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MANAGEMENT DISCUSSION SECTION 
 
 

Operator: Good Day and thank you for standing by. Welcome to the Arm Second Quarter Fiscal Year 2027 

Webcast and Conference Call. At this time, all participants are in a listen-only mode. After the speakers' 

presentation, there will be a question-and-answer session. [Operator Instructions] Please be advised that today's 

conference is being recorded. 

 

I would now like turn the conference over to your first speaker today, Ian Thornton, Vice President of Investor 

Relations. Please go ahead. 
 .....................................................................................................................................................................................................................................................................  

Ian Thornton 
Vice President-Investor Relations, Arm Holdings Plc 

Thank you very much, and welcome to our second quarter fiscal 2027 earnings call. On the call are Rene Haas, 

Arm's Chief Executive Officer; and Jason Child, Arm's Chief Financial Officer. Today's call contains forward-

looking information about the company and its financial results. While these statements represent our best current 

judgment, our business is subject to many risks and uncertainties that could cause actual results to differ 

materially. Important risk factors that may affect our business and future financial results are described in our 

Annual Reports on Form 20-F filed with the SEC. Arm assumes no obligation to update any forward-looking 

statements. 
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We will also refer to non-GAAP financial measures. Reconciliations of these non-GAAP financial measures to the 

most directly comparable GAAP measures can be found in our shareholder letter. That's a discussion of certain 

projected non-GAAP financial measures that we're not able to reconcile without unreasonable effort and 

supplemental financial information. Our earnings materials are available at investors.arm.com. 

 

And with that, I'll turn the call over to Rene. 
 .....................................................................................................................................................................................................................................................................  

Rene Anthony Andrada Haas 
Chief Executive Officer & Director, Arm Holdings Plc 

Thank you, Ian. And good afternoon, everyone. Arm delivered a record second quarter. Revenue reached $1.44 

billion, up 27% year-over-year, marking our fifth straight quarter of growth above 20%. License and other revenue 

grew 50% to $773 million, driven by our partners increasing their investment in the ARM Compute platform. This 

strong licensing momentum is an important leading indicator of future royalties, which we expect to accelerate as 

these new designs enter production. Second quarter royalty revenue grew 8% to $670 million, with data center 

royalties doubling year-over-year. And non-GAAP earnings per share increased 33% to $0.52 while we continue 

to increase our investment in R&D. 

 

AI is driving unprecedented demand for compute across the cloud, devices, and autonomous systems, with ARM 

being the compute platform of choice. Today, our business is now driven by two rapidly growing areas: the IP 

business, where partners are increasing investment in the Arm compute platform and deploying record numbers 

of Arm-based chips, and our new silicon business, where demand for the Arm AGI CPU is extremely strong, both 

leverages the same Arm compute platform and software ecosystem. 

 

We are seeing these two growth vectors play out clearly in the data center, where our partners are expanding 

their deployment of Arm-based infrastructure alongside strong demand for Arm-designed silicon. Oracle Cloud 

Infrastructure, OCI, is a key example of how these two businesses reinforce one another. Today, OCI offers 

NVIDIA Vera CPUs built on Arm and in addition plans to offer Arm AGI CPU instances in 2027. 

 

Since launching the Arm AGU (sic) [AGI] CPU in March, customer demand has continued to strengthen. We've 

secured purchase orders from multiple customers extending through calendar 2027, and first commercial 

deliveries remain on track for fiscal Q4 2027. Our confidence in achieving up to $2 billion of revenue in Arm AGI 

CPU across fiscal 2027 and 2028 has increased over the last 90 days, supported by additional supply and 

customer mix. We remain focused on expanding capacity to meet growing customer demand. 

 

Power availability makes performance and efficiency even more important. Morgan Stanley projects a 38-gigawatt 

global data center power shortfall through 2028. Arm is helping customers address this constraint by delivering 

more useful compute from power already available. At OCP, independent testing by Signal65 show the Arm AGI 

CPU delivering approximately twice the performance per rack versus the AMD EPYC 9755. This type of 

improvement could reduce the projected global power shortfall by half. 

 

Our data center royalties has doubled year-over-year and Arm-based server market share at the top hyperscalers 

has more than tripled from 15% in calendar 2024 to more than 50% in calendar 2025. Based upon expected 

ramps across Google Axion, AWS Graviton, Microsoft Cobalt, and NVIDIA platforms, we now expect that share to 

exceed 60% by the end of calendar 2026. 

 

Beyond the data center, Arm's role in edge AI increases as AI agents become more capable and persistent. Arm-

based PCs have now reached 20% of global shipments. Google recently announced Googlebook, a new category 

of AI-native laptops built for Gemini Intelligence, with Arm serving as the primary compute platform for many 
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models. NVIDIA's RTX Spark systems, which are now available, further expand Arm into local AI, content 

creation, and gaming. 

