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MICHAEL SULLIVAN  |  Corporate Vice President, Investor Relations 

Good afternoon everyone and thank you for joining Applied’s fourth quarter of fiscal 2023 earnings call. 
Joining me are Gary Dickerson, our President and CEO, and Brice Hill, our Chief Financial Officer. 

Before we begin, I’d like to remind you that today's call contains forward-looking statements which are 
subject to risks and uncertainties that could cause our actual results to differ. Information concerning 
the risks and uncertainties is contained in Applied's most recent Form 10-Q filing with the SEC. Today's 
call also includes non-GAAP financial measures. Reconciliations to GAAP measures are found in 
today's earnings press release and in our quarterly earnings materials, which are available on our 
website at ir.appliedmaterials.com. 

Before we begin, I have a calendar announcement. On Tuesday evening, December 12th, Applied will 
lead a panel on the future of logic near the IEDM conference in San Francisco. Joining us will be 
leading technology executives from Intel, Samsung and TSMC along with Google, Qualcomm,  
Synopsys and the EV Group. There won’t be a webcast, so we hope you’ll join us in San Francisco! 

And with that introduction, I'd like to turn the call over to Gary Dickerson.  

 

 
GARY DICKERSON  |  President and Chief Executive Officer 

INTRODUCTION  

Thank you, Mike. 

Before we begin, I would like to speak briefly about Israel. As many of you know, Applied Materials has 
had a significant presence in Israel for nearly 30 years. We were shocked by the terrorist attacks of 
October 7 and the outbreak of war with its immeasurable suffering and loss. Our team in Israel is 
proving their resilience at this dangerous time, and Applied Materials is committed to do our part to help 
our families stay safe until more peaceful conditions return. 

Now, turning to our results. We delivered a strong finish to fiscal 2023 with record earnings in our fourth 
quarter and record revenue, earnings and cash flow for the year as a whole. I would like to recognize 
the hard work and commitment of our global team to deliver these outstanding results. 

As this is our year-end call, I’ll begin my prepared remarks by reviewing our performance and key 
accomplishments over the past 12 months. I’ll then talk about our longer-term growth thesis for the 
industry and Applied, before concluding with our outlook and priorities for 2024. 
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FY2023 REVIEW 

While semiconductor and wafer fabrication equipment spending were both down in 2023, Applied was 
able to demonstrate the strength of our broad portfolio as well as the central role we play enabling 
major industry inflections. Our Semiconductor Systems business delivered mid-single digit growth for 
the fiscal year and remains on track for growth in calendar 2023, which will be the fifth consecutive year 
that we’ve outperformed the wafer fab equipment market. We believe we can sustain this 
outperformance over the coming years thanks to the leadership positions we’ve established at the 
major technology inflections that will enable our customers’ roadmaps. In the past 12 months, many of 
our business units delivered new records and major milestones, including etch where we passed 
10,000 shipments of our Sym3 chamber. We also released new products and secured incremental 
production-tool-of-record positions in Gate All Around, Backside Power Delivery, patterning, advanced 
DRAM and High Bandwidth Memory, and heterogenous integration. At the same time, we strengthened 
our ICAPS business—that serves IoT, Communications, Auto, Power and Sensor customers—with new 
products and application wins in etch, epitaxy, implant, as well as metrology and inspection. 

In Services, we delivered low single-digit revenue growth in fiscal 2023, overcoming headwinds 
including lower fab utilization rates and trade restrictions. In this period, our total installed base 
increased 5%. In fact, our installed base of process chambers is now more than twice as big as our 
nearest competitor. In addition, there are more than 14,000 tools that are not chamber-based, including 
CMP, implant, and metrology and inspection. We grew the number of tools under long-term, 
subscription agreements which now generate 63% of our total parts and service revenues. We also 
maintained the renewal rate of these subscriptions at 90%. 

In 2023, we continued to focus on our operations and supply chain, and we’ve made significant and 
sustainable improvements. Compared to this time last year, we are providing customers with better  
on-time delivery and shipment quality, while normalizing our inventory levels. More importantly, our 
operations are ready to scale as the industry grows over the years to come. 

