
Stock data

LAST PRICE
US$294.90, Nasdaq close 5 October 2026; 52-
week range US$152.73 to 334.03

MARKET VALUE
About US$271bn on 920m diluted shares; net
debt US$7.1bn at 30 Jun 2026

P/E ON MY ESTIMATES
34.7x 2026E, 29.1x 2027E, 26.3x 2028E

CONSENSUS
EPS US$8.49 2026, US$10.64 2027; forward P/E
30.5x; target US$325 (stockanalysis.com)

DIVIDEND
US$1.52 a quarter from November, yield 2.1%

FREE CASH FLOW
US$6.5bn in the 12 months to June 2026, incl.
US$1.2bn CHIPS Act cash

DATA CENTRE
9% of 2025 revenue; about 12% in Q2 2026 on
my working

Q3 2026 GUIDE (22 JUL)
Revenue US$5.65 to 6.15bn; EPS US$2.23 to
2.57; tax about 13%

NEXT RESULTS
Q3 2026: Wednesday 21 Oct 2026, 3:30pm
Central time

Texas Instruments' data centre business is real. At
US$295, the shares already pay for a full analog upturn
as well.

TI makes many of the small power chips that step electricity down
to an AI processor. On 2 October I argued that the move to 800
volt racks turns them into a growing data centre business. The
claim is holding: data centre revenue doubled in a year, and on my
working it reached about 12% of revenue in the second quarter, a
third of TI's growth.

The obvious objection is that the stock is mostly an analog-cycle
bet. That is right. Swinging the rest of TI from my bear to my bull
case moves 2028 earnings by US$3.90 a share; doing the same to
data centre moves them by US$1.58. At US$294.90 the shares are
35 times my 2026 earnings and need 2028 revenue about 36%
above the 2022 peak.

My call: NO CALL, medium conviction. My base case is worth
US$280, down 5%. A turn in the cycle is US$168 (down 43%),
against a bull case of US$368 (up 25%). I would revisit below
about US$244.

TEXAS INSTRUMENTS INCORPORATED
Nasdaq: TXN | Analog and embedded chips, including power chips for AI servers | Dallas, Texas
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INITIATE AT NO
CALL

Target price: None (no
call)

Last price: US$294.90
(Nasdaq close, 5 October
2026)

Upside: Base value
US$280 (-5%)

Key financials

US$ billion unless stated 2022A 2024A 2025A 2026E* 2027E* 2028E*

Revenue 20.03 15.64 17.68 22.04 24.73 26.35

Of which data centre n.d. n.d. 1.5 2.77 4.02 5.23

Revenue growth (%) 9 (11) 13 25 12 7

Gross margin (%) 68.8 58.1 57.0 not forecast not forecast not forecast

Operating margin (%) 50.6 34.9 34.1 41.9 44.7 46.2

Diluted EPS (US$) 9.41 5.20 5.45 8.50 10.15 11.20

P/E at US$294.90 (x) 31.3 56.7 54.1 34.7 29.1 26.3

Depreciation 0.93 1.51 1.92 2.30 2.50 2.60

Capital spending 2.80 4.82 4.55 2 to 3

*2026E to 2028E are my own estimates; n.d. = not disclosed. 2026E uses the reported first half plus my third quarter (revenue US$5.95bn, EPS US$2.40,
the guide midpoint) and fourth (US$5.8bn, US$2.28). Ahead, operating profit rises by 75% of extra revenue before depreciation, less extra depreciation;
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EPS = (operating profit less about US$0.3bn net interest) x (1 - 13% tax) / 920m shares. 2026 depreciation and capital spending are TI's guides. History
from TI's Forms 10-K (SEC XBRL). Silicon Labs is excluded.

Two charts: an upturn I expect to mature, and a valuation that sits around the price

Left: revenue and operating margin, 2019A to 2028E; 2019A to 2025A per TI, the rest my estimates. Right: value per share from the base case, the
probability-weighted cases, the sensitivity grid and the bear to bull range, against the US$294.90 price (red) and the stockanalysis.com average analyst
target, retrieved 6 October 2026.