 

In smartphones, Arm recently announced CSS for Mobile 2 which improves performance of agenting AI 

workloads by up to 70% through SME2. Our first AI-native Mali GPU delivers up to 4 times the frame rate at the 

same sustained power. These capabilities allow more AI and richer experiences to run directly on the device 

without compromising battery life. 

 

Arm is the platform of choice for physical AI. Royalty revenue grew 50% year-over-year, driven by advanced 

driver assistance and in-vehicle infotainment. We also launched Arm Total Design for Physical AI, bringing 

together more than 80 companies to accelerate the development and deployment of complete physical AI 

systems. For the first time, our partners reported more than 10 billion Arm-based chips shipped in a single 

quarter, an increase of 1.5 billion year-on-year, supported by a software ecosystem of more than 30 million 

developers. 

 

Demand for Arm technology has never been stronger as AI is driving more complex designs and greater demand 

for power efficient compute. Our IP business generates licensing revenue as those designs begin, and royalties 

as they enter production. And now, Arm AGI CPU as a new direct silicon business built on the same compute 

platform and software ecosystem. That gives Arm two powerful growth engines, which we expect to accelerate 

revenue at a faster pace in the future. 

 

And with that, I'll turn it over to Jason. 
 .....................................................................................................................................................................................................................................................................  

Jason E. Child 
Executive Vice President & Chief Financial Officer, Arm Holdings Plc 

Thank you, Rene. We delivered another strong quarter with total revenue growing 27% year-on-year to $1.44 

billion. This was a record for our second quarter and our second highest quarterly revenue ever, reflecting 

continued strength in our business. License and other revenue was $773 million, up 50% year-on-year, also a 

record for the second quarter and our second highest quarter ever. License revenue was around $100 million 

higher than we had anticipated, due an acceleration of interest from customers wanting to sign long-term 

commitments to access Arm technology. 

 

During the quarter, we signed three new Arm Total Access agreements, bringing the total number of active ATA 

subscriptions to more than 60. This included one of our major customers signing their first ATA license. We also 

signed four additional Compute subsystem licenses, two for data center chips and two for smartphones. For 

established customers, these agreements broaden and deepen access to our future technology road map and 

provide an important foundation for Arm's future royalty growth. In addition, we are seeing ATA and CSS as a way 

for newer customers who have previously made only limited use of Arm technology to accelerate their adoption, 

with several signing ATA or CSS licenses during the quarter. 

 

Of the $773 million in license revenue, our agreement with SoftBank for technology licensing and design services 

contributed $209 million, up 17% year-on-year. We expect the quarterly run rate for the rest of the year to remain 

around this level. Annualized contract value grew 12% year-on-year. As we have discussed before, license 

revenue can vary significantly from quarter-to-quarter based on the timing and accounting treatment of large 

agreements. So, ACV remains a useful measure of the underlying licensing trend. 

 

Turning now to royalty. Royalty revenue was $670 million, up 8% year-on-year, also our highest ever figure for 

Q2. Cloud AI remained the largest growth driver. Once again, data center royalty doubled year-on-year as Arm-
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based CPUs ramp across AI infrastructure and general purpose cloud workloads. Physical AI royalty revenue 

grew 50% year-on-year, driven by increasing adoption of Arm technology in automotive and robotics. 

 

In edge AI, royalty revenue was roughly flat year-on-year. Higher memory prices continued to pressure 

smartphone unit sales, particularly in the mid- and lower-tier segments. That headwind was offset by the benefit 

we continue to see from higher royalty rates as our latest Armv9 and CSS technologies are adopted. As 

smartphone markets conditions normalize, we expect edge AI royalty revenue to re-accelerate. 

 

As Rene discussed, customer demand for the Arm AGI CPU remains very strong. Last quarter, we said that we 

had increased confidence in achieving more than $1 billion across fiscal year 2027 and 2028. In the past 90 days, 

we have signed purchase orders from multiple customers and signed supply agreements with companies in our 

supply chain, giving us increased confidence in achieving up to $2 billion across fiscal 2027 and 2028. We will 

provide another update at our Q3 results, which is when we'll have better visibility. 

 

Turning to operating expenses and profits. Non-GAAP operating expense was $774 million, up 19% year-on-year, 

as we continued to expand our engineering capacity and invest in next generation platforms, Compute 

subsystems, and our Arm AGI CPU product family. Non-GAAP operating income was $638 million, up 37% year-

on-year. Non-GAAP operating margin was 44.2%, up 300 basis points from a year ago, as revenue outpaced 

operating expense growth. Non-GAAP EPS was $0.52, up 33% year-on-year. Importantly, even at these elevated 

levels of investment, we generated free cash flow of $1.1 billion over the trailing 12 months, giving us the flexibility 

to continue to invest for long-term growth. 

 

Turning now to guidance. For Q3, we expect revenue of $1.54 billion, plus or minus $50 million. At the midpoint, 

this represents growth of approximately 24% year-on-year. We expect continued strong growth in license and 

other revenue, up a little over 50% year-on-year, supported by strong customer demand and our visibility into the 

licensing pipeline. In royalties, we expect continued strength in cloud AI and physical AI, offset by ongoing 

pressure in edge AI from weaker smartphone demand and we have a tough year-on-year comp. As a result, we 

expect royalty revenue to grow low teens sequentially and low single-digits year-on-year. 