LONG-TERM MARKET THESIS 

Across the company, we are in a great position to enable our customers’ success, and profitably grow 
Applied Materials as this next era of industry expansion takes shape. Looking to the future, there are 
four key components of our growth thesis. First, we believe that semiconductors will outgrow GDP as 
the digital transformation of the global economy progresses. Second, we expect the market for wafer 
fab equipment to grow as fast or faster than the market for semiconductors. This is because the 
industry roadmap is becoming more complex and chip makers need to deploy more technology to 
move from one node to the next. Third, we believe that Applied will outperform wafer fab equipment 
because the key technology inflections are enabled by materials science and materials engineering 
where Applied has the broadest, most connected, and most enabling portfolio of solutions. And fourth, 
we believe we can grow our service business as fast or faster than our equipment business, by 
providing customers with advanced service solutions that accelerate technology transfer from R&D to 
high-volume manufacturing, and optimize device performance, yield and cost in their fabs. 
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By identifying major industry inflections early and making strategic, multi-year investments in our 
product portfolio and capabilities, Applied Materials is best positioned to benefit from this exciting period 
of industry innovation and growth. We have by far the broadest portfolio of unit process technology to 
address our customers ‘high value problems’ in transistor, interconnect, 3D memory, specialty devices, 
and heterogenous integration. We are able to combine these technologies in unique ways to create  
co-optimized and integrated solutions and we are seeing strong pull from our customers to work on 
‘higher value’ module and device integration problems. At no time in our history have we been closer to 
our customers. We have built a unique platform for collaborative innovation and commercialization of 
next-generation technologies. We will significantly expand this collaboration platform with EPIC, 
enabling Applied and our partners to ‘innovate the way we innovate’, and our advanced technology-
enabled service offerings are seen by customers as increasingly valuable especially during  
technology transfer and fab ramp. These advanced services also provide growing subscription revenue 
streams for Applied. 

NEAR-TERM OUTLOOK AND APPLIED PRIORITIES 

Moving to our near-term outlook and priorities for the year ahead. While we are mindful of the complex 
macro-economic and geo-political environment, we see demand for Applied’s products remaining 
robust with some changes within the mix. In 2024, we expect demand from our leading-edge foundry-
logic customers to be stronger year-on-year underpinned by higher PC, Cloud and AI datacenter 
spending as well as the initial build out of Gate-All-Around nodes. We see demand for our ICAPS 
business being lower mainly due to softness in the industrial automation and automotive end markets. 
In DRAM, both pricing and utilization are improving for our customers, and we see demand for 
Applied’s products remaining strong, and we believe NAND spending will be up year-on-year, but still 
far below 2022, and less than 10% of wafer fab equipment spending overall. We expect NAND to 
remain a lower percentage of the wafer fab equipment mix moving forward. 

In terms of the global trade environment, the October 2023 export control rule changes in the U.S.  
were primarily focused on alignment with other countries. The rules are complex and while we are 
working with the government to clarify certain details, we see no incremental material impact to Applied 
at this time. 

As I look ahead, I strongly believe that Applied Materials has the right capabilities, strategy, and 
partnerships. In fiscal 2024, our major focus areas include driving R&D programs to further differentiate 
our portfolio and extend our leadership at the key inflections that enable future industry growth, 
continuing to make operational and supply chain improvements to better serve customers, capture 
economies of scale, and drive productivity across the enterprise, and ensuring that as we scale the 
company we continue to reduce our environmental impact in line with Applied’s collaborative Net Zero 
playbook as announced earlier this year. 