The thesis: the valves under the sink

Go back to the water main from the October piece. Water arrives at a pressure that would blast a glass out of your hand, and a
row of cheap valves under the sink steps it down to the steady trickle the tap needs. The AI processor is the tap. TI makes
many of the valves: power stages, converters, electronic fuses and hot-swap controllers, each selling for cents or a few dollars.

How big data centre has become. TI first reported data centre as its own market for 2025: 9% of revenue, about US$1.5bn,
up 64%, leaving the year at about US$450m a quarter. Since then TI gives only growth rates: about 90% in the first quarter of
2026, and in the second a doubling on a year earlier and about 20% on the first quarter. Those rates are enough to size it. On
my working, data centre was about US$662m in the second quarter, 12% of revenue, and supplied 33% of TI's US$1.0bn rise
on a year earlier.

Which racks it comes from. That doubling comes from today's racks at 48 and 54 volts. In July TI said the 800 volt design
will be phased in, with more conversion stages and more of its parts per rack. The claim's 800 volt mechanism is still ahead of
TI's numbers, not behind them.

Left: data centre revenue and share of TI revenue by quarter, my derivation from the growth rates TI gave on its calls of 27 January, 22 April and 22 July
2026 (TI does not disclose quarterly sizes). Right: gross margin by quarter, Q1 2024 to Q2 2026, against 2022 (dashed). Source: TI quarterly earnings
releases; SEC XBRL company facts.

The factory build. TI spent about US$22bn on capital projects from 2021 to 2026, counting the 2026 guide midpoint. The first
Sherman fab began production on 17 December 2025, and TI says a chip made on 300mm costs about 40% less than on
200mm. Capital spending falls to US$2 to 3bn in 2026, and CHIPS Act grants and tax credits return part of it. Free cash flow
rose from US$1.5bn in 2024 to US$6.5bn in the twelve months to June 2026.

Where I was wrong in October

In the piece I called TI's 61% gross margin what owning cheap, full factories looks like in money. TI's factories are not full, and
the piece itself said they still had to be filled. On the July call TI said loadings rose through the second quarter and were still
rising into the third, and that it has empty clean room space ready to equip. The margin is also 7 points below 2022's 68.8%,
on revenue of about what TI earned in the year to June 2026, mostly because depreciation rose from US$0.93bn in 2022 to
US$1.92bn in 2025, with US$2.2 to 2.4bn guided for 2026. Putting the July call next to the depreciation line showed the slip. It
matters: partly filled factories leave room for the margin to rise, but the larger fixed cost base makes earnings fall faster if the
cycle turns. The piece and the claim stay exactly as published.
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Variant perception: what the market prices in, and where I differ

At US$294.90 TI is worth about US$271bn, with net debt of about US$7bn before the US$7.5bn Silicon Labs purchase, due to
close in the first half of 2027. That is 34.7 times my 2026 estimate of US$8.50, in line with the US$8.49 consensus, and 29.1
times my 2027 estimate of US$10.15 (27.7 times the US$10.64 consensus). On TI's own framework, my 2026 revenue implies
free cash flow of about US$9.5bn, US$10.35 a share: a 3.5% yield, including CHIPS Act cash.

What the price needs. By October 2027 the market will price 2028. At 25 times, US$294.90 needs 2028 earnings of
US$11.80, which on my margin bridge needs revenue of about US$27.2bn: 36% above the 2022 peak of US$20.0bn, and a
fourth straight year of growth. In the last cycle revenue grew two years running, then fell 22% over the next two.

Left: capital spending, depreciation and free cash flow (TI's definition, including CHIPS Act proceeds), 2019 to 2025, with 2026 guide midpoints (SEC
XBRL company facts; TI 2025 Form 10-K and 27 January 2026 call). Right: TXN month-end close, November 2023 to the 5 October 2026 close, not
adjusted for dividends (Yahoo Finance, retrieved 6 October 2026), against my base value.