 

We expect non-GAAP operating expenses of approximately $825 million; and non-GAAP EPS of $0.56, plus or 

minus $0.04. Looking further ahead, we continue to see strong customer demand across our business. Combined 

with the expansion of our technology portfolio and deepening strategic customer relationships, this gives us 

confidence in our long-term growth outlook. 

 

With that, I'll turn the call back to the operator for Q&A. 

  



Arm Holdings Plc (ARM) 
Q2 2027 Earnings Call 

Corrected Transcript 
04-Nov-2026 

 

 
1-877-FACTSET   www.callstreet.com 

 6 
Copyright © 2001-2026 FactSet CallStreet, LLC 

 

 

QUESTION AND ANSWER SECTION 
 
 

Operator: Thank you. [Operator Instructions] And your first question today comes from the line of Gary Mobley 

from StoneX Group. Please go ahead. 
 .....................................................................................................................................................................................................................................................................  

Gary Mobley 
Analyst, StoneX Financial, Inc. Q 
Good afternoon, everybody. Thanks for taking my question. I think on the top of mind for everybody is Arm AGI 

CPU, and you're obviously signaling something closer to $2 billion in revenue over the five quarter period up to 

the end of fiscal year 2028. So, I'm wondering what's driving your confidence in that with respect to securing more 

supply with your different partners? And I would assume most of the revenue initially goes to supporting Meta, but 

maybe if you can talk about whether or not you've signed and committed contractually with additional customers? 
 .....................................................................................................................................................................................................................................................................  

Rene Anthony Andrada Haas 
Chief Executive Officer & Director, Arm Holdings Plc A 
Yeah. Thanks, Gary. I'll take that question, and Jason can add if I'd missed anything. Each one of the quarters, as 

we talk about the ramp of the product, we've been careful to make sure that we manage the expectations of 

supply and demand. I think there's no secret that, in general, demand is incredibly strong for the Arm AGI CPU, 

really driven by everything we see with agentic workloads and the CPU being central to that. Demand is stronger 

today than we talked about when we did the Arm Everywhere event in March. And subsequently demand from 

multiple customers, Meta being the chief customer, has also been beyond what we've expected. 

 

That being said, we've been working very hard over the last few quarters on securing what's necessary in the 

supply chain to address that demand. There's multiple components to it. There is wafer supply, there are 

substrates, there are testers, there's memory, et cetera. We have wanted to be confident when we signaled our 

ability to achieve this extra demand with supply in the ongoing quarters. So, at Arm Everywhere day, we talked 

about visibility of $1 billion and quickly we have seen that to about a $2 billion number. 

 

I can tell you today that the confidence is the strongest it's been to-date and it's definitely stronger than it was 90 

days ago in terms of securing that supply of, as I said, it's across all of those independent areas. But we didn't 

start working on it yesterday or the previous quarter; we've been working on it actually for the last number of 

quarters. We've got great partners who are supporting us here. And as you mentioned, Meta is a chief customer, 

but there will be multiple customers beyond Meta. 

 

Jason, I don't know if there's anything that you want to add. So, if not, thanks, Gary, for the question. 
 .....................................................................................................................................................................................................................................................................  

Gary Mobley 
Analyst, StoneX Financial, Inc. Q 
Yeah. 
 .....................................................................................................................................................................................................................................................................  

 

Operator: Thank you. 
 .....................................................................................................................................................................................................................................................................  

Gary Mobley 
Analyst, StoneX Financial, Inc. Q 
If I could ask... 
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Operator: Please continue, Gary. 
 .....................................................................................................................................................................................................................................................................  

Gary Mobley 
Analyst, StoneX Financial, Inc. Q 
My apologies. I was just hoping to ask a follow-up question briefly. You've given us enough information in the 

shareholder letter to calculate your royalty rate per unit on a year-over-year basis, and it looks like it's trending up 

at least mid-single-digit percent. So, I'm wondering if that's just sort of an anomaly with respect to mix, or that 

should be how we view the royalty rate per unit growth over the long term? 
 .....................................................................................................................................................................................................................................................................  

Jason E. Child 
Executive Vice President & Chief Financial Officer, Arm Holdings Plc A 
Yeah. I mean, it's mix, but it's also – I think we said what, 10 billion chips shipped in the quarter. And so, it's going 

to bounce around based on any particular quarter. I would say, certainly mobile on average is probably a little 

lower than certainly server and physical AI, given the size and value of the chips. And so, that probably had some 

impact. So, I don't know that I would take the overall average across 10 billion chips and use that as best way to 

forecast going forward. 

