD) and ultra-HD 
compression, image processing, and deep neural network processing worldwide. Its solutions enable the 
creation of video content for wearable cameras; automotive cameras; drones; etc. Important note: 
Ambarella’s foundry of choice is Samsung



Company Overview

• Very low short interest an no anomalies in institutional holdings



Quantitative analysis-  Top-line

• Their sales momentum started increasing since late 2020 and is accelerating.



Quantitative analysis – Bottom-line

• EPS also accelerating, but with operational leverage.



Quantitative analysis – R&D and focus on operational leverage

• Significant R&D investments they made in the past are starting to yield results, recent momentum can be 
partially explained by this dynamic. 

“Just fast forward in 5 years from when we made the 
initial investment in CV2, most recently reported quarter, 
we're now showing significant momentum on the 
revenue line with our computer vision products. We've 
said there'll be at least 25% of revenue this year, given 
that they carry 2x ASP that translates into -- it will be 
about 10% or 12% of our units this year.
And most importantly, the operating leverage from this 
incremental TV revenue is now starting to drive our 
operating margins, which reached 16.9% in the last 
quarter and consensus has them advancing around 20% 
in the next quarter.” - Deutsche Bank Technology 
Conference 2021, September 9th



Quantitative analysis – Last Quarter and Estimates

LAST QUARTER

• Last quarter was really strong, enough to propel the stock in an almost 50% 
upward move.

• Ambarella reported second-quarter earnings, handily outpacing the consensus 
estimate by 40%..

• Revenues of $79.3 million beat the consensus mark of $75.8 million and increased 
58% year over year. Ambarella’s top-line growth was mainly driven by improvement 
in the automotive and security camera businesses.

• Non-GAAP gross margin was 62.8%, up 40 basis points (bps) year over year in the 
second quarter.

• They have never missed estimates

• Revenue is expected to be between $88.0 million and $92.0 million.  (Up 10-15%)  

• Gross margin on a non-GAAP basis is expected to be between 61.0% and 63.0%.

• Earnings per diluted ordinary share of $0.35. This compares with earnings per diluted ordinary share of $0.06, for the same 
period in fiscal 2021.

GUIDANCE



Qualitative analysis – Revenue (Taiwan and concentration risks)

• The Company operates in one reportable segment related to the development and sales of low-power, high-definition 

(HD), Ultra HD video compression, image processing and computer vision solution.

• Geographically speaking, 62.5% of their revenues come from Taiwan, 25% from Asia Pacific, 5% from Europe and 7% from 

North America.

• CLIENT CONCENTRATION: Wintech and Chicony, which accounted for approximately 61.6% and 15.8% of total 
revenue for the three months ended July 31, 2021, respectively, and accounted for approximately 62.4% and 15.8% of 
total revenue for the six months ended July 31, 2021, respectively



Qualitative analysis – Revenue – Expansion to new clients

“Motorola's video security portfolio now includes IP camera makers of digital, telecom and IndigoVision as 
well as [indiscernible] of U.K.-based police body-worn camera supplier and WatchGuard, a supplier of 
police vehicle cameras. All of these companies are Ambarella customers. Ambarella's CV4 AI Vision SoC 
continue to gain share in a professional IoT security camera market, with most major manufacturers have 
chosen our CV SoCs. During the quarter, European giant Bosch introduced its first 3 families of cameras 
based on Ambarella's CV SoCs. Bosch introduced the 5000i based on our CV22 and the 7000i and 8000i 
based on our CV2 SoCs.”

• Just as they have scaled their business with their main clients, there is no reason to think this will not also 
be the case with the new customers they have acquired because of the disruptive quality of their AI 
driven technology.

“Last quarter, we announced 4 examples from the Shanghai Auto Show. And this quarter, we are pleased to 
announce 3 additional wins; KeepTruckin, Yandex and Solera.”



Qualitative analysis – Inventories 

• Inventories continue to rise. Inventory increased by 27.2% QoQ to $42.1M in Q2, up 
from $33.1M at the end of Q1. Inventory has now increased by 61.3% since the start of 
the fiscal when it stood at $26.1M. While some consider the big increase in inventory a 
potential sign of trouble, AMBA believes it needs to build inventory in order to meet the 
increase in demand, while also hedging against supply chain disruptions that are still out 
there. Cash flow improved as well. 

• From the Q2 earnings call:

“On a sequential basis, work in progress was up sequentially to support the rising demand, while the 
finished goods inventory was down and at two-year lows. Our Q2 operating cash flow was a positive 14.4 
million or about 18% of revenue. This compares with an outflow of 4.5 million the prior quarter.”



Qualitative analysis – Supply Chain 

“On the supply side, Texas foundry was a problem in Q1 and Q2, but we will recover from the second half, 
like Louis said, and that will become less impact”

• Some of the disruptions they had are easing in the second half of the year.

• Emergence of supply chain disruptions (specifically those affecting Samsung) were 
concerning, but earnings reports released earlier in the year made it clear growth was on the 
upswing regardless.

“Our largest competitor in the security camera SoC market, HiSilicon, a unit of Huawei, is 
facing headwinds of their own”



Qualitative analysis – Estimate Revisions

• Revenue

• Earnings



Qualitative analysis – Growth prospects: TAM

• There is a huge opportunity in this large and growing market, led by Automotive Driverless tech 
market.



Qualitative analysis – Growth prospects: TAM



Qualitative analysis – Growth prospects: TAM



Qualitative analysis – Growth prospects: Market fragmentation



Catalysts

• Earnings Call Nov 23rd ( estimated )

CATALYSTS EXCLUDING EARNINGS:

• Analyst revisions: there seems to be momentum in this regard and analysts are starting to upgrade this stock already. With the 
operational leverage this company is showing it is likely this trend will continue.

• Landing new clients: This has certainly been a catalyst for last quarter and there also seems to be a positive trend regarding the 
acquisition of new customers. 

o Announced Q2 F2022: KeepTruckin, Yandex, Solera/Omnitracs 
o Announced Q1 F2022: Autocruis, Momenta 

• More joint venture announcements: 



Catalysts

• ACQUISITION:

This is more of a stretch and not the base case of the idea, but the size and disruptive nature of this 
company certainly allow for it. 



Volatility Assessment and Price target

• Using the implied volatility calculation, we can get to a realistic price target of 200, 
which equals a 35% move in the underlying.



Trade Structure

• As next earnings is likely to be the really strong catalyst, the preferred structure here is a calendar 
spread (about 10% OTM).

If we are right in our 
timing, we get 3:1 
ratio
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