Where I differ. I agree data centre is real and fast-growing. I differ on how much of the price it can carry. Holding one driver at
my base and swinging the other from bear to bull: data centre (25% to 60% growth in 2027, 15% to 40% in 2028) moves 2028
earnings by US$1.58 a share; the rest of TI (an 8% fall to 12% growth in 2027) moves them by US$3.90. The cycle in
factories, cars and phones is 2.5 times the bigger driver. So the objection is right about the stock, even though the AI exposure
has grown faster than it assumes.

Industrial grew about 30% on a year earlier in the second quarter. Part of that is customers restocking after two years of
running inventories down, which flatters a quarter or two. TI's own inventory fell from 222 days at the end of 2025 to 196 days
in June: demand is catching up with its stock.

Valuation, with the working

I value TI on earnings per share twelve months out, so on 2028, and cross-check against free cash flow yield, the measure TI
itself targets. Revenue is built in two parts, data centre and the rest. Operating profit rises by 75% of each extra dollar before
depreciation, the middle of TI's 70 to 85%, less extra depreciation of US$0.2bn in 2027 and US$0.1bn in 2028. The same fall-
through applies in a downturn.

The multiple. I use 25 times 2028 earnings. The six analog and power peers trade at a median of 23.3 times forward
earnings; TI earns a premium for its own factories, its cash flow and 23 years of dividend increases, but 2028 would be late in
an upturn. 25 x US$11.20 = US$280.

Scenarios: three cases, twelve months out

Case What happens 2028 EPS Multiple Value Change Weight

Bear The upturn turns: rest of TI falls 8% then 2%; data
centre grows 25% then 15%

US$7.66 22x US$168 down 43% 25%

Base The upturn matures: rest grows 7.5% then 2%; data
centre 45% then 30%

US$11.20 25x US$280 down 5% 50%

Bull The upturn runs: rest grows 12% then 6%; data
centre 60% then 40%

US$13.14 28x US$368 up 25% 25%

Weighted 25 / 50 / 25 about
US$274

down 7%

All cases start from my 2026E (data centre US$2.77bn, rest US$19.26bn) and use the same margin bridge. Even the bear case keeps 2028 revenue
(US$21.4bn) above 2025; earnings fall because the margin falls with volume across a larger cost base. The bear case loses more than the bull case gains.
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2028 EPS 21x 25x 29x

US$9.50 US$200 US$238 US$276

US$11.20 US$235 US$280 US$325

US$12.50 US$262 US$312 US$362

Only 3 of the nine cells sit above today's price. To make
money from here, TI needs earnings above my base and a
multiple close to today's. Every figure is live in the
accompanying model, so a change to growth, fall-through or
the multiple moves the value.

Sensitivity: 2028 EPS against the multiple

Peer landscape

Company Ticker Forward P/E What they make

Texas Instruments Nasdaq: TXN 30.5x Analog and embedded chips, mostly made in its own 300mm fabs

Analog Devices Nasdaq: ADI 26.3x Analog, mixed-signal and power management chips

Infineon XETRA: IFX 24.5x Power semiconductors, including server power stages

onsemi Nasdaq: ON 22.1x Power and sensing chips, silicon carbide

Microchip Nasdaq: MCHP 20.7x Microcontrollers, analog and power chips

NXP Nasdaq: NXPI 14.5x Automotive and industrial processors and analog

Monolithic Power Nasdaq: MPWR 46.1x Power modules and converters, large AI server exposure

Forward P/E from stockanalysis.com, retrieved 6 October 2026 (Infineon from an intraday price that day). TI at 30.5 times sits between the ordinary analog
makers and Monolithic Power, the power specialist with large AI server sales. Multiples only; no view on the peers' shares.

Catalysts

When Event What I watch

21 Oct 2026, 3:30pm
Central

Q3 2026 results and call Revenue against US$5.65 to 6.15bn; gross margin as loadings rise; data
centre growth; industrial momentum; Q4 guide

October 2026 Board declares the
raised dividend

US$1.52 a quarter, payable 10 November

January 2027 Q4 2026 results 2027 capital spending and depreciation; any sign the industrial restock is
ending

First half of 2027 Silicon Labs expected to
close

Financing, interest cost and deal charges

2027 and after 800 volt racks phase in Named operators adopting 800 volts; TI design wins in the first conversion
stage

Risks: what would hurt the view

The upturn runs longer. The bull case and the main risk to a no call. Restocking could last into 2027, and with empty clean
room space and falling capital spending each extra dollar carries a high margin. TI also said on the July call that it had started
raising prices, which builds through the second half. A gross margin of 65% or more would be the clearest sign.