 

I do think if you break it out by the three different business units, as we said, pretty flattish growth in the mobile 

business, very strong double-digit growth in server, where we're also seeing the increase in core counts and more 

CSS revenue flowing through this quarter, but we're going to continue seeing that going forward. That's why we 

have high confidence that we're going to have triple-digit growth for the next few years. And then, on physical AI, 

that one is also we said growing 50% year-on-year. That's also going to, I'd say, be a bit of a tailwind to overall 

royalty rates and overall royalty growth. But again, I would probably break into those three categories as opposed 

to just looking at it all combined together. 
 .....................................................................................................................................................................................................................................................................  

Rene Anthony Andrada Haas 
Chief Executive Officer & Director, Arm Holdings Plc A 
Yeah. Maybe, Gary, just a finer point on the data center growth. I think there's two vectors independent of the Arm 

AGI CPU on the royalty. One is Arm taking market share, which I mentioned before, now we think is going to be 

60% by the end of the year. That market share gain is driven both in terms of units going up, agentic AI driving 

increased design starts for Graviton, Cobalt, Axion, et cetera, but in addition, we are seeing a transition away from 

x86 to Arm for the head node CPU that connect to accelerators. 

 

We already know about Vera Rubin, but Google has already announced the conversion of x86 to Axion, 

connecting to GPU version 8. So, to Jason's point, this is why we have a high degree of confidence on data 

center royalties growing triple digits over the next number of years. 
 .....................................................................................................................................................................................................................................................................  

Gary Mobley 
Analyst, StoneX Financial, Inc. Q 
Thank you. 
 .....................................................................................................................................................................................................................................................................  

 

Operator: Thank you. [Operator Instructions] We will now go to our next question. And our next question comes 

from the line of Sebastien Naji from William Blair. Please go ahead. 
 .....................................................................................................................................................................................................................................................................  

Sebastien Naji 
Analyst, William Blair & Co. LLC Q 
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Good afternoon and thanks for taking the question. I want to ask about how Arm wins versus x86 in the AI data 

center. At OCP, you introduced agentic AI benchmarks that showed your AGI CPU can deliver twice the 

performance per rack versus a competing x86 solution. But then, last night on its earnings call, AMD said that its 

Venice CPU offers the best performance per watt. So, maybe, Rene, could you talk about where you see the 

most meaningful opportunity for the Arm CPU to win in the data center versus x86? 
 .....................................................................................................................................................................................................................................................................  

Rene Anthony Andrada Haas 
Chief Executive Officer & Director, Arm Holdings Plc A 
Yeah, sure. I'll take the question kind of from two angles. One is looking at it in the eyes of a Amazon or a Google 

or a Microsoft who are building custom CPUs for their own implementations and their own racks and their own 

systems. In those designs, particularly when an end customer's designing an SoC, the degree and flexibility that 

they have to innovate around their own system is extremely high; trade-offs that they can make in terms of what 

goes inside the SoC for data movement versus what takes place inside a GPU, which is what takes place inside 

of storage. At that level, you almost have to look at it in terms of performance per rack versus the chip basis. 

 

But at a chip level, Arm not only gives them the most efficient core on planet, but allows them to design most 

efficient SoC and subsequently the ultimate system. And we've seen that just in terms of how quickly these 

customers have been converting designs away from standard x86 to Arm. Now, the Arm AGI CPU benchmark 

that we ran that was done through Signal [Signal65] at OCP was looking at the previous generation to Venice, 

and we are very confident in those numbers and we're very, very confident in terms of the choices that customers 

make vis-à-vis head-to-head against that design. 

 

Venice is a great product, but we're very confident in terms of the demand we have for our product, Arm AGI 

CPU, and the road map going forward. But I would say, two vectors to look at it. One is just efficiency, 

performance per dollar, performance per watt with AGI CPU. And then, on the custom level, there's just simply 

things that end customers can do that a standard product is never going to be able to touch. And that's kind of the 

beauty of the Arm business model. 
 .....................................................................................................................................................................................................................................................................  

 

Operator: Thank you. Your next question today comes from the line of Krish Sankar from TD Cowen. Please go 

ahead. 
 .....................................................................................................................................................................................................................................................................  

Krish Sankar 
Analyst, TD Cowen Q 
Yeah, hi. Thanks for taking my question. Rene or Jason, at OCP, you introduced your AGI CPU reference server 

design. I'm just wondering, are you working with ODMs or server manufacturers? Are you targeting the enterprise 

private cloud? And along on the same path on FY 2031 $15 billion AGI CPU revenues, which is a bigger factor, is 

it core count increase or is it ASP increasing from the current gen version 1? Thank you. 
 .....................................................................................................................................................................................................................................................................  