SUMMARY 

Before I hand over to Brice, let me summarize. In fiscal 2023, Applied grew our semiconductor 
equipment and service businesses even though our markets were down year-on-year. For calendar 
2023, we are on track to outperform the wafer fab equipment market for the fifth year in a row.  
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We believe this outperformance is sustainable thanks to our strong positions at all the key industry 
inflections, the strength of our customer collaborations, and growing demand for our advanced 
services. And, we remain positive about our long-term growth opportunities where we expect 
semiconductors to grow faster than GDP, wafer fab equipment to grow as fast or faster than 
semiconductors, Applied to outperform the wafer fab equipment market, and our service business to 
grow as fast or faster than equipment sales. 

Now, I’ll hand over to Brice. 

 

 
BRICE HILL |  Senior Vice President, Chief Financial Officer 

Thank you, Gary. 

I’d like to start by thanking our teams for delivering record results this year and for making sustainable 
operational improvements in our inventory management, manufacturing linearity and on-time delivery 
performance. On today’s call, I’ll summarize our results for the fiscal year and Q4, as well as provide 
our guidance for Q1. 

INVESTMENT THESIS 

Before going into the results, I’ll share my perspective on our unique business model and how it creates 
attractive returns for our long-term shareholders. Applied creates value by directing nearly $3 billion of 
annualized R&D into one of the most important markets in the world: semiconductors. Because we 
have the broadest and deepest equipment portfolio and expertise, we are invited to work closely with 
our customers, as a trusted partner, to identify and holistically solve their most valuable technical 
challenges. Our R&D spending helps customers modify materials at atomic levels and on an industrial 
scale to deliver better semiconductors and end products for strategic growth markets like artificial 
intelligence. Our unique relationships with our customers provide us with insights into end market and 
technology roadmap trends and allow us to focus our spending on projects that have a high probability 
of commercial adoption and strong financial returns. As a result of the R&D invested in our customers’ 
success, we now have line of sight to market share leadership and growth across the key 
semiconductor manufacturing inflections, including Gate All Around, Backside Power, heterogeneous 
integration, High-Bandwidth Memory and 3D DRAM. The strategies we use to help solve challenges in 
leading-edge logic and memory are also being deployed in the ICAPS markets, where our growth in 
2023 more than offset weakness in NAND and leading-edge logic. ICAPS is also a strategic growth 
market, fueled by powerful trends like edge computing and renewable energy.  

Applied’s focused and effective R&D investments have led to fantastic results for our shareholders. 
Over the past ten years, we’ve grown revenue at a compound rate of over 13%, non-GAAP EPS at 
nearly 30% and free cash flow at 33%. We’ve increased our quarterly dividend per share at a 
compound rate of more than 12% over this period and earlier this year, we announced our belief that 
our free cash flow can support doubling our previous dividend per share over the next several years. 
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Looking ahead to the next 10 years, we expect semiconductors to grow faster than GDP. We expect 
the equipment market to grow as fast or faster than semiconductors due to increasing technical 
complexity. We expect Applied’s equipment business to outgrow the market due to our strong portfolio 
of products and solutions that are squarely targeted at the highest value inflections, and we expect our 
services business to grow as fast or faster than our equipment business as we help our customers 
generate increasing value from the industry’s largest installed base of more than 48,000 tools. 

2023 RESULTS SUMMARY 

Next I’ll summarize our fiscal year results. On a year-over-year basis, revenue increased nearly 3% to a 
record $26.5 billion. Non-GAAP gross margin increased 20 basis points to 46.8% as our value-based 
pricing and cost improvement actions more than offset the impact of inflation. Non-GAAP opex 
increased 13% to $4.69 billion, with the majority of the increase in R&D. Non-GAAP operating profit 
declined 2% to $7.72 billion, and non-GAAP operating margin decreased 140 basis points to 29.1%. 
Non-GAAP EPS increased 4.5% to $8.05 per share. 

We generated record operating cash flow of $8.7 billion and record free cash flow of $7.6 billion. 
Shareholder distributions were approximately $3.16 billion. We paid $975 million in cash dividends  
and used approximately $2.2 billion to repurchase 18 million shares at an average price below  
$123 per share. We remain committed to returning 80 to 100% of free cash flow to shareholders over 
time and returned 87% over the past three years. 