The upturn turns. The bear case. Industrial and automotive are two thirds of revenue, and 30% industrial growth will not
repeat for long. The new fixed cost base makes earnings fall faster than revenue.

The data centre share is my estimate. TI gives rates, not sizes; different rounding could move my 12% by a point or so. The
conclusion holds across that range. 800 volt timing and rivals. TI says the design will be phased in; Infineon, Monolithic
Power and Analog Devices compete for the same sockets. Silicon Labs. About US$0.8bn of revenue and up to US$5bn of
new borrowing, neither in my numbers.

What would change our mind

Into a call: a price below about US$244, which would put my base case 15% above it; or third quarter results showing data
centre at 15% or more of revenue while industrial still grows; or a gross margin of 65% or more.

The call is wrong if full year 2027 revenue reaches US$26bn or more with data centre above 15% of it, or gross margin
reaches 65% or more in any quarter to June 2027, or the shares trade above US$340 by October 2027 without either.
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Conclusion

The October piece argued that the move to 800 volt racks turns TI's cheap power chips into a growing data centre business.
TI's own numbers say the business is real: doubled in a year, about 12% of revenue on my working, a third of recent growth,
and all of it before 800 volts arrives. The objection is still right about the shares: the analog cycle moves earnings 2.5 times as
much as data centre does, and the price already assumes a fourth straight year of growth. My call: NO CALL, medium
conviction. Revisit below about US$244.

Appendix: forecast assumptions

Assumption 2026E 2027E 2028E Basis

Data centre growth 85% 45% 30% H1 2026 derived from TI's rates; H2 US$0.76 and 0.80bn
mine

Rest of TI growth 19% 7.5% 2% Third and fourth years of the analog upturn

Fall-through before
depreciation

75% 75% TI: 70 to 85% (22 July 2026 call)

Extra depreciation, US$bn 0.2 0.1 TI: 2.2 to 2.4bn in 2026, rising more slowly in 2027

Tax rate 13% 13% 13% TI guide for Q3 2026; 13 to 14% for 2026

Target multiple 25x Peer median 23.3x; TI 30.5x today

Full workings, with live formulas, in the accompanying model, 2026-10-06_TexasInstruments_Model.xlsx.

Sources
Texas Instruments quarterly earnings releases furnished on Form 8-K, 23 April 2024 to 22 July 2026, for revenue, margins, EPS, depreciation,
capital spending, cash flow, CHIPS Act proceeds, debt, cash and the Q3 2026 guide. TI Form 10-K for 2025 (6 February 2026) for revenue by
market, the 300mm cost advantage and 2026 capital spending. TI Form 10-Q for Q2 2026 for Silicon Labs and its financing. SEC XBRL
company facts for annual figures, 2019 to 2025. TI earnings calls of 27 January, 22 April and 22 July 2026 for data centre size and growth,
end-market growth, depreciation, loadings, fall-through, inventory days and the free cash flow framework. TI announcements of 4 February
2026 (Silicon Labs), 17 September 2026 (dividend) and 1 October 2026 (results date). Consensus and peer multiples from stockanalysis.com,
retrieved 6 October 2026. Share prices from Yahoo Finance, retrieved 6 October 2026. Data centre quarterly sizes and estimates for 2026 to
2028 are the author's own.

About this note
I wrote this note and built the accompanying model independently. It is not a product of any bank or broker. It tests a claim from my
journal piece of 2 October 2026, thephysicallayer.fyi/journal/ti-feeds-the-chip; all notes and their track record are at thephysicallayer.fyi/
research. Figures from company filings are labelled as such; derived figures are marked; the forecasts and view are my own estimates
and my own view. I hold no position in Texas Instruments. Personal research, not investment advice.

Tommy Lau | The Physical Layer | thephysicallayer.fyi
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