Rene Anthony Andrada Haas 
Chief Executive Officer & Director, Arm Holdings Plc A 
Yeah. No, thank you for the question. When I think about the partners that we're working with, it's Supermicro, 

Lenovo, and ASRock. They are building the racks for us and then are basically standing those up for deployment 

at data centers such as OCI. So they're the partners that we build with. As far as the revenue outlook, and Jason 

can speak to the specifics of where we think and when we think those numbers are going to land, there is clearly 

going to be an acceleration of number of cores inside these SoCs. And that is largely driven by agentic workloads 

and specifically the fact that each one of these agents, [ph] when you think of (00:24:21) Muse agent that's 

running a specific job typically runs as a virtual machine on one CPU core. The software is rather complex to 
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manage that across a single core or multiple cores, if you will. So, if you can run that on a single core, it's a better 

thing. 

 

So, do I see CPUs going from 128 cores to 256 cores to 500-plus cores? Absolutely. You can imagine that the 

average selling price of the chips with more cores will be higher, certainly. But I think what we will see is probably 

a more rapid acceleration to that, which will help grow the top line. 

 

And, Jason, you want to add on to that numbers-wise? 
 .....................................................................................................................................................................................................................................................................  

Jason E. Child 
Executive Vice President & Chief Financial Officer, Arm Holdings Plc A 
Yeah, no. I mean, we said back at Arm Everywhere event last March that we had the line of sight to $1 billion for 

the kind of end of 2027 and fiscal 2028. Of course, now we're increasing our confidence to deliver $2 billion. And 

then the following year we haven't made any updates, but I think the original plan was that we were going to get to 

about $2 billion year after that and then we're going to go up to about $5 billion the year after that. And so to the 

extent that we're successful in delivering over $2 billion, you should expect that we'll probably have some upsides 

after that. That's something that we'll plan on, on providing in terms of updated possible targets when we have the 

next Arm Everywhere event. We're still working on timing, but likely probably in, say, spring or first half of next 

year is probably the one we'll provide that update. 
 .....................................................................................................................................................................................................................................................................  

Rene Anthony Andrada Haas 
Chief Executive Officer & Director, Arm Holdings Plc A 
Yeah. I think what we can say is when we did the Arm Everywhere day in March, the conventional wisdom was 

the market was a $60 billion market and wasn't really growing all that much. When we did our calculations, we felt 

differently and we talked about a number that day of $100 billion by 2030. I think that number has been increased 

by various folks. I think Lisa may have even said $200 billion or more. I think that's about right and maybe even 

could be under-calling it. Who knows? 

 

What is obvious is that the agentic demands on AI jobs are CPU bound and the more agentic workloads it run, 

that's going to need more CPUs. So, I think that's what's going to end up driving these higher core count devices, 

which I think will be very good for us because what's going to matter there is performance per watt at the core 

level, having the most efficient core on the planet, which is what we're very good at. 
 .....................................................................................................................................................................................................................................................................  

 

Operator: Thank you. Your next question today comes from the line of Mehdi Hosseini from Susquehanna. 

Please go ahead. 
 .....................................................................................................................................................................................................................................................................  

Mehdi Hosseini 
Analyst, Susquehanna Financial Group LLLP Q 
Yes. Two follow-ups. Going back to the new updated AGI silicon revenue target of $2 billion, should we assume 

any revenue contribution in September or December quarter of this year, FY 2027? 
 .....................................................................................................................................................................................................................................................................  

Jason E. Child 
Executive Vice President & Chief Financial Officer, Arm Holdings Plc A 
Assume that our shipments will start in Q4. If we have something in Q3, we'll let you know. It wouldn't be a lot. 

We're really targeting Q4. 
 .....................................................................................................................................................................................................................................................................  
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Mehdi Hosseini 
Analyst, Susquehanna Financial Group LLLP Q 
Okay. And then just a quick follow-up. Would it be fair to say that data center mix of the royalty revenue is tracking 

to a third or a 30% to 35%? And for next fiscal year, FY 2028, it could go up towards the mid-40%? 
 .....................................................................................................................................................................................................................................................................  

Jason E. Child 
Executive Vice President & Chief Financial Officer, Arm Holdings Plc A 
I'm sorry, are you asking what total royalties. 
 .....................................................................................................................................................................................................................................................................  

Rene Anthony Andrada Haas 
Chief Executive Officer & Director, Arm Holdings Plc A 
Percentage of total royalties at the data center, is that the question? 
 .....................................................................................................................................................................................................................................................................  

Mehdi Hosseini 
Analyst, Susquehanna Financial Group LLLP Q 
Yeah. Yes. Would it be fair to assume that it's tracking to like a third in FY 2027, and it would step up again in 

2028, moving towards 45%? 
 .....................................................................................................................................................................................................................................................................  

Jason E. Child 
Executive Vice President & Chief Financial Officer, Arm Holdings Plc A 
Yeah. I mean, we look at them independently. So, I would assume that royalties for edge are going to be pretty 

flattish this quarter. And I think we said we'll start to see some recovery in Q4. But if you have that in the kind of 

high single-digits and then you have data center growing at double-digits, I think we said last year we were kind of 

approaching 20-ish percent of total royalties. And then you have physical AI growing somewhere probably in the – 

somewhere between 20-, 30-ish percent range, then that's how you should build your model. I haven't done the 

math to look at the percentage. I don't think data center will get quite to a third, but it will sometime soon. I just 

don't know if it's going to get there by the end of this year. 
 .....................................................................................................................................................................................................................................................................  