Q4 RESULTS 

Now I’ll summarize our Q4 results. 

On a year-over-year basis, net sales of $6.72 billion were slightly lower. Non-GAAP EPS rose 4% to a 
record $2.12. Non-GAAP gross margin increased 130 basis points to 47.3% and non-GAAP opex grew 
8.8% to $1.19 billion, with around two-thirds of the increase in R&D. 

Turning to the segments, Semi Systems revenue declined 3% year-over-year to $4.88 billion, and 
segment non-GAAP operating margin was flat at 36.9%. For the full year, Semi Systems grew revenue 
by 5% and outperformed the market, delivering record net sales overall and in foundry-logic, as well as 
in implant, packaging, metal deposition and CVD. 

Applied Global Services revenue grew 4% year-over-year in Q4 to a record $1.47 billion and  
segment non-GAAP operating margin grew 100 basis points to 29.3%. For the full year,  
AGS revenue increased 3%, demonstrating how the underlying growth drivers of the business more 
than compensated for the trade restrictions enacted in October of 2022 along with fab utilization rates 
that declined over the past year.  

AGS growth is a function of three things: the number of tools in the installed base; the increase in 
service intensity as process complexity increases; and the number of subscription agreements which 
increase revenue per tool. In 2023, we increased the installed base by 5% and we increased the 
percentage of tools under service agreement by 3 percentage points to 16,600. An important catalyst 
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for AGS is that we are adding entirely new kinds of subscription agreements, including sensor and  
AI-based solutions in areas like tool matching for fab ramp acceleration. In Q4, we signed a unique 
environmental services agreement under which a large number of process tools and sub-fab resources 
are connected to Applied ecoefficiency hardware and software products—all delivered as a service that 
helps our customers reduce electricity consumption and carbon emissions. In addition we recently 
signed our largest global comprehensive services agreement ever. Finally, AGS continues to produce 
more than enough operating profit to pay the company’s dividend. 

Moving now to Display, Q4 revenue increased to $298 million and segment non-GAAP operating 
margin increased to 22.5%. We continue to expect the display cycle and Applied’s Display business to 
improve modestly in 2024, and we look forward to our opportunity to drive OLED technology into the 
laptop and tablet markets in 2025. 

Turning to cash flows in Q4, we generated nearly $1.6 billion in operating cash flow and nearly  
$1.25 billion in free cash flow. We distributed nearly $968 million to shareholders including  
$268 million in dividends and $700 million in buybacks. We repurchased 5 million shares at an  
average price of $138.54. 

TRADE REGULATIONS AND CHINA BUSINESS 

Next I’ll discuss our business in China. As Gary indicated, we do not expect an incremental material 
impact from the recently updated trade rules. Our business in China grew as expected in Q4, largely 
due to an increase in trailing-edge DRAM shipments that contributed close to $500 million in revenue. 
In Q4, our overall revenue in China was 44% of company sales. For the full year, revenue in China was 
27% of sales, with Semi System sales in China composing 20% and AGS and Display sales in China 
the remaining 7%. We believe equipment demand in China is likely to remain healthy for an extended 
period because China’s domestic manufacturing capacity remains significantly below its share of 
worldwide semiconductor demand. In addition, while nameplate fab capacity is growing in China, 
effective capacity is likely to remain below industry averages for some time until product and process 
yields gradually improve. 

Q1 GUIDANCE 

Now, I’ll share our guidance for Q1. We expect our revenue to be $6.47 billion ± 400 million and we 
expect non-GAAP EPS of $1.90 ± $0.18. Within this outlook, we expect Semi Systems revenue to be 
$4.7 billion with ongoing strength in trailing-edge DRAM. We expect AGS revenue to be $1.46 billion 
and display revenue should be around $235 million. We expect non-GAAP gross margin to be 
approximately 47% and non-GAAP operating expenses to be around $1.23 billion. We are modeling a 
tax rate of 13%. 

Thank you, and now Mike, let’s begin the Q&A. 