 

Operator: Thank you. Your next question comes from the line of Simon Leopold from Raymond James. Please 

go ahead. 
 .....................................................................................................................................................................................................................................................................  

Simon Leopold 
Analyst, Raymond James & Associates, Inc. Q 
Thank you very much. Appreciate you taking the question. I wanted to ask about basically the cloud and AI group 

of products, and how you might frame the customer concentration there to help us give us a better appreciation. 

For example, could we guess that maybe 60% of these royalties are coming from three customers? Any kind of 

quantification would be helpful to understand that? Thank you. 
 .....................................................................................................................................................................................................................................................................  

Rene Anthony Andrada Haas 
Chief Executive Officer & Director, Arm Holdings Plc A 
I think we can say, and Jason chime in on this thing. Amazon, Google, and Microsoft are the largest contributors 

and then you've now got NVIDIA ramping up quickly. They are the four guys inside the data center that command 

the majority of royalties. 
 .....................................................................................................................................................................................................................................................................  
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Jason E. Child 
Executive Vice President & Chief Financial Officer, Arm Holdings Plc A 
Right. 
 .....................................................................................................................................................................................................................................................................  

 

Operator: Thank you. Your next question today comes from the line of Harlan Sur from JPMorgan. Please go 

ahead. 
 .....................................................................................................................................................................................................................................................................  

Harlan Sur 
Analyst, JPMorgan Securities LLC Q 
Yeah. Good afternoon. Thanks for taking my question. With the strong success of your first generation AGI CPU, 

I'm sure your customers are already looking towards your next generation platform. Can you just give us an 

update on second gen AGI? I think the plan was for the team to tape out either end of this year, beginning of next 

year for ramp in calendar 2028. 

 

And then maybe just as importantly, as you continue to add more capabilities to your compute silicon portfolio, 

does it actually makes sense to add more networking and high performance I/O capabilities as well more and 

more? We're seeing that compute and networking are very closely coupled to determine very good systems 

performance, or is the team going to add more networking and capabilities to the portfolio? 
 .....................................................................................................................................................................................................................................................................  

Rene Anthony Andrada Haas 
Chief Executive Officer & Director, Arm Holdings Plc A 
Yeah. Thank you, Harlan. Those are those are great questions. Without disclosing the precise schedule on the 

follow-on chip, you can think about this market goes at about an 18- to 24-month cadence in terms of production 

ramps. So as we are ramping into production now on the first one, you can kind of do the math on when the 

second one will be available. Regarding other things that you can add to the toolbox to improve performance, 

whether that's around connectivity, broadly speaking, whether that's around specific I/O and/or networking and/or 

other aspects of the system, we are absolutely looking at all of that. 

 

When we think about developing these products, we're thinking about rack system performance. The chip, the 

CPU is a big part of it, but how you move data in and out of system, to your question, is as large an area as any. 

And we have a lot of activity underway in all these areas. Nothing that we can announce here on this call, but 

completely cognizant of that being an area that we could have even larger differentiation. 
 .....................................................................................................................................................................................................................................................................  

 

Operator: Thank you. Your next question comes from the line of Lee Simpson from Morgan Stanley. Please go 

ahead. 
 .....................................................................................................................................................................................................................................................................  

Lee Simpson 
Analyst, Morgan Stanley & Co. International Plc Q 
Great. Thanks for squeezing me in. Maybe just two quick ones, if I could. Maybe first one for Jason. $773 million 

for licensing really stands out. Congratulations to everyone there. You did talk about Total Access. You did talk 

about CSS deals, particularly smartphones and I think data center you mentioned. But do we have any sort of 

architectural license agreements in there? And could we look at $770 -million-plus as a new level, a structural 

level? 

 

And maybe for follow-on, for Rene. Maybe in line with some of the earlier questions, it's interesting that as we look 

to higher ASP CPUs and the future with higher core count, could it be that we see a higher per core dollar 
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equivalents in that pricing? In other words, playing off this capability that are associated capabilities, perhaps 

networking and I/O as mentioned in the last question, that drives up per core dollar value up? Thanks. 
 .....................................................................................................................................................................................................................................................................  

Jason E. Child 
Executive Vice President & Chief Financial Officer, Arm Holdings Plc A 
Okay. Thanks, Lee. On your first question around license, yeah, we didn't – we talk about ATA and CSS, which is 

the vast majority of everything that we're selling going forward. Architecture licenses are very, very few and far 

between. And so, I would think of it as really being ATA and CSS. That is the bulk of most everything we're selling 

going forward. 

 

In terms of absolute magnitude of dollars, yeah, $773 million was a great quarter, but if you, I think, kind of work 

out the details, I said it was going to be increasing and going up from there in this next quarter, and even in Q4, 

it's going to step up again. So, we haven't talked about next year. Whether or not that's the new number every 

quarter, I don't know if I would say that. But I will say the pipeline has been surprisingly strong, stronger than we 

expected when we started the year. And a little bit like the last couple of years where we've had maybe deals that 

weren't initially – they were in the pipeline, but they were not renewals. These were incremental new deals that 

are kind of hard to forecast. We're in that same situation again. 

 

And so, what's interesting is when we started this year, we thought it was going to be much more around royalties 

and that a lot of the license growth related to all the AI investments that we thought maybe we had passed a lot of 

that. Well, what's interesting is it seems to be that with AI and the consistent variability and now everyone's trying 

to address all the agentic workloads, we're seeing that the need for additional license and additional product 

variations and different technologies is not slowing down at all. 

 

And so, that's particularly exciting. As you know, any license speeds, especially with ATAs and CSSs, that is very 

highly likely to turn into design wins and very likely to turn into even more royalties probably 12, 18 months, 24 

months down the road. So, that's a really good setup for next year and after. But we'll have to, I guess, get to the 

next couple of quarters before I can talk about next year. But the pipelines do look strong. 

 

And even with the memory issues that we've seen really kind of making for some tough comps in the mobile 

business, which really that does end mostly in this quarter that we're now in, Q3, we start lapping those 

headwinds that really started in January, February of next year. So, the comps also get easier, but overall, we 

think it's a really good setup for the balance of this year and likely going into next year as well. 
 .....................................................................................................................................................................................................................................................................  

Rene Anthony Andrada Haas 
Chief Executive Officer & Director, Arm Holdings Plc A 
Yeah. On pricing, it's a tricky one from the perspective of memory pricing has obviously increased a lot since we 

announced the Arm AGI CPU. Data centers are getting more and more complicated to build, whether it's through 

just, again, memory pricing/planning laborers, et cetera, et cetera. So while we want to be cognizant of not 

pushing the pricing piece too hard, given all these other factors, I think it is fair to say that there's probably some 

pricing elasticity that we could potentially exercise on these larger chips and the chips that have higher core 

counts. We'll look at all of it, obviously, but I think it's fair to say that there probably is some headroom there. 
 .....................................................................................................................................................................................................................................................................  

 

Operator: Thank you. Your next question today comes from the line of Vivek Arya from Bank of America 

Securities. Please go ahead. 
 .....................................................................................................................................................................................................................................................................  
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Vivek Arya 
Analyst, BofA Securities, Inc. Q 
Thanks for taking my question. One for each. Jason, let's say smartphone units are down again double-digit next 

year. Do you think royalties will kind of be similarly profiled to what we saw this year; or are there other dynamics 

at play? And then, Rene, on the AGI platform, let's assume we believe in the technical merits. My question is, 

does Arm have the scale in the ecosystem to secure supply? Because, for example, yesterday when AMD 

reported, they raised their server CPU business guide by several billions of dollars. 

 

So, that tells me that they have the scale to go and get incremental supply, right. So how are you dealing with that 

question about, does Arm have enough scale to go and get the supply to be a meaningful player in the CPU 

markets, right, given your belief in the technical merits of the product? Thank you. 
 .....................................................................................................................................................................................................................................................................  

Rene Anthony Andrada Haas 
Chief Executive Officer & Director, Arm Holdings Plc A 
Yeah. Thank you, Vivek. I'll start take your second part of your question first, and then Jason will talk about the 

smartphone scenario that you had described. Your question is a valid one. The way I think about it is that the Arm 

AGI CPU is our first product. AMD has been at it for a long time. They've got a lot of SKUs. They buy a lot of 

capacity from TSMC. They have a lot of relationships that they've built over decades. This is our first product. 

That said, it's not our first relationship with folks like TSMC. It's not our first relationship with memory vendors 

such as Micron, Samsung, and SK. They've known us for years and decades and we've been working pretty 

diligently to share with them our long-term plans. 

 

I think supply for the industry is going to be tight. And as Jason mentioned, we'll talk a bit more about our future 

outlook in upcoming quarters. But we are going to be working very, very hard to secure the supply that we need 

for the expanded demand, because we think it's very, very, very large. And our partners know that. And we've 

been talking to them not for weeks, not for months, but probably a year plus, as we've talked about doing this 

platform. 

 

So we've looked at this as a long-term endeavor. It's not a one year single project. It's a 5- to 10-year endeavor 

that's going to require relationships across all the supply chain. And we're very, very serious about making sure 

we get all that done. 
 .....................................................................................................................................................................................................................................................................  

Jason E. Child 
Executive Vice President & Chief Financial Officer, Arm Holdings Plc A 
Thanks, Vivek. So regarding the mobile business, when we look at some of the external forecast, I think IDC has 

units in mobile growing basically flat, I think it's minus 1% next year. As we talk to partners, I would say flat is 

generally what folks are expecting. There's already been kind of the hit and the reduction due to the memory 

constraints. I think the expectations are those constraints stay relatively consistent, which basically means flat 

growth, not further deterioration. 

 

And then because we have – we continue to have more [ph] v9 (00:41:14) adoption. We're now getting over 50%. 

So, it's a little less of a tailwind, but CSS adoption to grow. We also have multiple partners on next generations of 

CSS which are at slightly higher royalty rates and higher tier prices. So, all that means that we will grow the 

overall business much faster than the market. So, think of it at least being in the kind of double digits plus in 

growth rate for next year. 
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That's our best guess right now. If we see anything that changes, of course, we'll let you guys know. But that's 

what industry as well as our partners all seem to think at this point. 
 .....................................................................................................................................................................................................................................................................  

 

Operator: Thank you. We will now take our final question for today. And the final question comes from the line of 

Joe Quatrochi from Wells Fargo. Please go ahead. 
 .....................................................................................................................................................................................................................................................................  

Joe Quatrochi 
Analyst, Wells Fargo Securities LLC Q 
Yeah. Thanks for taking the question. You talked about securing more supply on AGI and I assume that comes at 

a higher cost. So, can you just kind of talk us through the ability to offset that and how we should think about just 

the gross margin puts and takes as you start to ship? 
 .....................................................................................................................................................................................................................................................................  

Rene Anthony Andrada Haas 
Chief Executive Officer & Director, Arm Holdings Plc A 
Yeah. I'm sorry. Could you repeat that one more time? 
 .....................................................................................................................................................................................................................................................................  

Joe Quatrochi 
Analyst, Wells Fargo Securities LLC Q 
Yeah. I assume that the increased supply that you're getting for AGI is coming at a higher cost. So, can you just 

talk about your ability to offset those higher costs, pass that through to customers in terms of pricing, and then the 

puts and takes on gross margin. 
 .....................................................................................................................................................................................................................................................................  

Rene Anthony Andrada Haas 
Chief Executive Officer & Director, Arm Holdings Plc A 
Yeah. No, thank you. As I mentioned earlier, the overall cost of the systems, memory being probably the single 

largest contributor to all that. And then you've got kind of downstream other impacts to your point on different 

parts of the supply chain, definitely put margin pressure. That being said, we do have some elasticity on pricing 

and the ability to increase it, which I think we've already demonstrated an ability to do that, as we've gotten 

started with the program. 

 

So I'm actually not as worried on that point relative to offsetting any constraints on supply and cost and managing 

it downstream. You've seen public comments from everybody else who's in this business that, that's what we're 

doing. We'll be following where the market goes and making sure that we're not trailing common sense, but at the 

same time not trying to cause too much pain on the end customers. It's our first product. We want to make sure 

everybody wins with it, but I'm not as worried about that piece impacting gross margins. 
 .....................................................................................................................................................................................................................................................................  

Jason E. Child 
Executive Vice President & Chief Financial Officer, Arm Holdings Plc A 
Yeah. And maybe just to reiterate, what we said was for this first version, we're expecting to be somewhere in the 

high-30s to the low 40% gross margin. And for the first version, we expect it to be – probably a little lower. And 

then as we develop more expertise, probably rely on doing a little more work ourselves and maybe less from 

partners over time, which others in the market do. Over time, we'll get ourselves to more of the market standard of 

50%-plus. But I don't expect that to happen on the first version. That's probably going to happen more on the next 

version. So, for this version, I would stick to the kind of 30% to 40% range and then we'll obviously give you 

updates on a quarterly basis as we start to ship it in Q4. 
 .....................................................................................................................................................................................................................................................................  
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Operator: Thank you. That was our final question for today. I will now hand the call back to Rene for closing 

remarks. 
 .....................................................................................................................................................................................................................................................................  

Rene Anthony Andrada Haas 
Chief Executive Officer & Director, Arm Holdings Plc 

Thank you, and thank you for all the questions. They were very, very timely and excellent questions. Just to 

summarize, this was a great quarter for the company. 50% licensing growth means a lot of growth coming in the 

future royalties, which we feel great about. We also feel very, very good about the fact that our data center 

business continues to flourish. We had talked for many, many years about Arm getting to 20% in data centers. 

The fact that we are 50% in the last year, we'll be 60% by the end of this year is also something we're very, very 

proud of. 

 

But most importantly, I think what we're now starting to see is what was one great business is now turning into two 

great businesses. The IP business continues to do very, very well. We're very confident in this growth going 

forward. But now with our new AGI CPU ramping into production, increased confidence to achieve the $2 billion 

number that we've been talking about. It just thrills me to be able to talk about two businesses now rather than 

one, that are both going to be on amazing growth path. And I could not be prouder of what the company has 

achieved. Thanking our employees, our partners, and customers who helped make it happen. 

 

So thank you again for all the questions and comments and congratulations to the Arm team for a great quarter. 
 .....................................................................................................................................................................................................................................................................  

 

Operator: Thank you. This concludes today's conference call. Thank you for participating. You may now 

disconnect. 
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